
Selling in a 
Rising Rate Market



What is an adjustable-rate mortgage (ARM)?
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An adjustable-rate mortgage, or ARM, is a home loan with an interest rate 
that can change periodically. This means that the monthly payments can 
go up or down.

After introductory rate, the rate adjusts based on the combination
of the margin on the loan plus current index and not to exceed
the cap or max adjustment allowed.



Margin
 Fixed percentage rate that 

is added to an index value to 
determine the fully indexed 
interest rate of an ARM

 Constant throughout the life 
of the mortgage
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

Index
 Reflects the cost of money 

and is based on published 
independent interest rates 
(CMT; COFI, SOFR, etc.)

 The Index is based on 
current market conditions 
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Cap
 Safeguards established at 

the inception of the loan 
and never change

 Initial cap is the 
maximum amount an 
interest rate can adjust 
immediately after the fixed-
rate period 

 Periodic cap is the 
maximum a rate can 
increase or decrease at 
any given rate change   

 Life cap sets the limit of 
the maximum interest 
rate that can be charged 
on the loan Selling in a Rising Rate Market5



Types of ARMs
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Rate is fixed for 3 years, then adjusts each year for the remaining 27-year term
3/1

Rate is fixed for 3 years, then adjusts every 3 years for the remaining 27-year term
3/3

Rate is fixed for 5 years, then adjusts each year for the remaining 25-year term 
5/1

Rate is fixed for 7 years, then adjusts each year for the remaining 23-year term
7/1

Rate is fixed for 10 years, then adjusts each year for the remaining 20-year term
10/1

Rate adjusts annually
1 yr.
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How do ARMs work?

Fannie Mae Qualifying Interest Rate Requirements  Radian ARM Payment Qualification

DU and Manual
UnderwritingTransaction TypeDU and Manual

Underwriting

The maximum interest rate that 
could apply during the first 5 years 

after the first payment is due

Transaction Type

ARMs with an initial  
fixed-rate period of 3 

years or less

Qualify using the higher
of the Note Rate plus 

2% or the Fully Indexed

ARMs with an
initial fixed period 
less than 5 years

Temporary 
Buy Down  

Not Included 
in Qualifying 

Payment 
Calculation

Greater of the 
note rate or the 

fully indexed rate

ARMs with an initial  
fixed-rate period of 

greater than 5 years

Starting Note Rate
ARMs with an initial 

fixed period of 5 
years or greater

Greater of the note rate plus 2% 
or the fully indexed rate

ARMs with an initial fixed-rate 
period of 5 years
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5/6m ARM Example

Formula:  Index + Margin = New Rate 

Period Index Value Margin Index + Margin New Rate

Initial Rate:

Margin:

Periodic Cap:

Life Cap:

4.125% 

2%   

2%  

6% 
(or 10.125% for this loan)

Start
1st Adjustment

2nd Adjustment

3rd Adjustment

4th Adjustment

3%

4%

7%

10%

10%

2.0%

2.0%

2.0%

2.0%

2.0%

5.0%

6.0%

9.0%

12.0%

12.0%

4.125%

6.0%

8.0%

10.0%

10.125%
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10 Year Arm

7 Year Arm

5 Year Arm

5, 7, & 10 Year ARM Examples 

Adj. 
1

Pmt. 
1

Maturity 
Date
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10 Year Arm

7 Year Arm

5 Year Arm

5, 7, & 10 Year ARM Examples 

Adj. 
1

Pmt. 
1

Maturity 
Date



Adj. 
1

Maturity 
Date
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10 Year Arm

7 Year Arm

5 Year Arm

5, 7, & 10 Year ARM Examples 

Pmt. 
1



Adj. 
1

Maturity 
Date
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10 Year Arm

7 Year Arm

5 Year Arm

5, 7, & 10 Year ARM Examples 

Adj. 
1

Adj. 
1

Pmt. 
1

Pmt. 
1

Pmt. 
1

Maturity 
Date

Maturity 
Date
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Mortgage Insurance



Change Date
The interest rate I will pay may 
change on the first day of 
_____________________, _______, 

and on that day every 12th month 
thereafter. Each date on which my 
interest rate could change is called 
a “Change Date.” 
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Important Items on Adjustable-Rate Note



Effective Date 
of Changes
My new interest rate will become 
effective on each Change Date. I 
will pay the amount of my new 
monthly payment beginning on 
the first monthly payment date 
after the Change Date until the 
amount of my monthly payment 
changes again. 
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Important Items on Adjustable-Rate Note



Calculation of Changes
Before each Change Date, the Note Holder will
calculate my new interest rate by adding
_________________ percentage points (the
“Margin”) (__________%) to the Current
Index. The Note Holder will then round the
result of this addition to the nearest one-
eighth of one percentage point (0.125%).
Subject to the limits stated in Section 4(D)
below, this rounded amount will be my new
interest rate until the next Change Date.

The Note Holder will then determine the
amount of the monthly payment that would be
sufficient to repay the unpaid principal that I
am expected to owe at the Change Date in full
on the maturity date at my new interest rate in
substantially equal payments. The result of
this calculation will be the new amount of my
monthly payment.
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Important Items on Rider
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ARM vs. Fixed-Rate Loan
When does it make sense 
for your borrower?
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ARM vs. Fixed-Rate Loan

ARM  Fixed Rate

Rates and payment stay consistent – no 
surprises or inflation

Lower rates/payments early in the term, possibly 
allowing customer to purchase larger home

May benefit short-term homeowner 
(# of years)

Good for borrower planning to purchase 
“forever home”

Helps customer save and invest more 
money up front Simple to understand
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Customer Conversations
An ARM loan is best for you, and this is why…
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Customer Conversations
How long do you plan to stay in your home?
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Customer Conversations
Let's discuss how your rate will adjust over the term of the loan.
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Customer Conversations
You are saving some money here, what can that savings do for you?



Find your Radian Account Manager
https://www.radian.com/account-manager-find

Visit                     for more Inforadian.com




