Consumer Handbook on Adjustable-Rate Mortgages

Lender:
Address:
This handbook gives you an overview of ARMs, expdaiow ARMs work, and discusses some of the ighia¢s/ou might face as a
borrower. It includes:
e ways to reduce the risks associated with ARMSs;
e pointers about advertising and other sources ofindtion, such as lenders and other trusted adyiser
e a glossary of important ARM terms; and
e a worksheet that can help you ask the right questmd figure out whether an ARM is right for y@Ask lenders to help you
fill out the worksheet so you can get the informatyou need to compare mortgages.)
An adjustable-rate mortgage (ARM) is a loan withirgerest rate that changes. ARMs may start wittetomonthly payments than
fixed-rate mortgages, but keep in mind the follayvin
® Your monthly payments could change. They could ge sometimes by a lot - even if interest rates dga up. See page 7.
® Your payments may not go down much, or at all ha¥énterest rates go down. See page 4.
e You could end up owing more money than you borroweden if you make all your payments on time. (S&ge 8.
e |f you want to pay off your ARM early to avoid highpayments, you might have to pay a penalty. Sge B.
You need to compare features of ARMs to find the thrat best fits your needs. The Mortgage Shopyingksheet below can help
you get started.

Mortgage Shopping Worksheet

Ask your lender or broker to help you fill out tinsrksheet.

Fixed-Rate
Mortgage ARM 1 ARM 2 ARM 3

Name of lender or broker and contact information
Mortgage amount
Loan term (e.g. 15 years, 30 years)
Loan description (e.g., fixed rate, 3/1 ARM, payrmeption ARM, interest-only ARM)
Basic Features for Comparison
Fixed-rate mortgage interest rate and annual péagerrate (APR)
(For graduated-payment or stepped-rate mortgagesthe ARM columns.)
ARM initial interest rate and APR
How long does the initial rate apply?
What will the interest rate be after the initialrjpel?
ARM features
How often can the interest rate adjust?
What is the index and what is the current rate® (Seart on page 3.)
What is the margin for this loan?
Interest-rate caps
What is the periodic interest-rate cap?
What is the lifetime interest-rate cap? How highuldothe rate go?
How low could the interest rate go on this loan?
What is the payment cap?
Can this loan have negative amortization (thatrisrease in size)?
What is the limit to how much the balance can ghmfore the loan will be recalculated?
Is there a prepayment penalty if | pay off this tgage early?
How long does that penalty last? How much is it?

Is there a balloon payment on this mortgage?
If so, what is the estimated amount and when wdiubeé due?
What are the estimated origination fees and chafgethis loan?
Monthly Payment Amounts
What will the monthly payments be for the first yed the loan?
Does this include taxes and insurance? Condo orelb@emer's association fees?
If not, what are the estimates for these amounts?
What will my monthly payment be after 12 monthshié index rate...
...stays the same?
...goes up 2%?
...goes down 2%?
What is themost my minimum monthly payment could be after 1 year?
What is themost my minimum monthly payment could be after 3 years?
What is themost my minimum monthly payment could be after 5 years?
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What is an ARM?

An adjustable-rate mortgage differs from a fixetenaortgage in many ways. Most importantly, witfixad-rate mortgage, the
interest rate stays the same during the life ofdha. With an ARM, the interest rate changes pkcally, usually in relation to an
index, and payments may go up or down accordingly.

To compare two ARMSs, or to compare an ARM withxadi-rate mortgage, you need to know about indexesgins, discounts, caps
on rates and payments, negative amortization, patyopions, and recasting (recalculating) your loédou need to consider the
maximum amount your monthly payment could incredsest importantly, you need to know what might heqppo your monthly
mortgage payment in relation to your future abitiyafford higher payments.

Lenders generally charge lower initial interesesdior ARMs than for fixed-rate mortgages. At fidtis makes the ARM easier on
your pocketbook than a fixed-rate mortgage forstime loan amount. Moreover, your ARM could be éeggensive over a long
period than a fixed-rate mortgage - for exampléntiérest rates remain steady or move lower.

Against these advantages, you have to weigh thdehét an increase in interest rates would leduigber monthly payments in the
future. It's a trade-off - you get a lower initiate with an ARM in exchange for assuming more ogkr the long run. Here are some

questions you need to consider:
e Is my income enough - or likely to rise enough edwer higher mortgage payments if interest rateapy

e Will | be taking on other sizable debts, such #&saa for a car or school tuition, in the near fetur

e How long do | plan to own this home? (If you planskll soon, rising interest rates may not posethblem they do if you
plan to own the house for a long time.)

e Do | plan to make any additional payments or payltian off early?

Lenders and Brokers

Mortgage loans are offered by many kinds of lenders such as banks, mortgage companies, and creditions. You can also
get a loan through a mortgage broker. Brokers "arrange" loans; in other words, they find a lender foryou. Brokers
generally take your application and contact severdienders, but keep in mind that brokers are not regqired to find the best
deal for you unless they have contracted with yowtact as your agent.

