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Section 1: The Closing Disclosure / Closing 
Considerations 

Comment 

We will not repeat the majority of the Closing Disclosure ARM impacts in this manual. Almost 
all closing disclosure related information regarding ARM loans are covered in the loan estimate 
manual.  

Areas that we have not yet covered are: 

• The APR calculation  
• HPML loans and  
• Qualified Mortgages. 

The APR Calculation – Explanation 

5/1 ARM (30 years) 

• Initial rate 4% 
• Annual cap 2% 
• Lifetime cap 6% 
• Initial index 3% 
• Margin 2% 

In this scenario, the initial rate will be 4% for the first five years, then the interest rate will 
change. When calculating the APR, the goal is to assume that the index will never move, then 
make adjustments to the fully indexed rate and stop right there. For this loan, the initial rate is 
4%, and the fully indexed rate is 5%. Therefore, the APR calculation will include five years at 4% 
and 25 years at 5%. 

As 25 years of the calculation will be at 5%, chances are very good that the APR is going to be 
very near 5%, and possibly higher, based on prepaid finance charges. 

1/1 ARM (30 years) 

• Initial rate 3% 
• Annual cap 2% 
• Lifetime cap 6% 
• Initial index 4% 
• Margin 2% 

In this scenario, the initial rate will be 3% for the first year, then the interest rate will change. 
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When calculating the APR, the goal is to assume that the index will never move, then make 
adjustments to the fully indexed rate and stop right there. For this loan, the initial rate is 3%, and 
the fully indexed rate is 6%. But the 2% cap will make this a “2 step” process. Therefore, the APR 
calculation will include one year at 3%, one year at 5% and 28 years at 6%. 

As 28 years of the calculation will be at 6%, chances are very good that the APR is going to be 
very near 6%, and possibly higher, based on prepaid finance charges. 

The HPML/QM Chart – First Lien  

2022 First Mortgage

Loan Amount Minimum Maximum HPML Status Qualified Mortgage Status Regulatory Protection

$114,847.00 and higher 0% < 1.50% Not HPML Qualified Mortgage Safe Harbor

$114,847.00 and higher 1.50% < 2.25% HPML Qualified Mortgage Presumption of Compliance
$114,847.00 and higher 2.25% 6.50% HPML Unqualified Mortgage No Regulatory Protection
$114,847.00 and higher > 6.50% No maximum High Cost/HOEPA Unqualified Mortgage No Regulatory Protection

$68,908.00 to $114,846.99 0% < 1.50% Not HPML Qualified Mortgage Safe Harbor

$68,908.00 to $114,846.99 1.50% < 3.50% HPML Qualified Mortgage Presumption of Compliance
$68,908.00 to $114,846.99 3.50% 6.50% HPML Unqualified Mortgage No Regulatory Protection
$68,908.00 to $114,846.99 > 6.50% No maximum High Cost/HOEPA Unqualified Mortgage No Regulatory Protection

$0.00 to $68,907.99 0% < 1.50% Not HPML Qualified Mortgage Safe Harbor

$0.00 to $68,907.99 1.50% 6.50% HPML Qualified Mortgage Presumption of Compliance
$0 00 to $68 907 99 > 6 50% No maximum High Cost/HOEPA Unqualified Mortgage No Regulatory Protection

APOR VS. /APR (Pay attention to  math signs)
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Section 2: Calculating Days for Subsequent ARM 
Disclosures 

Introduction 

There are two different potential disclosures that will impact ARM loans. Both of them have 
timing requirements related to number of days. This section describes how to calculate the number 
of days accurately to assure that disclosures are going out at the appropriate time. 

It is important to note the timing for these disclosures is always based on the date 
the payment will change, not the interest rate change. 

The “Initial” Disclosure  

The “initial” disclosure information can be found in Section 3 of this manual.  

The disclosure is required to be delivered between 210 and 240 days prior to the first payment 
change. Therefore, this disclosure will be given approximately 7 to 8 months prior to the initial 
payment change, or approximately 6 to 7 months before the first interest rate change. 

Example 

First rate change: October 1 

First payment change: November 1 

The notice must be given no later than April 5 and no earlier than March 6. Remember that 
the calculation is based on days, not months, and 31 day months will alter the calculation. 

The “Actual” Disclosure 

The “actual” disclosure information can be found in Section 4 of this manual.  

The disclosure is required to be delivered between 60 and 120 days prior to the first payment 
change. Therefore, this disclosure will be given approximately 2 to 4 months prior to the initial 
payment change, or approximately 1 to 3 months before the first interest rate change. 

Example 

First rate change: October 1 

First payment change: November 1 
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The notice must be given no later than September 2 and no earlier than July 4. Remember 
that the calculation based on days, not months, and 31 day months will alter the calculation. 
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Section 3: The “Initial”  
Adjustable-Rate Mortgage Notice 

 Introduction 

Your bank, when they service an adjustable-rate mortgage (ARM) must provide consumers 
with disclosures in connection with the adjustment of interest rates based on the loan contract 
that results in a corresponding adjustment to the payment.  

