
4/10/2026

1

Getting 
Comfortable 
with ARMs

Presented by: Sandra Sweeney



4/10/2026

2

mortgage guaranty
insurance corporation

Legal disclaimer
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The materials included in this presentation are intended for general information 
only. This presentation is not intended to be complete or all-inclusive regarding the 
matters discussed herein, and nothing contained in this presentation is intended, 
or should be relied upon, as legal, accounting, compliance or other professional 
advice. 

Although MGIC believes the information set forth in this publication is generally 
accurate, the information may be outdated due to the rapidly changing nature of 
the residential mortgage industry, and MGIC does not warrant the accuracy, 
reliability or completeness of any information contained in this publication. 

The information in this publication is culled from a variety of business and 
mortgage industry sources. Attribution is given where deemed necessary. Opinions 
and insights expressed herein do not necessarily represent the views of MGIC.
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Q&A
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Adjustable-rate 
mortgage (ARM)

A home loan with an interest rate that 
changes periodically, either up or down, 

during the loan term
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3/6, 5/6, 7/6 and 10/6 
Secured Overnight Financing 

Rate (SOFR) ARMs

(fixed for 3, 5, 7 or 10 years and 
adjusts every 6 months after)

3/1, 5/1, 7/1 and 10/1 
Constant Maturity Treasury 

(CMT) ARMs

(fixed for 3, 5, 7 or 10 years and 
adjusts every 1 year after)

5

ARM types
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Decoding ARMs

7/6 SOFR ARM with 5/1/5 caps

Fixed period 
before adjustment

Frequency of change 
after initial fixed 

period

Initial 
adjustment 

cap

Lifetime 
adjustment 

cap

Subsequent or period 
adjustment cap
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ARM terminology

Qualifying 
rate 
This is the rate 
the investor 
stipulates be 
used in 
qualifying the 
borrower.

Start rate
Also called a 
“teaser rate” or 
“intro rate,” 
this is the FIAR 
minus the 
lender’s 
discount.

7

Initial fixed 
rate period
During this 
time, the 
interest rate on 
the loan does 
not change.

Fully indexed 
rate 
This is the 
highest rate the 
loan can 
potentially 
reach when it 
adjusts.
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How is the rate 
determined at time 
of adjustment?
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CAPS 
limits the change in 
interest rate at time 
of adjustment

MARGIN 
the extra 
percentage that the 
lender adds to the 
index

INDEX 
measure of interest 
rates reflecting 
trends in overall 
economy

Key ARM components

9
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INDEX
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• Determines how the interest rate 
adjusts

• Reflects borrowing costs at the time of 
adjustment

• Typical ARM indices include:
SOFR (Secured Overnight Financing 

Rate)
CMT (Constant Maturity Treasury)
Others (COFI, COSI, Prime)
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• Added to the index to compute 
the new adjusted interest rate

• Varies based on the product, 
typically 2% to 3%

• Does not change over the life of 
the loan
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CAPS
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• Initial cap: Limits the amount the rate may 
change at the first adjustment

• Periodic cap: Limits the amount the rate may 
change after the first adjustment

 Adjustments are based on the prior 
interest rate

 May differ from the initial cap

• Lifetime cap: Lifetime maximum interest rate 
adjustment, often 5% or 6% 
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ARM basics – Interest rate caps

Common interest rate caps (%):

• 2/1/5 (for 3/6 and 5/6 SOFR ARMs)
• 5/1/5 (for 7/6 and 10/6 SOFR ARMs)
• 2/2/6 (for 1/1, 3/1 and 5/1 CMT ARMs)
• 5/2/5 (for 5/1, 5/5, 7/1 and 10/1 CMT ARMs)

What about an interest rate floor?

• The floor is the margin unless otherwise identified
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ARM basics – Fully indexed rate

Definition: 
Fully indexed accrual rate (FIAR) = Index + margin 
(rounded to nearest one-eighth percent)

• The fully indexed rate at origination may or may not 
be equivalent to the Note Rate

• Borrower qualifying may be based on the fully 
indexed rate
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ARM basics – Adjustment example

3.643%30-day SOFR

2.50%+ Margin

6.143%Total

6.125%New interest rate

Index + margin = New adjusted interest rate

3.68%1-year CMT

3.00%+ Margin

6.625%Total

6.625%New interest rate
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Will my payment 
always increase with 
an ARM?
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Historical 30-day SOFR Index
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SOFR Averages and Index Data - FEDERAL RESERVE BANK of NEW YORK (newyorkfed.org)
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Historical 1-year CMT rates
FEDERAL RESERVE BANK of ST LOUIS
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What about payment 
shock?

19
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Avoiding payment shock

Fannie Mae Selling Guide B2-1.4-02
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Qualifying for an ARM 
Fannie Mae Selling Guide

B3-6-04, effective 02/07/2024

Freddie Mac Seller/Servicer Guide

4401.2, effective 07/02/2025
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Qualifying for an ARM – Example

5/6 ARM with 5% Note Rate 
2/1/5 caps and 2.5% margin
Index = 2.5% 

7/6 ARM with 5.5% Note Rate
5/1/5 caps and 2.5% margin
Index = 2.5%

Greater of: Note rate + 2 or FIAR

Note Rate (5%) + 2% = 7.0%

OR

FIAR (2.5% + 2.5% = 5.0%)

Qualifying rate of 7.0%

Note Rate (5.5%)

Qualifying rate of 5.5%

Note Rate for Mortgages that are not Higher-Priced Covered 
Transactions (HPCTs) or Higher-Priced Mortgage Loans 
(HPMLs)
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Fannie/Freddie ARM guidelines & pricing

23

Max LTV (Single Family Primary Residence)

• Fixed-rate – 97% (with limitations)

• ARM – 95% (with limitations)

 Same for HomeReady® and Home Possible® loan programs

LLPAs/Credit fees

Other investors may have different guidelines and pricing.