How ARMS work: the basic features

Initial Rate and Payment

The initial rate and payment amount on an ARM wélinhain in effect for a limited period of time - gang from just 1 month to 5
years or more. For some ARMs, the initial rate pagment can vary greatly from the rates and paysriatgr in the loan term. Even
if interest rates are stable, your rates and patgr@nuld change a lot. If lenders or brokers qtia¢einitial rate and payment on a
loan, ask them for the annual percentage rate (ARPR)e APR is significantly higher than the imitirate, then it is likely that your
rate and payments will be a lot higher when the ladjusts, even if general interest rates remairséme.

The Adjustment Period

With most ARMSs, the interest rate and monthly paynhohange every month, quarter, year, 3 years,y@abs. The period between
rate changes is called thdjustment periodFor example, a loan with an adjustment period pédr is called a 1-year ARM, and the
interest rate and payment can change once everygéaan with a 3-year adjustment period is cadettyear ARM.

Loan Descriptions

Lenders must give you written information on eachype of ARM loan you are interested in. The informaibn must include
the terms and conditions for each loan, includingriformation about the index and margin, how your rae will be calculated,
how often your rate can change, limits on changesi(capg, an example of how high your monthly payment mighgo, and
other ARM features such as negative amortization.

The Index

The interest rate on an ARM is made up of two pahis index and the margin. The index is a meastingterest rates generally, and
the margin is an extra amount that the lender addsr payments will be affected by any caps, oitémon how high or low your
rate can go. If the index rate moves up, so doas iyberest rate in most circumstances, and youpsilbably have to make higher
monthly payments. On the other hand, if the indgg goes down, your monthly payment could go ddat. all ARMs adjust
downward, however - be sure to read the informdtorihe loan you are considering.
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Lenders base ARM rates on a variety of indexes. Wgrtbe most common indexes are the rates on lepeatant-maturity Treasury
(CMT) securities, the Cost of Funds Index (COFRd ¢he London Interbank Offered Rate (LIBOR). A flemders use their own cost
of funds as an index, rather than using other iegleXou should ask what index will be used, hohai fluctuated in the past, and
where it is published - you can find a lot of thiformation in major newspapers and on the Internet

To help you get an idea of how to compare differedexes, the following chart shows a few commatekes over an 11-year period
(1996-2008). As you can see, some index ratesttebd higher than others, and some change mone dte if a lender bases
interest-rate adjustments on the average valua ofdex over time, your interest rate would notrgfeas dramatically.

Selected index rates for ARMs
aver an 11-year period

1-Year London interbank
%Oﬁered Rate (LIBCR)

11th District Cost A
of Funds index (COFY)

_\-/

/

e

ar Constant-Maturity 7
iy {CMT) Securit

i

The Margin

To set the interest rate on an ARM, lenders adelgpercentage points to the index rate, calledrthgin The amount of the margin
may differ from one lender to another, but it isialfy constant over the life of the loan. Tiadly indexed ratés equal to the margin
plus the index. If the initial rate on the loarid@ss than the fully indexed rate, it is callediscounted index raté-or example, if the
lender uses an index that currently is 4% and ad#¥ margin, the fully indexed rate would be

Index 4%
+ Margin 3%

Fully indexed rate 7%

If the index on this loan rose to 5%, the fully éxeéd rate would be 8% (5% + 3%). If the index felR%, the fully indexed rate
would be 5% (2% + 3%).

Some lenders base the amount of the margin ongredit record - the better your credit, the lower margin they add - and the
lower the interest you will have to pay on your tgage. In comparing ARMSs, look at both the inded arargin for each program.

No-Doc/Low-Doc Loans

When you apply for a loan, lenders usually requiredlocuments to prove that your income is high enougto repay the loan.
For example, a lender might ask to see copies ofyomost recent pay stubs, income tax filings, anddnk account
statements. In a no-doc or low-doc loan, the lendetoesn't require you to bring proof of your income,but you will usually
have to pay a higher interest rate or extra fees tget the loan. Lenders generally charge more for Adoc/low-doc loans.

Interest-Rate Caps
An interest-rate cap places a limit on the amowntr ynterest rate can increase. Interest caps oot versions:
e A periodic adjustment capwvhich limits the amount the interest rate camstdjip or down from one adjustment period to the
next after the first adjustment, and
e A lifetime cap which limits the interest-rate increase overliteeof the loan. By law, virtually all ARMs mustalie a lifetime

cap.
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Periodic Adjustment Caps
Let's suppose you have an ARM with a periodic ddjast interest-rate cap of 2%. However, at thé fidjustment, the index rate
has risen 3%. The following example shows what bapp

Examples in This Handbook

All examples in this handbook are based on a $20@0 loan amount and a 30-year term. Payment amounts the examples
do not include taxes, insurance, condominium or hosrowner association fees, or similar items. Thesenaunts can be a
significant part of your monthly payment.

1st year's monthly
payment at 6% $1,199.1¢

2nd year's monthly 4
payment at 9% $1,600.43

(without cap)

2nd year's monthly j
payment at 8% $1,461.77
(with cap)

$1,000 $1,200 $1,400 $1.,600

Difference in 2nd year between payment with cap and
payment without = $138.70 per month

In this example, because of the cap on your loanr ynonthly payment in year 2 is $138.70 per mdo¥er than it would be
without the cap, saving you $1,664.40 over the.year

Some ARMs allow a larger rate change at the figisiment and then apply a periodic adjustmenteagl future adjustments.