Typically, this occurs when the customer has an adjustable-rate mortgage or “ARM” that is a 
closed-end consumer credit transaction secured by the consumer's principal dwelling in which the 
annual percentage rate may increase after consummation. 

The Initial Rate Adjustment Notice 

Your bank must provide consumers with disclosures in connection with the initial interest rate 
adjustment pursuant to the loan contract. The disclosures required must be provided as a separate 
document from other documents. The disclosures must be provided to consumers at least 210, but no 
more than 240, days before the first payment at the adjusted level is due.  

This initial notice only happens one time – before the initial rate and payment adjustment. It 
occurs seven to eight months prior to the actual first payment change, and is designed as an “early 
warning system” document. The notice only is given once per loan, and alerts the customer that 
their world of “fixed rate” is changing. Much of the information provided is based on rates as of 
the notice date, which may not be the same as what they actually receive when they get to a 
change date. It is meant not to give them the actual final terms, but to warn them that changes 
are coming. 

ARM loans can have a variety of initial terms. For instance, a 5/1 ARM is fixed for five years 
and then changes occur annually thereafter. In a 5/1 ARM, this initial disclosure would occur 
during year 4. 

Disclosure Content 

If the new interest rate (or the new payment calculated from the new interest rate) is not known as 
of the date of the disclosure, an estimate must be disclosed and labeled as such. This estimate must be 
based on what would happen if the change was occurring now rather than seven or eight months from 
now. The disclosures required must include: 

• The date of the disclosure. 
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• An explanation that under the terms of the consumer's adjustable-rate mortgage, the 
specific time period in which the current interest rate has been in effect is ending and 
that any change in the interest rate may result in a change in the mortgage payment; 
 

• The effective date of the interest rate adjustment and when additional future interest 
rate adjustments are scheduled to occur; and 
 

• A table containing the following information: 
o The current and new interest rates; 
o The current and new payments and the date the first new payment is due; and 

 
• For interest-only or negatively amortizing payments, the amount of the current and new 

payment allocated to principal, interest, and taxes and insurance in escrow, as 
applicable.  
 

• An explanation of how the interest rate is determined, including: 
o The index or formula used in making interest rate adjustments and a source of 

information about the index or formula; and 
o The type and amount of any adjustment to the index, including any margin and an 

explanation that the margin is the addition of a certain number of percentage points 
to the index. 
 

• Any limits on the interest rate or payment increases at each interest rate adjustment and 
over the life of the loan, as applicable, including the extent to which such limits result in 
the creditor, assignee, or servicer foregoing any increase in the interest rate and the 
earliest date that such foregone interest rate increases may apply to future interest rate 
adjustments, subject to those limits. 
 

• An explanation of how the new payment is determined, including: 
o The index or formula used; 
o Any adjustment to the index or formula, such as the addition of a margin; 
o The loan balance expected on the date of the interest rate adjustment; 
o The length of the remaining loan term expected on the date of the interest rate 

adjustment and any change in the term of the loan caused by the adjustment; and 
o If the new interest rate or new payment provided is an estimate, a statement that 

another disclosure containing the actual new interest rate and new payment will be 
provided to the consumer between two and four months before the first payment at 
the adjusted level is due for interest rate adjustments that result in a corresponding 
payment change. 
 

• The circumstances under which any prepayment penalty may be imposed.  
 

• The telephone number of the creditor, assignee, or servicer for consumers to call if they 
anticipate not being able to make their new payments. 
 

• The following alternatives to paying at the new rate that consumers may be able to 
pursue and a brief explanation of each alternative, expressed in simple and clear terms: 
o Refinancing the loan with the current or another creditor or assignee; 
o Selling the property and using the proceeds to pay the loan in full; 
o Modifying the terms of the loan with the creditor, assignee, or servicer; and 
o Arranging payment forbearance with the creditor, assignee, or servicer. 
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• The Web site to access either the Bureau list or the HUD list of homeownership 
counselors and counseling organizations, the HUD toll-free telephone number to access 
the HUD list of homeownership counselors and counseling organizations, and the Bureau 
Web site to access contact information for State housing finance authorities.  
 

Regulatory Text and Commentary [12 C.F.R. 1026.20(d)] 

NOTE: Due to the structure of this portion of the regulation, the commentary is indented 
rather than having its own individual heading. This is for ease in reading. However, we have 
maintained our presentation system by placing all commentary in italics. 

General [12 C.F.R. 1026.20(d)] 

(d) Initial rate adjustment. The creditor, assignee, or servicer of an adjustable-rate mortgage 
shall provide consumers with disclosures, as described in this paragraph (d), in connection 
with the initial interest rate adjustment pursuant to the loan contract. To the extent that other 
provisions of this subpart C govern the disclosures required by this paragraph (d), those 
provisions apply to assignees and servicers as well as to creditors. The disclosures required by 
this paragraph (d) shall be provided as a separate document from other documents provided 
by the creditor, assignee, or servicer. The disclosures shall be provided to consumers at least 
210, but no more than 240, days before the first payment at the adjusted level is due. If the 
first payment at the adjusted level is due within the first 210 days after consummation, the 
disclosures shall be provided at consummation. 