HomeReady® is a registered trademark of Fannie Mae. Home Possible® is a registered trademark of Freddie Mac.
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ARM guidelines
Freddie Mac Seller/Servicer Guide

4401.1

Fannie Mae Selling Guide

B2-1.4-02
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What about MGIC 
mortgage insurance?

25
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What about MGIC mortgage insurance?
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• Borrower qualifying:

ARMs with initial fixed periods of 5 years or less 
 Qualify at the greater of the Note Rate + 2% or FIAR 

ARMs with initial fixed periods more than 5 years 
 Qualify at the Note Rate 

 For non-GSE/portfolio loans, see the full details in the 
MGIC Underwriting Guide at mgic.com/uwguide
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Check your ARM 
knowledge!

27



4/10/2026

28

mortgage guaranty
insurance corporation

What is the fully indexed accrual rate (FIAR)?
Index plus margin 
3.5% + 2.5% = 6.0%

What is the start/teaser rate? 
FIAR minus discount
3.5 + 2.5% = 6.0%, minus 1.0% = 5.0%

What is the FIAR in year 6? 
Index at year 6 + margin
5.0% + 2.5% = 7.5%

Does this exceed the cap? 
Yes. Start rate of 5.0% + initial cap of 2.0% = 7.0% 
Interest rate would be capped at 7.0%

1

3

2

4
28

ARM type: 5/1 CMT 
Index: 3.5%
Margin: 2.5%
Caps: 2/2/6
Discount: 1.0%

6th year Index: 5.0%

ARM quiz
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It’s about tradeoffs
Lower initial payment for an unknown future payment

29
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Fixed or adjustable?

30
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7/6 ARM
2.5% margin
5/1/5 caps

30-year fixed

6.00%6.50%Interest rate

$3,837.12$4,045.24P&I payment

$208.12N/ADifference

$17,482.08N/ASavings over initial period

$4,971.90N/AAdditional equity

$22,453.98N/ATotal initial savings

11.00%6.50%Maximum interest rate

Tradeoff example with
a loan amount of

$640,000
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ARM reset scenarios – Month 85

• New rate: 3.5% + 2.5% = 6.0%
• Resulting payment: $3,837.12, remains the same

Possible scenario: Rates fall (SOFR = 3.5%)

• New rate: 4.5% + 2.5% = 7.0%
• Resulting payment: $4,257.94, increase of $420.82 per month

Probable scenario: Rates remain stable (SOFR = 4.5%)

• New rate: 8.5% + 2.5% = 11.0% (adjustment cap of 5.0% = 11.0%)
• Resulting payment: $6,094.87, increase of $2,257.75 per month 

Worst-case scenario: Rates increase (SOFR = 8.5%)

32
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ARMs or fixed

33

FixedARMs
• Interest rate and payment remain 

constant
• Easy to budget long-term
• Easy to understand/explain

• Lower initial interest rate and 
payment plus greater equity in 
the short-to-intermediate term

• Helps borrowers save and invest 
money elsewhere initially

• Less-expensive path for 
borrowers to buy a home initially

Advantages

• Higher initial payment, less equity
• Rising rates have impacted 

affordability
• Little variability from lender to 

lender (hard to differentiate)

• Rates and payments can rise 
significantly

• Risk of payment shock
• ARMs can be difficult to 

understand/explain

Disadvantages
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Is an ARM right for your customer? 

34

How long do they plan to own the home?

How important is payment certainty? 

Are they comfortable with the risk of their payment increasing? Maximum rate?

Is it likely that their income will increase? Might it decrease?

Do they anticipate any major expenses – tuition, new car, etc.? 

What are their interest rate expectations? CAREFUL!

Show them the options – run the numbers!
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Who should consider an ARM?

ARM candidates

Tech workers

Medical residents

Military families

Investors/flippers

Temporary relocators

ARM adverse

First-time homebuyers

Retirees

Looking for forever home

Budget-conscious

Risk-adverse

35
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Other ARM considerations
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• What ARM products does your company offer? 

• ARM disclosures and Consumer Handbook on Adjustable-
Rate Mortgages (CHARM booklet available from the CFPB) 

• Annual percentage rate (APR): Calculated based on a 
blend of the initial rate and the fully indexed rate
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Regulation Z & ARM disclosures
ARM disclosure CHARM

37
mortgage guaranty
insurance corporation

CHARM Adjustable-Rate Mortgages
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Loan Estimate – Loan terms

38

Example from CHARM booklet
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Loan Estimate – Projected payments

39

Example from CHARM booklet
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Loan Estimate – Adjustable interest rate table

40

Example from CHARM booklet
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Check your ARM 
knowledge . . . 
again!

41
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Which regulation requires lenders to disclose ARM-
specific risks and to provide the CHARM booklet?
Regulation Z

A borrower being temporarily relocated may want 
to consider an ARM due to: 

Savings and increased equity during the fixed 
period

To be eligible for delivery to the GSEs, ARMs must 
be tied to what index? 
SOFR Index

1

2

3

42

ARM quiz

General 
knowledge
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Getting 
Comfortable 
with ARMs

RECAP
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Explore training & 
special events

mgic.com/training

Get a free MI quote

mgic.com/MiQ

Connect 
MGIC representative:

mgic.com/contact

Training email:
training@mgic.com

Let us earn 
your business!
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Thank you for
choosing MGIC
mgic.com