A drop in interest rates does not always leaddoog in your monthly payments. With some ARMs thate interest-rate caps, the
cap may hold your rate and payment below what itld/dave been if the change in the index rate tegah fully applied. The increase
in the interest that was not imposed because afatieecap might carry over to future rate adjustmenhis is calleatarryover. So at
the next adjustment date, your payment might irsereaen though the index rate has stayed the sadezlined.

The following example shows how carryovers workp@se the index on your ARM increased 3% durinditseyear.

Because this ARM limits rate increases to 2% atamgy/time, the rate is adjusted by only 2%, to 8¥tlie second year. However,
the remaining 1% increase in the index carries twéhe next time the lender can adjust rates. ISenwthe lender adjusts the interest
rate for the third year, the rate increases by /8%, even if there is no change in the indexrduthe second year.

1st year at 6% $1,199.1(

If index rises 3% to 4
9%, 2nd year with $1,461.73
2% rate cap at 8%

If index stays the
same for the 3rd $1,597.84

year, at 9%

$1,000 $1,200 $1,400 $1,600

In general, the rate on your loan can go up atsahgduled adjustment date when the lender's sthiddRiv rate (the index plus the
margin) is higher than the rate you are paying feefioat adjustment.
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Lifetime Caps

The next example shows how a lifetime rate cap @affiect your loan. Let's say that your ARM stants with a 6% rate and the
loan has a 6% lifetime cap - that is, the raterearer exceed 12%. Suppose the index rate incréé&ses each of the next 9 years.
With a 6% overall cap, your payment would nevereexic$1,998.84 - compared with the $2,409.11 thabitld have reached in the
tenth year without a cap.

1st year at 6% $1,199'1(
10th year at 12%
(with lifetime cap) $1,998.84

10th year at 15%
(without lifetime cap) $2,409.11

$500 $1,000 $1,500 $2,000 $2,500

Payment Caps
In addition to interest-rate caps, many ARMs -udahg payment-option ARMs - limit, or cap, the ambyour monthly payment

may increase at the time of each adjustment. Fampbe, if your loan has a payment cap of2P6, your monthly payment won't
increase more thamm® % over your previous payment, even if interegaise more. For example, if your monthly paynientear

1 of your mortgage was $1,000, it could only gaa$1,075 in year 2 ({72 % of $1,000 is an additional $75). Any interest you
don't pay because of the payment cap will be atlmiéoe balance of your loan. A payment cap cart lih@ increase to your monthly
paymentbutalso can add to the amount you owe on the loaris (Ftrallednegative amortizationa term that is explained on page 8.)

Let's assume that your rate changes in the filagt g 2 percentage points but your payments caease no more thanz % in any
one year. The following graph shows what your mignpiayments would look like.

1st year at 6% $1,199.1(

2nd year at 8% j
(with 7 1/2 % payment $1,289.073

cap)

2nd year at 8% J
(without payment $1,461.77

cap)

$1,000 $1,200 $1,400 $1,600
Difference in monthly payment = $172.69

While your monthly payment will be only $1,289.38 the second year, the difference of $172.69 eamfith will be added to the
balance of your loan and will lead to negative amation.

Some ARMSs with payment caps do not have periodar@st-rate caps. In addition, as explained belowest payment-option ARMs
have a built-in recalculation period, usually evBryears. At that point, your payment will be rectdted (lenders use the term
recas) based on the remaining term of the loan. If yaueha 30-year loan and you are at the end of yegols payment will be
recalculated for the remaining 25 years. The payrcam does not apply to this adjustment. If yoanlbdalance has increased, or if
interest rates have risen faster than your paymgatg payments could go up a lot.

Types of ARMS

Hybrid ARMs
Hybrid ARMs often are advertised as 3/1 or 5/1 ARM®U might also see ads for 7/1 or 10/1 ARMs.sEheans are a mix - or a
hybrid - of a fixed-rate period and an adjustalatie-period. The interest rate is fixed for thetfiesv years of these loans - for
example, for 5 years in a 5/1 ARM. After that, thee may adjust annually (the 1 in the 5/1 examplajil the loan is paid off. In the
case of 3/1 or 5/1 ARMs

e the first number tells you how long the fixed ir&trrate period will be, and

e the second number tells you how often the rateadjlst after the initial period.
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You may also see ads for 2/28 or 3/27 ARMs - trat fiumber tells you how many years the fixed ggerate period will be, and the
second number tells you the number of years tles it the loan will be adjustable. Some 2/28 a@d Biortgages adjust every 6
months, not annually.

Interest-Only (I-O) ARMs

An interest-only (I-O) ARM payment plan allows ytupay only the interest for a specified numbeyedrs, typically for 3 to 10
years. This allows you to have smaller monthly peyts foraperiodof time. After that, your monthly payment will irease - even if
interest rates stay the same - because you muspayéng back the principal as well as the inteeeeh month. For some |I-O loans,
the interest rate adjusts during the 1-O period/als

For example, if you take out a 30-year mortgage ledh a 5-year 1-O payment period, you can pay amerest for 5 years and then
you must pay both the principal and interest okierrtext 25 years. Because you begin to pay bagartheipal, your payments
increase after year 5, even if the rate staysahmesKeep in mind that the longer the I-O peribg, higher your monthly payments
will be after the I-O period ends.