 Commentary 

1. Creditors, assignees, and servicers. Creditors, assignees, and servicers that own 
either the applicable adjustable-rate mortgage or the applicable mortgage servicing 
rights or both are subject to the requirements of § 1026.20(d). Creditors, assignees, and 
servicers are also subject to the requirements of any provision of subpart C that governs 
§ 1026.20(d). For example, the form requirements of § 1026.17(a) apply to § 1026.20(d) 
disclosures and thus, assignees and servicers, as well as creditors, are subject to those 
requirements. While creditors, assignees, and servicers are all subject to the 
requirements of § 1026.20(d), they may decide among themselves which of them will 
provide the required disclosures. 

2. Loan modifications. Under § 1026.20(d), the interest rate adjustment disclosures are 
required only for the initial interest rate adjustment occurring pursuant to the loan 
contract. Accordingly, creditors, assignees, and servicers need not provide the 
disclosures for interest rate adjustments occurring in loan modifications made for loss 
mitigation purposes. The initial interest rate adjustment occurring pursuant to the 
modified loan contract, however, is subject to the requirements of § 1026.20(d). 

3. Timing and form of initial rate adjustment. The requirement that § 1026.20(d) 
disclosures be provided in writing, separate and distinct from all other correspondence, 
means that the initial ARM interest rate adjustment notice must be provided to 
consumers as a separate document but may, in the case of mailing the disclosure, be in 
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the same envelope with other material and, in the case of emailing the disclosure, be a 
separate attachment from other attachments in the same email. The requirement that 
the disclosures be provided to consumers between 210 and 240 days “before the first 
payment at the adjusted level is due” means the creditor, assignee, or servicer must 
deliver the notice or place it in the mail between 210 and 240 days prior to the due date, 
excluding any grace or courtesy periods, of the first payment calculated using the 
adjusted interest rate. 

4. Conversions. When an open-end account converts to a closed-end adjustable-rate 
mortgage, the § 1026.20(d) disclosure is not required until the implementation of the 
initial interest rate adjustment post-conversion. For example, for an open-end account 
that converts to a closed-end 3/1 hybrid ARM, i.e., an ARM with a fixed rate of interest 
for the first three years after which the interest rate adjusts annually, the § 1026.20(d) 
disclosure would not be required until three years after the conversion when the interest 
rate adjusts for the first time. 

Coverage [12 C.F.R. 1026.20(d)(1)] 

(1) Coverage 

(i) In general. For purposes of this paragraph (d), an adjustable-rate mortgage or “ARM” is a 
closed-end consumer credit transaction secured by the consumer's principal dwelling in 
which the annual percentage rate may increase after consummation. 

(ii) Exemptions. The requirements of this paragraph (d) do not apply to ARMs with terms of 
one year or less. 

Commentary – In General 

1. In general. An adjustable-rate mortgage, as defined in § 1026.20(d)(1)(i), is a 
variable-rate transaction as that term is used in subpart C, except as distinguished 
by comment § 1026.20(d)(1)(ii)-2. The requirements of this section are not limited to 
transactions financing the initial acquisition of the consumer's principal dwelling. 

Commentary – Exemptions 

1. Short-term ARMs. Under § 1026.20(d)(1)(ii), construction, home improvement, 
bridge, and other loans with terms of one year or less are not subject to the 
requirements in § 1026.20(d). In determining the term of a construction loan that 
may be permanently financed by the same creditor or assignee, the creditor or 
assignee may treat the construction and the permanent phases as separate 
transactions with distinct terms to maturity or as a single combined transaction. 

2. Non-adjustable-rate mortgages. The following transactions, if structured as fixed-
rate and not as adjustable-rate mortgages based on an index or formula, are not 
subject to § 1026.20(d): 

i. Shared-equity or shared-appreciation mortgages; 

ii. Price-level adjusted or other indexed mortgages that have a fixed rate of interest 
but provide for periodic adjustments to payments and the loan balance to reflect 
changes in an index measuring prices or inflation; 
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iii. Graduated-payment mortgages or step-rate transactions; 

iv. Renewable balloon-payment instruments; and 

v. Preferred-rate loans. 

Content [12 C.F.R. 1026.20(d)(1)(ii)] 

(2) Content. If the new interest rate (or the new payment calculated from the new interest rate) 
is not known as of the date of the disclosure, an estimate shall be disclosed and labeled as 
such. This estimate shall be based on the calculation of the index reported in the source of 
information described in paragraph (d)(2)(iv)(A) of this section within fifteen business days 
prior to the date of the disclosure. The disclosures required by this paragraph (d) shall include: 

 (i) The date of the disclosure. 

 Commentary 

 1. Date of the disclosure. The date that must appear on the disclosure is the date the 
creditor, assignee, or servicer generates the notice to be provided to the consumer. 

 (ii) A statement providing: 

(A) An explanation that under the terms of the consumer's adjustable-rate mortgage, the 
specific time period in which the current interest rate has been in effect is ending and 
that any change in the interest rate may result in a change in the mortgage payment; 

(B) The effective date of the interest rate adjustment and when additional future interest 
rate adjustments are scheduled to occur; and 

(C) Any other changes to loan terms, features, or options taking effect on the same date as 
the interest rate adjustment, such as the expiration of interest-only or payment-option 
features. 