Monthly interest-only
payments in year 1 at 6% $1,000.0(

Monthly principal and
interest payments in $1,228.6(

year 6 at 6%

Monthly principal and
interest payments in $1,543.63

year 6 at 8%

$800 $1,000 $1,200 $1,400 $1,600

Payment-Option ARMs
A payment-option ARM is an adjustable-rate mortgtoge allows you to choose among several paymeidrapeach month. The
options typically include the following:

e a traditional payment of principal and interesthich reduces the amount you owe on your mortgagese payments are
based on a set loan term, such as a 15-, 30-,-gea&0payment schedule.

e an interest-only paymeniyhich pays the interest but does not reduce theauatnmu owe on your mortgage as you make your
payments.

e a minimum (or limited) paymetttat may be less than the amount of interest datentbnth and may not reduce the amount you
owe on your mortgage. If you choose this optior, amount of any interest you do not pay will beeatith the principal of the
loan, increasing the amount you owe and your future montly payments and increasing the amount of interest you wiyt pa
over the life of the loan. In addition, if you pagly the minimum payment in the last few yearshef lban, you may owe a
larger payment at the end of the loan term, calledlloon payment.

The interest rate on a payment-option ARM is tylbjczery low for the first few months (for exampl2% for the first 1 to 3

months). After that, the interest rate usuallygitea rate closer to that of other mortgage lo#iosir payments during the first year
are based on the initial low rate, meaning thgbif only make the minimum payment each month, litwat reduce the amount you
owe and it may not cover the interest due. The idnpéerest is added to the amount you owe on thegage, and your loan balance
increases. This is callaegbgative amortizatianThis means that even after making many paymgotscould owe more than you did at
the beginning of the loan. Also, as interest rgtesip, your payments are likely to go up.

Payment-option ARMs have a built-in recalculati@mipd, usually every 5 years. At this point, yoayment will be recalculated
(lenders use the termcas) based on the remaining term of the loan. If yaueha 30-year loan and you are at the end of yegpols
payment will be recalculated for the remaining 2ang. If your loan balance has increased becausbagu@® made only minimum
payments, or if interest rates have risen fastn ttour payments, your payments will increase &awh your loan is recast. At each
recast, your new minimum payment will be a fullyaatizing payment and any payment cap will not appljis means that your
monthly payment can increase a lot at each recast.

Lenders may recalculate your loan payments befaredcast period if the amount of principal you @sews beyond a set limit, say
110% or 125% of your original mortgage amount. &mample, suppose you made only minimum paymenioon$200,000
mortgage and had any unpaid interest added toly@lance. If the balance grew to $250,000 (125%2603$000), your lender would
recalculate your payments so that you would payheffloan over the remaining term. It is likelyttlgaur payments would go up
substantially.
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More information on interest-only and payment-optARMs is available in the Federal Reserve Bododoshure titlednterest-Only
Mortgage Payments and Payment-Option ARMs - Arg fidreYou? (available online at
www. federalreserve. gov/consumerinfo/mortgages. htm).

Consumer Cautions

Discounted Interest Rates

Many lenders offer more than one type of ARM. Sdemelers offer an ARM with an initial rate that @Mer than their fully indexed
ARM rate (that is, lower than the sum of the ingéxs the margin)Such rates - calletiscounted rates, start rates, or teaser rates - ar
often combined with large initial loan fees, somets callegpoints and with higher rates after the initial discoadhtate expires.

Your lender or broker may offer you a choice ofnieghat may include "discount points" or a "disddige." You may choose to pay
these points or fees in return for a lower interatt. But keep in mind that the lower interest raty only last until the first
adjustment.

If a lender offers you a loan with a discount raten't assume that means that the loan is a goadooryou. You should carefully
consider whether you will be able to afford highayments in later years when the discount expindsiae rate is adjusted.

Here is an example of how a discounted initial ratght work. Let's assume that the lender's fullyeixed one-year ARM rate (index
rate plus margin) is currently 6%; the monthly payinfor the first year would be $1,199.10. But ytmnder is offering an ARM
with a discounted initial rate of 4% for the fisgtar. With the 4% rate, your first-year's monthayment would be $954.83.

With a discounted ARM, your initial payment willgizably remain at $954.83 for only a limited timand any savings during the
discount period may be offset by higher payments tive remaining life of the mortgage. If you apasidering a discount ARM, be
sure to compare future payments with those folllg fiaidexed ARM. In fact, if you buy a home or medince using a deeply
discounted initial rate, you run the risk of paymsimock, negative amortization, or prepayment pigsabr conversion fees.

Payment Shock
Payment shock may occur if your mortgage paymeesrsharply at a rate adjustment. Let's see whatviiappen in the second year
if the rate on your discounted 4% ARM were to tse¢he 6% fully indexed rate.

Year 1 with g
discounted initial $954.83
rate at 4%

0,
Year 2 at 6% $1,192.6:

0,
Year 2 at 7% $1,320.5E

$800 $1,000  $1,200 $1,400

As the example shows, even if the index rate westay the same, your monthly payment would gorom{$954.83 to $1,192.63 in
the second year.

Suppose that the index rate increases 1% in omeapeathe ARM rate rises to 7%. Your payment indkeond year would be
$1,320.59.

That's an increase of $365.76 in your monthly paytm¥ou can see what might happen if you choos&RM because of a low
initial rate without considering whether you wik lable to afford future payments.

If you have an interest-only ARM, payment shock alo occur when the interest-only period ends.ifQmpu have a payment-option
ARM, payment shock can happen when the loan isteca

The following example compares several differeankover the first 7 years of their terms; the paysishown are for years 1, 6,
and 7 of the mortgage, assuming you make interdgtgmyments or minimum payments. The main poitth#, depending on the
terms and conditions of your mortgage and changéegeérest rates, ARM payments can change quiteaveéer the life of the loan - so
while you could save money in the first few yedram ARM, you could also face much higher payménmthe future.
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30-year Year 1 $1,199.1(
fixed Year 6
Year 7
Year 1 $954.83]
5/1 ARM [ Year 6 $1,165.51]
Year 7 $1,389.51|
5/1 1-0 Year 1 | $666.68
ARM Year 6 $1,288.60]
Year 7 $1,536.29|
Payment- | vear 1 $739.24
option Year 6 $1,603.10]
mortgage | Year 7 $1,708.22
$600 $800 $1,000 $1,200 $1,400 $1,600 $1,800

Negative Amortization - When You Owe More Money Tha You Borrowed

Negative amortization means that the amount youinareases even when you make all your requirechpats on time. It occurs
whenever your monthly mortgage payments are ngelanough to pay all of the interest due on yourtgage - meaning the unpaid
interest is added to the principal on your mortgagel you will owe more than you originally borralvél his can happen because you
are making only minimum payments on a payment-optiortgage or because your loan has a payment cap.

For example, suppose you have a $200,000, 30-pgangnt-option ARM with a 2% rate for the first 3mtlas and a 6% rate for the
remaining 9 months of the year. Your minimum payhnienthe year is $739.24, as shown in the gragivebHowever, once the 6%
rate is applied to your loan balance, you are ngéo covering the interest costs. If you contirmentke minimum payments on this
loan, your loan balance at the end of the first yégyour mortgage would be $201,118 - or $1,118antban you originally
borrowed.

Because payment caps limit only the amount of paynmereases, and not interest-rate increases, ggagrsometimes do not cover all
the interest due on your loan. This means thatitipaid interest is automatically added to your dabtl interest may be charged on
that amount. You might owe the lender more lateghaloan term than you did at the beginning.

A payment cap limits the increase in your monttdyment by deferring some of the interest. Eventugibu would have to repay the
higher remaining loan balance at the interestttae in effect. When this happens, there may héstantial increase in your monthly
payment.

Some mortgages include a cap on negative amodatizatihe cap typically limits the total amount yan®we to 110% to 125% of the
original loan amount. When you reach that poing lénder will set the monthly payment amounts tty fiepay the loan over the
remaining term. Your payment cap will not applydamour payments could be substantially higher. W@y limit negative
amortization by voluntarily increasing your montipgyment.

Be sure you know whether the ARM you are considecen have negative amortization.

Home Prices, Home Equity, and ARMs

Sometimes home prices rise rapidly, allowing peopl® quickly build equity in their homes. This can nake some people
think that even if the rate and payments on their KM get too high, they can avoid those higher paymés by refinancing
their loanor, in theworst case sellingtheir home.It's important to rememberthat homepricesdo not alwaysgoup quickly - they
may increase a little or remain the same, and sonietes they fall. If housing prices fall, your home ray not be worth as
much as you owe on the mortgage. Also, you may firiddifficult to refinance your loan to get a lower monthly payment or
rate. Even if home prices stay the same, if your &m lets you make minimum paymentsgge Payment-Option ARMS8 page
11), you may owe your lender more on your mortgagtihan you could get from selling your home.

Prepayment Penalties and Conversion

If you get an ARM, you may decide later that yom'davant to risk any increases in the interest aat payment amount. When you
are considering an ARM, ask for information abaw extra fees you would have to pay if you paytb# loan early by refinancing
or selling your home, and whether you would be #&bleonvert your ARM to a fixed-rate mortgage.

Prepayment Penalties
Some ARMSs, including interest-only and payment-@ptARMs, may require you to pay special fees omltiers if you refinance or
pay off the ARM early (usually within the first 8 6 years of the loan). Some loans hlaasd prepayment penaltiemeaning that you
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will pay an extra fee or penalty if you pay off tle@an during the penalty period for any reasondbse you refinance or sell your
home, for example). Other loans haadt prepayment penaltiemeaning that you will pay an extra fee or penaltily if you
refinance the loan, but you will not pay a pendltyou sell your home. Also, some loans may hawpayment penalties even if you
make only a partial prepayment.

Prepayment penalties can be several thousand sloHar example, suppose you have a 3/1 ARM witimiéial rate of 6%. At the
end of year 2 you decide to refinance and pay @i yriginal loan. At the time of refinancing, ydoalance is $194,936. If your loan
has a prepayment penalty of 6 months' intereshemeémaining balance, you would owe about $5,850.

Sometimes there is a trade-off between having pagreent penalty and having lower origination feekwer interest rates.
The lender may be willing to reduce or eliminagepayment penalty based on the amount you payamfiees or on the interest rate
in the loan contract.