 (iii) A table containing the following information: 

  (A) The current and new interest rates; 

Commentary 

1. Current and new interest rates. The current interest rate is the interest rate that 
applies on the date of the disclosure. The new interest rate is the interest rate used to 
calculate the new payment and may be an estimate pursuant to § 1026.20(d)(2). The 
new payment, if calculated from an estimated new interest rate, will also be an 
estimate. The “new interest rate” has the same meaning as the “adjusted interest 
rate.” The requirements of § 1026.20(d)(2)(iii)(A) do not preclude creditors, assignees, 
and servicers from rounding the interest rate, pursuant to the requirements of the 
ARM contract. 

(B) The current and new payments and the date the first new payment is due; and 

(C) For interest-only or negatively-amortizing payments, the amount of the current and 
new payment allocated to principal, interest, and taxes and insurance in escrow, as 
applicable. The current payment allocation disclosed shall be the payment allocation 
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for the last payment prior to the date of the disclosure. The new payment allocation 
disclosed shall be the expected payment allocation for the first payment for which the 
new interest rate will apply. 

 (iv) An explanation of how the interest rate is determined, including: 

(A) The specific index or formula used in making interest rate adjustments and a source 
of information about the index or formula; and 

(B) The type and amount of any adjustment to the index, including any margin and an 
explanation that the margin is the addition of a certain number of percentage points to 
the index. 

(v) Any limits on the interest rate or payment increases at each interest rate adjustment and 
over the life of the loan, as applicable, including the extent to which such limits result in 
the creditor, assignee, or servicer foregoing any increase in the interest rate and the 
earliest date that such foregone interest rate increases may apply to future interest rate 
adjustments, subject to those limits. 

  Commentary  

1. Rate limits and foregone interest rate increases. Interest rate carryover, or 
foregone interest rate increases, is the amount of interest rate increase foregone at the 
first ARM interest rate adjustment that, subject to rate caps, can be added to future 
interest rate adjustments to increase, or to offset decreases in, the rate determined by 
using the index or formula. The disclosures required by § 1026.20(d)(2)(v) regarding 
foregone interest rate increases apply only to transactions permitting interest rate 
carryover. 

 (vi) An explanation of how the new payment is determined, including: 

(A) The index or formula used; 

(B) Any adjustment to the index or formula, such as the addition of a margin; 

(C) The loan balance expected on the date of the interest rate adjustment; 

(D) The length of the remaining loan term expected on the date of the interest rate 
adjustment and any change in the term of the loan caused by the adjustment; and 

(E) If the new interest rate or new payment provided is an estimate, a statement that 
another disclosure containing the actual new interest rate and new payment will be 
provided to the consumer between two and four months before the first payment at the 
adjusted level is due for interest rate adjustments that result in a corresponding 
payment change. 

(vii) If applicable, a statement that the new payment will not be allocated to pay loan principal 
and will not reduce the loan balance. If the new payment will result in negative 
amortization, a statement that the new payment will not be allocated to pay loan principal 
and will pay only part of the loan interest, thereby adding to the balance of the loan. If the 
new payment will result in negative amortization as a result of the interest rate 
adjustment, the statement shall set forth the payment required to amortize fully the 
remaining balance at the new interest rate over the remainder of the loan term. 

  Commentary 



ARM Loans – Closing & Post Closing 

Young & Associates, Inc. • www.younginc.com • Page 11 

(viii) The circumstances under which any prepayment penalty, as defined in 
§ 1026.32(b)(6)(i), may be imposed, such as when paying the loan in full or selling 
or refinancing the principal dwelling; the time period during which such a penalty 
may be imposed; and a statement that the consumer may contact the servicer for 
additional information, including the maximum amount of the penalty. 

(ix) The telephone number of the creditor, assignee, or servicer for consumers to call if they 
anticipate not being able to make their new payments. 

(x) The following alternatives to paying at the new rate that consumers may be able to pursue 
and a brief explanation of each alternative, expressed in simple and clear terms: 

(A) Refinancing the loan with the current or another creditor or assignee; 

(B) Selling the property and using the proceeds to pay the loan in full; 

(C) Modifying the terms of the loan with the creditor, assignee, or servicer; and 

(D) Arranging payment forbearance with the creditor, assignee, or servicer. 

(xi) The Web site to access either the Bureau list or the HUD list of homeownership counselors 
and counseling organizations, the HUD toll-free telephone number to access the HUD list 
of homeownership counselors and counseling organizations, and the Bureau Web site to 
access contact information for State housing finance authorities (as defined in § 1301 of 
the Financial Institutions Reform, Recovery, and Enforcement Act of 1989). 

Format [12 C.F.R. 1026.20(d)(3)] 

(3) Format. 