If you have a hybrid ARM - such as a 2/28 or 3/HNM\- be sure to compare the prepayment penaltpgevith the ARM's first
adjustment period. For example, if you have a ZR8/1 that has a rate and payment adjustment afees¢lsond year, but the
prepayment penalty is in effect for the first 5ngeaf the loan, it may be costly to refinance wtiamfirst adjustment is made.

Most mortgages let you make additional principairpents with your monthly payment. In most caseis, ifnot considered
prepayment, and there usually is no penalty fosdhextra amounts. Check with your lender to make there is no penalty if you
think you might want to make this type of additibpéncipal prepayment.

Conversion Fees
Your agreement with the lender may include a claligelets you convert the ARM to a fixed-rate rgage at designated times.
When you convert, the new rate is generally setguaiformula given in your loan documents.

The interest rate or up-front fees may be someWigater for a convertible ARM. Also, a convertibl&® may require a fee at the
time of conversion.

Graduated-Payment or Stepped-Rate Loans

Some fixed-rate loans start with one rate for 2 gears and then change to another rate for thaimérg term of the loan. While
these are not ARMSs, your payment will go up acemydd the terms of your contract. Talk with younder or broker and read the
information provided to you to make sure you unterd when and by how much the payment will change.

Where to get information

Disclosures From Lenders

You should receive information in writing about led&RM program you are interested in before you haaid a nonrefundable fee. It
is important that you read this information and tieklender or broker about anything you don't wstded - index rates, margins,
caps, and other ARM features such as negative eaioh. After you have applied for a loan, youlwiét more information from the
lender about your loan, including the APR, a payinsehedule, and whether the loan has a prepayreeattp.

The APR is the cost of your credit as a yearly.rhteakes into account interest, points paid anltan, any fees paid to the lender for
making the loan, and any mortgage insurance premiigu may have to pay. You can compare APRs onasi®iRMs (for example,
compare APRs on a 5/1 and a 3/1 ARM) to determimietwioan will cost you less in the long term, ati should keep in mind that
because the interest rate for an ARM can chang&sAt ARMs cannot be compared directly to APRdif@d-rate mortgages.

You may want to talk with financial advisers, hagstcounselors, and other trusted advisers. Coatktal housing counseling
agency, call the U.S. Department of Housing andabibevelopment toll-free at 800-569-4287, or visit
www. hud. gov/offices/hsg/sfh/hcc/hceprofl4. cfm todia center near you.

Also, see oufFederal Agency Contactn page 12, for a list of federal agencies thatpravide more information and assistance.

Newspapers and the Internet

When buying a home or refinancing your existing tg@age, remember to shop around. Compare costeand,tand negotiate for the
best deal. Your local newspaper and the Interreeyaod places to start shopping for a loan. Youusarlly find information on
interest rates and points for several lenders.eSiates and points can change daily, you'll waicheck information sources often
when shopping for a home loan.

The Mortgage Shopping Worksheet on page 1 mayhalgoyou. Take it with you when you speak to eactdér or broker and write
down the information you obtain. Don't be afraidriake lenders and brokers compete with each othgrolur business by letting
them know that you are shopping for the best deal.
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Advertisements

Any initial information you receive about mortgagesbably will come from advertisements or mailiGtdtions from builders, real
estate brokers, mortgage brokers, and lendersouégdth this information can be helpful, keep in mihdt these are marketing
materials - the ads and mailings are designed ke fiee mortgage look as attractive as possibles@hds may play up low initial
interest rates and monthly payments, without enipingsthat those rates and payments could increasstantially later. So, get all
the facts.

Any ad for an ARM that shows an initial interesterahould also show how long the rate is in eféect the APR on the loan. If the
APR is much higher than the initial rate, your payts may increase a lot after the introductoryqaereven if interest rates stay the
same.

Choosing a mortgage may be the most important dinhdecision you will make. You are entitled tosdall the information you
need to make the right decision. Don't hesitat@stoquestions about ARM features when you tallemolérs, mortgage brokers, real
estate agents, sellers, and your attorney, anddsdépg until you get clear and complete answers.

Glossary

Adjustable-rate mortgage (ARM)

A mortgage that does not have a fixed interest rEte rate changes during the life of the loan dhasemovements in an index rate,
such as the rate for Treasury securities or thé @dsunds Index. ARMs usually offer a lower initiaterest rate than fixed-rate
loans. The interest rate fluctuates over the lifthe loan based on market conditions, but the bgmeement generally sets maximum
and minimum rates. When interest rates increaserghly your loan payments increase; and whenégstertes decrease, your
monthly payments may decrease.

Annual percentage rate (APR)

The cost of credit expressed as a yearly rateclesed-end credit, such as car loans or mortgalgesAPR includes the interest rate,
points, broker fees, and other credit chargesttigaborrower is required to pay. An APR, or an egjint rate, is not used in leasing
agreements.

Balloon payment
A large extra payment that may be charged at tHeoéa mortgage loan or lease.

Buydown

When the seller pays an amount to the lender $dttbdender can give you a lower rate and lowgnments, usually for an initial
period in an ARM. The seller may increase the gaiee to cover the cost of the buydown. Buydowans accur in all types of
mortgages, nhot just ARMs.

Cap, interest rate

A limit on the amount that your interest rate cacréase. The two types of interest rate cappeniedic adjustment capndlifetime
caps Periodic adjustment cafdanit the interest-rate increase from one adjusinperiod to the nextifetimecapslimit the
interest-rate increase over the life of the loath.adjustable-rate mortgages have an overall cap.

Cap, payment

A limit on the amount that your monthly mortgagepant on a loan may change, usually a percentatieedban. The limit
can be applied each time the payment changes mgdie life of the mortgage. Payment caps may teatkgative amortization
because they do not limit the amount of interesti¢éhder is earning.

Conversion clause

A provision in some ARMs that allows you to charnige ARM to a fixed-rate loan at some point during term. Conversion is
usually allowed at the end of the first adjustnysetiod. At the time of the conversion, the newdixate is generally set at one of the
rates then prevailing for fixed-rate mortgages. ¢teversion feature may be available at extra cost.

Discounted initial rate (also known as a start rateor teaser rate)

In an ARM with a discounted initial rate, the lendéfers you a lower rate and lower payments fot pathe mortgage term (usually
for 1, 3, or 5 years). After the discount peridae ARM rate will probably go up depending on thaeix rate. Discounts can occur in
all types of mortgages, not just ARMs.

Equity

In housing markets, equity is the difference betwtbe fair market value of the home and the outktgnbalance on your

mortgage plus any outstanding home equity loansehicle leasing markets, equity is the positiiledénce between the trade-in or
market value of your vehicle and the loan payofbamn.
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Hybrid ARM

These ARMs are a mix - or a hybrid - of a fixederperiod and an adjustable-rate period. The irteass is fixed for the first several
years of the loan; after that period, the rateadjnst annually. For example, hybrid ARMs can becsdised as 3/1 or 5/1 - the first
number tells you how long the fixed interest-rateiqd will be and the second number tells you héterothe rate will adjust after the
initial period. For example, a 3/1 loan has a fixatk for the first 3 years and then the rate asljoisce each year beginning in year 4.

Index

The economic indicator used to calculate interatt-adjustments for adjustable-rate mortgageshar atdjustable-rate loans. The
index rate can increase or decrease at any fi@e.alsdhe chart on page 3, Selected index rates for ABWs an 11-year period, for
examples of common indexes that have changed ipaste

Interest
The rate used to determine the cost of borrowingaeppusually stated as a percentage and as anl aateua

Interest-only (I-O) ARM

Interest-only ARMs allow you to pay only the intstréor a specified number of years, typically betwv@ and 10 years. This
arrangement allows you to have smaller monthly matefor a prescribed period. After that periodrymonthly payment will
increase - even if interest rates stay the sameeause you must start paying back the principaltla@dnterest each month. For some
I-O loans, the interest rate adjusts during thede@od as well.

Margin
The number of percentage points the lender adtisetondex rate to calculate the interest rate ddidjnstable-rate mortgage (ARM) at
each adjustment.

Negative amortization

Occurs when the monthly payments in an adjustaikemortgage loan do not cover all the interestdowde interest that is not paid
in the monthly payment is added to the loan balafbés means that even after making many paymegotscould owe more than you
did at the beginning of the loan. Negative amotitiracan occur when an ARM has a payment cap #satlts in monthly payments
that are not high enough to cover the interestaiughen the minimum payments are set at an amowmrithan the amount you owe
in interest.

Payment-option ARM

An ARM that allows the borrower to choose amongesavpayment options each month. The options tifpiogeclude (1) a traditional
amortizing payment of principal and interest, (@)isterest-only payment, or (3) a minimum (or lieai} payment that may be less
than the amount of interest due that month. Ifberower chooses the minimum-payment option, thewenrinof any interest that is
not paid will be added to the principal of the lo&ee alsdNegative amortization above.

Points (also called discount points)

One point is equal to 1 percent of the principabam of a mortgage loan. For example, if the may¢égia $200,000, one point equals
$2,000. Lenders frequently charge points in botedirate and adjustable-rate mortgages to covardagination costs or to provide
additional compensation to the lender or brokersehpoints usually are paid at closing and mayaie ly the borrower or the home
seller, or may be split between them. In some cdkesnoney needed to pay points can be borrowedrfiorated in the loan
amount), but doing so will increase the loan amaunat the total costs. Discount points (also callisdount fees) are points that the
borrower voluntarily chooses to pay in return fdower interest rate.

Prepayment penalty

Extra fees that may be due if you pay off your learly by refinancing the loan or by selling therteo The penalty is usually limited
to the first 3 to 5 years of the loan's term. lfytoan includes a prepayment penalty, make suneupdlerstand the cost. Compare the
length of the prepayment penalty period with thst fadjustment period of the ARM to see if refinagds cost-effective before the
loan first adjusts. Some loans may have a prepayperalty even if you make a partial prepaymenk the lender for a loan without

a prepayment penalty and the cost of that loan.

Principal
The amount of money borrowed or the amount stikdwn a loan.
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Federal Agency Contacts

For additional information or to file a complaifiaut a bank, savings and loan, credit union, oerdfimancial institution, contact one
of the federal agencies, depending on the typagiitition, at the Federal Reserve website

http://federalreserve. gov/consumerinfo/agency. htm.

All phone numbers in this list that begin with #drea code 800, 866, 877, and 888 are toll free.