(i) Except for the disclosures required by paragraph (d)(2)(i) of this section, the disclosures 
required by this paragraph (d) shall be provided in the form of a table and in the same 
order as, and with headings and format substantially similar to, forms H-4(D)(3) and (4) 
in appendix H to this part; 

  Commentary  

1. Format of disclosures. The requirements of § 1026.20(d)(3)(i) and (iii) to provide 
the § 1026.20(d) disclosures in the same order as, and with headings and format 
substantially similar to, the model and sample forms do not preclude creditors, 
assignees, and servicers from modifying the disclosures to accommodate particular 
consumer circumstances or transactions not addressed by the forms. For example, in 
the case of a consumer bankruptcy or under certain State laws, the creditor, assignee, 
or servicer may modify the forms to remove language regarding personal liability. A 
payment-option ARM, which is an ARM permitting consumers to choose among 
several different payment options for each billing period, is an example of a loan that 
may require modification of the § 1026.20(d) model and sample forms. See appendix 
H-30(C) for an example of an allocation table for a payment-option loan. 

(ii) The disclosures required by paragraph (d)(2)(i) of this section shall appear outside of and 
above the table required in paragraph (d)(3)(i) of this section; and 

(iii) The disclosures required by paragraph (d)(2)(iii) of this section shall be in the form of a 

https://www.consumerfinance.gov/rules-policy/regulations/1026/32/#b-6-i
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table located within the table described in paragraph (d)(3)(i) of this section. These 
disclosures shall appear in the same order as, and with headings and format substantially 
similar to, the table inside the larger table in forms H-4(D)(3) and (4) in appendix H to this 
part. 

 

Sample Disclosures 

The next two pages show you the sample disclosures as they appear in the appendix of the 
regulation. The first disclosure is not completed, the second disclosure is completed. 
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Section 4: The “Actual Change”  
Adjustable-Rate Mortgage Notice 

Introduction 

When the loan contract requires an actual change in the interest rate and corresponding 
payment, the customer will get a notice approximately two to four months prior to the actual first 
payment change. Unlike the notice discovered discussed in the previous section, this notice will 
be given every time there is an interest rate and payment amount change. 

For instance, in a 5/1 adjustable-rate mortgage, the rate stays fixed for five years and then 
changes annually thereafter. They would receive this disclosure close to the end of the initial fixed 
rate period, and then annually thereafter. 

Timing 

Loans Dated January 1, 2015, or Later 

Disclosures must be provided to consumers at least 60, but no more than 120, days before the 
first payment at the adjusted level is due.  

Loans Dated Prior to January 1, 2015 

The disclosures must be provided to consumers at least 25, but no more than 120, days before 
the first payment at the adjusted level is due for ARMs originated prior to January 10, 2015, 

Content 

The disclosures required by this paragraph (c) must include: 

• A statement providing: 
o An explanation that under the terms of the consumer's adjustable-rate mortgage, the 

specific time period in which the current interest rate has been in effect is ending and 
the interest rate and mortgage payment will change; 

o The effective date of the interest rate adjustment and when additional future interest 
rate adjustments are scheduled to occur; and 

o Any other changes to loan terms, features, or options taking effect on the same date 
as the interest rate adjustment, such as the expiration of interest-only or payment-
option features. 
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• A table containing the following information: 
o The current and new interest rates;  
o The current and new payments and the date the first new payment is due; and 
o For interest-only or negatively amortizing payments, the amount of the current and 

new payment allocated to principal, interest, and taxes and insurance in escrow, as 
applicable. The current payment allocation disclosed must be the payment allocation 
for the last payment prior to the date of the disclosure. The new payment allocation 
disclosed must be the expected payment allocation for the first payment for which the 
new interest rate will apply. 
 

• An explanation of how the interest rate is determined, including: 
o The specific index or formula used in making interest rate adjustments and a source 

of information about the index or formula; and 
o The type and amount of any adjustment to the index, including any margin and an 

explanation that the margin is the addition of a certain number of percentage points 
to the index, and any application of previously foregone interest rate increases from 
past interest rate adjustments. 
 

• Any limits on the interest rate or payment increases at each interest rate adjustment and 
over the life of the loan, as applicable, including the extent to which such limits result in 
the creditor, assignee, or servicer foregoing any increase in the interest rate and the 
earliest date that such foregone interest rate increases may apply to future interest rate 
adjustments, subject to those limits. 
 

• An explanation of how the new payment is determined, including: 
o The index or formula used; 
o Any adjustment to the index or formula, such as the addition of a margin or the 

application of any previously foregone interest rate increases from past interest rate 
adjustments; 

o The loan balance expected on the date of the interest rate adjustment; and 
o The length of the remaining loan term expected on the date of the interest rate 

adjustment and any change in the term of the loan caused by the adjustment. 
 

• If applicable, a statement that the new payment will not be allocated to pay loan 
principal and will not reduce the loan balance. If the new payment will result in negative 
amortization, a statement that the new payment will not be allocated to pay loan 
principal and will pay only part of the loan interest, thereby adding to the balance of the 
loan. If the new payment will result in negative amortization as a result of the interest 
rate adjustment, the statement must set forth the payment required to amortize fully the 
remaining balance at the new interest rate over the remainder of the loan term. 
 

• The circumstances under which any prepayment penalty may imposed, such as when 
paying the loan in full or selling or refinancing the principal dwelling; the time period 
during which such a penalty may be imposed; and a statement that the consumer may 
contact the servicer for additional information, including the maximum amount of the 
penalty. 
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Regulatory Text and Commentary [12 C.F.R. 1026.20(c)] 

NOTE: Due to the structure of this portion of the regulation, the commentary is indented 
rather than having its own individual heading. This is for ease in reading. However, we have 
maintained our presentation system by placing all commentary in italics. 

General [12 C.F.R. 1026.20(c)] 

(c) Rate adjustments with a corresponding change in payment. The creditor, assignee, or 
servicer of an adjustable-rate mortgage shall provide consumers with disclosures, as described 
in this paragraph (c), in connection with the adjustment of interest rates pursuant to the loan 
contract that results in a corresponding adjustment to the payment. To the extent that other 
provisions of this subpart C govern the disclosures required by this paragraph (c), those 
provisions apply to assignees and servicers as well as to creditors. The disclosures required by 
this paragraph (c) also shall be provided for an interest rate adjustment resulting from the 
conversion of an adjustable-rate mortgage to a fixed-rate transaction, if that interest rate 
adjustment results in a corresponding payment change. 

  Commentary  

1. Creditors, assignees, and servicers. Creditors, assignees, and servicers that own either 
the applicable adjustable-rate mortgage or the applicable mortgage servicing rights or 
both are subject to the requirements of § 1026.20(c). Creditors, assignees, and servicers 
are also subject to the requirements of any provision of subpart C that governs 
§ 1026.20(c). For example, the form requirements of § 1026.17(a) apply to § 1026.20(c) 
disclosures and thus, assignees and servicers, as well as creditors, are subject to those 
requirements. While creditors, assignees, and servicers are all subject to the requirements 
of § 1026.20(c), they may decide among themselves which of them will provide the 
required disclosures. 

2. Loan modifications. Under § 1026.20(c), the interest rate adjustment disclosures are 
required only for interest rate adjustments occurring pursuant to the loan contract. 
Accordingly, creditors, assignees, and servicers need not provide the disclosures for 
interest rate adjustments occurring in loan modifications made for loss mitigation 
purposes. Subsequent interest rate adjustments resulting in a corresponding payment 
change occurring pursuant to the modified loan contract, however, are subject to the 
requirements of § 1026.20(c). 

3. Conversions. In addition to the disclosures required for interest rate adjustments under 
an adjustable-rate mortgage, § 1026.20(c) also requires the disclosures for an ARM 
converting to a fixed-rate transaction when the conversion changes the interest rate and 
results in a corresponding payment change. When an open-end account converts to a 
closed-end adjustable-rate mortgage, the § 1026.20(c) disclosure is not required until the 
implementation of an interest rate adjustment post-conversion that results in a 
corresponding payment change. For example, for an open-end account that converts to a 
closed-end 3/1 hybrid ARM, i.e., an ARM with a fixed rate of interest for the first three 
years after which the interest rate adjusts annually, the first § 1026.20(c) disclosure 
would not be required until three years after the conversion, and only if that first 
adjustment resulted in a payment change. 
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Coverage [12 C.F.R. 1026.20(c)(1)] 

(1) Coverage 

(i) In general. For purposes of this paragraph (c), an adjustable-rate mortgage or “ARM” is a 
closed-end consumer credit transaction secured by the consumer's principal dwelling in 
which the annual percentage rate may increase after consummation. 

   Commentary  

1. In general. An adjustable-rate mortgage, as defined in § 1026.20(c)(1)(i), is a 
variable-rate transaction as that term is used in subpart C, except as distinguished 
by comment § 1026.20(c)(1)(ii)-3. The requirements of this section are not limited to 
transactions financing the initial acquisition of the consumer's principal dwelling. 

(ii) Exemptions. The requirements of this paragraph (c) do not apply to: 

   (A) ARMs with terms of one year or less; 

(B) The first interest rate adjustment to an ARM if the first payment at the adjusted level 
is due within 210 days after consummation and the new interest rate disclosed at 
consummation pursuant to § 1026.20(d) was not an estimate; or 

(C) The creditor, assignee or servicer of an adjustable-rate mortgage when the servicer on 
the loan is subject to the Fair Debt Collections Practices Act (FDCPA) (15 U.S.C. 1692 et 
seq.) with regard to the loan and the consumer has sent a notification pursuant to 
FDCPA section 805(c) (15 U.S.C. 1692c(c)). 

     Commentary  

1. Short-term ARMs. Under § 1026.20(c)(1)(ii), construction, home improvement, 
bridge, and other loans with terms of one year or less are not subject to the 
requirements in § 1026.20(c). In determining the term of a construction loan that 
may be permanently financed by the same creditor or assignee, the creditor or 
assignee may treat the construction and the permanent phases as separate 
transactions with distinct terms to maturity or as a single combined transaction. 

2. First new payment due within 210 days after consummation. Section 
1026.20(c) disclosures are not required if the first payment at the adjusted level 
is due within 210 days after consummation, when the new interest rate disclosed 
at consummation pursuant to § 1026.20(d) is not an estimate. For example, the 
creditor, assignee, or servicer would not be required to provide the disclosures 
required by § 1026.20(c) for the first time an ARM interest rate adjusts if the first 
payment at the adjusted level was due 120 days after consummation and the 
adjusted interest rate disclosed at consummation pursuant to § 1026.20(d) was 
not an estimate. 