State-chartered bank members of the Federal Reseng&ystem
Federal Reserve Consumer Help

PO Box 1200

Minneapolis, MN 55480

Phone: 888-851-1920

TDD: 877-766-8533

Fax: 877-888-2520

E-mail: ConsumerHelp@FederalReserve.gov

www. FederalReserveConsumerHelp.gov

Federally insured state-chartered banks that are nbomembers of the Federal Reserve System
Federal Deposit Insurance Corporation (FDIC)

Consumer Response Center

1100 Walnut St., Box #11

Kansas City, MO 64106

Phone: 877-ASK-FDIC (275-3342)

E-mail: consumeralerts@fdic.gov

www. fdic. gov/consumers/consumer/ccc/index. html

National banks and national-bank-owned mortgage comatniesl
Office of the Comptroller of the Currency (OCC)

Customer Assistance Group

1301 McKinney Street, Suite 3450

Houston, TX 77010

Phone: 800-613-6743

Fax: 713-336-4301

E-mail: customer.assistance@occ.treas.gov

WWW. OCC.treas. gov

www. helpwithmybank. gov

Savings and loan associatiorfs
Office of Thrift Supervision (OTS)
Consumer Affairs

1700 G Street NW

Washington, DC 20552

Phone: 800-842-6929

TDD: 800-877-8339

Federally chartered credit unions >

National Credit Union Administration (NCUA)

Office of Public and Congressional Affairs

1775 Duke Street

Alexandria, VA 22314

Phone: 800-755-1030

Fax: 703-518-6409

E-mail: consumerassistance@ncua.gov

For state-chartered credit unions, contact thelaggy agency in the state in which the credit nngchartered.

Footnotes

1. National banks are banks with "National" in theme or "N.A." after the name.
2. Federally chartered and some state-charterediagsns.

3. Credit unions with "Federal" in their name.
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Small businesses

Small Business Administration (SBA)
Consumer Affairs

409 3rd Street SW

Washington, DC 20416

Phone: 800-U-ASK-SBA (827-5722)
TDD: 704-344-6640

E-mail: answerdesk@sba.gov

Finance companies, stores, auto dealers, mortgagengpanies, and other lenders, and credit bureaus

Federal Trade Commission (FTC)
Consumer Response Center-240

600 Pennsylvania Avenue NW
Washington, DC 20580

Phone: 877-FTC-HELP (382-4357)
TDD: 866-653-4261

www. ftc. gov/bcp/edu/microsites/idtheft/

Fair lending and fair housing issues

U.S. Department of Justice (DOJ)

950 Pennsylvania Avenue NW

Washington, DC 20530

Phone: 202-514-3301

www. justice. gov/crt/about/hce/ (for complaints ihxing housing discrimination)
www. justice.gov/ (for complaints involving other tr&s)

Department of Housing and Urban Development (HUD)
Office of Fair Housing and Equal Opportunity

451 7th Street SW

Washington, DC 20410

Phone: 800-669-9777

TDD: 800-927-9275

Brokerage firms, mutual fund companies, and investrant advisers
Securities and Exchange Commission (SEC)

Complaint Center

100 F Street NE

Washington, DC 20549

Phone: 202-551-6551

Fax: 202-772-9295

Commodity brokers, commaodity trading advisers, commdity pools, and introducing brokers

Commodity Futures Trading Commission (CFTC)
Division of Enforcement

1155 21st Street NW

Washington, DC 20581

Phone: 866-366-2382

Last update: March 28, 2011
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For More Information

Looking for the Best Mortgage - Shop, Compare, hNatgo
(at www. federalreserve. gov/pubs/mortgage/mortb ni) ht

Interest-Only Mortgage Payments and Payment-OpAieMs - Are They for You?

(at www. federalreserve. gov/pubs/mortgage_interégton

A Consumer's Guide to Mortgage Lock-Ins
(at www. federalreserve. gov/pubs/lockins/default htm

A Consumer's Guide to Mortgage Settlement Costs
(at www. federalreserve. gov/pubs/settlement/deflatnit)

Know Before You Go. . .To Get a Mortgage: A Guadblbrtgage Products and a Glossary of Lending Terms

(at www. bos. frb. org/consumer/knowbeforeyougo/ magéegeortgage. pdf)

Partners Online Mortgage Calculator

(at www. frbatlanta. org/partnerssoftwareonline/dsaimtfm)

This information was prepared by the Board of Gowes of the Federal Reserve System and the Offidgéudft Supervision in

consultation with the following organizations:

AARP

American Association of Residential Mortgage Retjuka
America's Community Bankers

Center for Responsible Lending

Conference of State Bank Supervisors
Consumer Federation of America

Consumer Mortgage Coalition

Consumers Union

Credit Union National Association

Federal Deposit Insurance Corporation
Federal Reserve Board's Consumer Advisory Council
Federal Trade Commission

Financial Services Roundtable

Independent Community Bankers Association
Mortgage Bankers Association

Mortgage Insurance Companies of America
National Association of Federal Credit Unions
National Association of Home Builders
National Association of Mortgage Brokers
National Association of Realtors

National Community Reinvestment Coalition
National Consumer Law Center

National Credit Union Administration

Last update: February 10, 2009
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