3. Non-adjustable-rate mortgages. The following transactions, if structured as 
fixed-rate and not as adjustable-rate mortgages based on an index or formula, 
are not subject to § 1026.20(c): 

i. Shared-equity or shared-appreciation mortgages; 

ii. Price-level adjusted or other indexed mortgages that have a fixed rate of 
interest but provide for periodic adjustments to payments and the loan 
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balance to reflect changes in an index measuring prices or inflation; 

iii. Graduated-payment mortgages or step-rate transactions; 

iv. Renewable balloon-payment instruments; and 

v. Preferred-rate loans. 

Timing and Content [12 C.F.R. 1026.20(c)(2)] 

(2) Timing and content. Except as otherwise provided in paragraph (c)(2) of this section, the 
disclosures required by this paragraph (c) shall be provided to consumers at least 60, but no 
more than 120, days before the first payment at the adjusted level is due. The disclosures shall 
be provided to consumers at least 25, but no more than 120, days before the first payment at 
the adjusted level is due for ARMs with uniformly scheduled interest rate adjustments 
occurring every 60 days or more frequently and for ARMs originated prior to January 10, 2015 
in which the loan contract requires the adjusted interest rate and payment to be calculated 
based on the index figure available as of a date that is less than 45 days prior to the adjustment 
date. The disclosures shall be provided to consumers as soon as practicable, but not less than 
25 days before the first payment at the adjusted level is due, for the first adjustment to an 
ARM if it occurs within 60 days of consummation and the new interest rate disclosed at 
consummation pursuant to § 1026.20(d) was an estimate. The disclosures required by this 
paragraph (c) shall include: 

  Commentary  

1. Timing. The requirement that § 1026.20(c) disclosures be provided to consumers within 
a certain timeframe means that the creditor, assignee, or servicer must deliver the notice 
or place it in the mail within that timeframe, excluding any grace or courtesy periods. 
The requirement that the § 1026.20(c) disclosures must be provided between 25 and 120 
days before the first payment at the adjusted level is due for frequently-adjusting ARMs, 
applies to ARMs that adjust regularly at a maximum of every 60 days. 

 (i) A statement providing: 

(A) An explanation that under the terms of the consumer's adjustable-rate mortgage, the 
specific time period in which the current interest rate has been in effect is ending and 
the interest rate and mortgage payment will change; 

(B) The effective date of the interest rate adjustment and when additional future interest 
rate adjustments are scheduled to occur; and 

(C) Any other changes to loan terms, features, or options taking effect on the same date as 
the interest rate adjustment, such as the expiration of interest-only or payment-option 
features. 

 (ii) A table containing the following information: 

(A) The current and new interest rates; 

    Commentary  

1. Current and new interest rates. The current interest rate is the interest rate that 
applies on the date the disclosure is provided to the consumer. The new interest rate 
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is the actual interest rate that will apply on the date of the adjustment. The new 
interest rate is used to determine the new payment. The “new interest rate” has the 
same meaning as the “adjusted interest rate.” The requirements of 
§ 1026.20(c)(2)(ii)(A) do not preclude creditors, assignees, and servicers from 
rounding the interest rate, pursuant to the requirements of the ARM contract. 

(B) The current and new payments and the date the first new payment is due; and 

(C) For interest-only or negatively-amortizing payments, the amount of the current and 
new payment allocated to principal, interest, and taxes and insurance in escrow, as 
applicable. The current payment allocation disclosed shall be the payment allocation 
for the last payment prior to the date of the disclosure. The new payment allocation 
disclosed shall be the expected payment allocation for the first payment for which the 
new interest rate will apply. 

 (iii) An explanation of how the interest rate is determined, including: 

(A) The specific index or formula used in making interest rate adjustments and a source 
of information about the index or formula; and 

(B) The type and amount of any adjustment to the index, including any margin and an 
explanation that the margin is the addition of a certain number of percentage points to 
the index, and any application of previously foregone interest rate increases from past 
interest rate adjustments. 

(iv) Any limits on the interest rate or payment increases at each interest rate adjustment and 
over the life of the loan, as applicable, including the extent to which such limits result in 
the creditor, assignee, or servicer foregoing any increase in the interest rate and the earliest 
date that such foregone interest rate increases may apply to future interest rate 
adjustments, subject to those limits. 

    Commentary  

1. Rate limits and foregone interest rate increases. Interest rate carryover, or 
foregone interest rate increases, is the amount of interest rate increase foregone at 
any ARM interest rate adjustment that, subject to rate caps, can be added to future 
interest rate adjustments to increase, or to offset decreases in, the rate determined by 
using the index or formula. The disclosures required by § 1026.20(c)(2)(iv) regarding 
foregone interest rate increases apply only to transactions permitting interest rate 
carryover. 

(v) An explanation of how the new payment is determined, including: 

(A) The index or formula used; 

(B) Any adjustment to the index or formula, such as the addition of a margin or the 
application of any previously foregone interest rate increases from past interest rate 
adjustments; 

     Commentary  

1. Application of previously foregone interest rate increases. The disclosures 
regarding the application of previously foregone interest rate increases apply only 
to transactions permitting interest rate carryover. 
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(C) The loan balance expected on the date of the interest rate adjustment; and 

(D) The length of the remaining loan term expected on the date of the interest rate 
adjustment and any change in the term of the loan caused by the adjustment. 

(vi) If applicable, a statement that the new payment will not be allocated to pay loan principal 
and will not reduce the loan balance. If the new payment will result in negative 
amortization, a statement that the new payment will not be allocated to pay loan principal 
and will pay only part of the loan interest, thereby adding to the balance of the loan. If the 
new payment will result in negative amortization as a result of the interest rate adjustment, 
the statement shall set forth the payment required to amortize fully the remaining balance 
at the new interest rate over the remainder of the loan term. 

Commentary  

1. Amortization statement. For ARMs requiring the payment of interest only, such as 
interest-only loans, § 1026.20(c)(2)(vi) requires a statement that the new payment 
covers all of the interest but none of the principal, and therefore will not reduce the 
loan balance. For negatively-amortizing ARMs, § 1026.20(c)(2)(vi) requires a 
statement that the new payment covers only part of the interest and none of the 
principal, and therefore the unpaid interest will be added to the principal balance. 

2. Amortization payment. Disclosure of the payment needed to amortize fully the 
outstanding balance at the new interest rate over the remainder of the loan term is 
required only when negative amortization occurs as a result of the interest rate 
adjustment. The disclosure is not required simply because a loan has interest-only 
or partially-amortizing payments. For example, an ARM with a five-year term and 
payments based on a longer amortization schedule, in which the final payment will 
equal the periodic payment plus the remaining unpaid balance, does not require 
disclosure of the payment necessary to amortize fully the loan in the remainder of the 
five-year term. A disclosure is also not required when the new payment is sufficient 
to prevent negative amortization but the final loan payment will be a different 
amount due to rounding. 

(vii) The circumstances under which any prepayment penalty, as defined in 
§ 1026.32(b)(6)(i), may be imposed, such as when paying the loan in full or selling or 
refinancing the principal dwelling; the time period during which such a penalty may be 
imposed; and a statement that the consumer may contact the servicer for additional 
information, including the maximum amount of the penalty. 

Commentary  

1. Prepayment penalty. The creditor, assignee, or servicer of an ARM with no 
prepayment penalty, as that term is used in § 1026.20(c)(2)(vii), may decide to 
exclude the prepayment section from the § 1026.20(c) disclosure, retain the 
prepayment section and insert after the heading “None” or other indication that there 
is no prepayment penalty, or indicate there is no prepayment penalty in some other 
manner. See also comment 1.vi to Appendices G and H - Open-End and Closed-End 
Model Forms and Clauses. 
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Format [12 C.F.R. 1026.20(c)(3)] 

(3) Format. 

(i) The disclosures required by this paragraph (c) shall be provided in the form of a table and 
in the same order as, and with headings and format substantially similar to, forms H-
4(D)(1) and (2) in appendix H to this part; and 

Commentary  

1. Format of disclosures. The requirements of § 1026.20(c)(3)(i) and (ii) to provide the 
§ 1026.20(c) disclosures in the same order as, and with headings and format 
substantially similar to, the model and sample forms do not preclude creditors, 
assignees, and servicers from modifying the disclosures to accommodate particular 
consumer circumstances or transactions not addressed by the forms. For example, in 
the case of a consumer bankruptcy or under certain State laws, the creditor, assignee, 
or servicer may modify the forms to remove language regarding personal liability. 
Creditors, assignees, and servicers providing the required notice to a consumer whose 
ARM is converting to a fixed-rate mortgage, may modify the model language to 
explain that the interest rate will no longer adjust. Creditors, assignees, and servicers 
electing to provide consumers with interest rate notices in cases where the interest 
rate adjusts without a corresponding change in payment may modify the forms to fit 
that circumstance. A payment-option ARM, which is an ARM permitting consumers 
to choose among several different payment options for each billing period, is an 
example of a loan that may require modification of the § 1026.20(c) model and 
sample forms. See appendix H-30(C) for an example of an allocation table for a 
payment-option loan. 

(ii) The disclosures required by paragraph (c)(2)(ii) of this section shall be in the form of a table 
located within the table described in paragraph (c)(3)(i) of this section. These disclosures 
shall appear in the same order as, and with headings and format substantially similar to, 
the table inside the larger table in forms H-4(D)(1) and (2) in appendix H to this part. 

Sample Disclosures 

On the next two pages are examples of this disclosure. While the initial disclosure warns them 
about what might happen in the future, this disclosure tells them exactly what is going to happen, 
and when.  
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Section 5: Escrow Analysis Timing 

Introduction 

Many adjustable rate mortgage loans may be subject to the HPML escrow rule of five years. 
Also, if you are an escrow bank, you maybe escrowing for adjustable rate mortgage loans. 

Regardless of how of what has created an escrow situation, escrow analysis timing can be very 
difficult with adjustable rate mortgage loans. We will have a general discussion about this issue. 
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