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MORTGAGEE LETTER 2005-14

TO:

ALL APPROVED MORTGAGEES

SUBJECT:
Five-Year Hybrid Adjustable Rate Mortgages (ARMs)
The Federal Housing Administration (FHA) is pleased to announce that on March 29, 2005, the Department of Housing and Urban Development published an interim rule in the Federal Register at 70 FR16080.  This rule amends regulations at 24 CFR 203.49 to permit FHA to insure 

5-year hybrid ARMs with an annual cap of 2 percentage points and a life-of-loan cap of 6 percentage points.  The interim rule and this Mortgagee Letter become effective for mortgages endorsed on or after April 28, 2005.


FHA promulgated this change in order to meet the needs of homebuyers, lenders, and the secondary mortgage market.  FHA anticipates that this new cap structure option will generate significant demand for this product, as it has in the conventional mortgage market.


The guidance contained in Mortgagee Letter 2004-10 (ML 2004-10), except as modified by this interim rule, remains in force.  Mortgagees must make available to the mortgagor, at the time of loan application, a written explanation of the features of an ARM consistent with the disclosure requirements applicable to variable rate mortgages secured by a principal dwelling under Truth-In-Lending Act (TILA) regulations.  A hypothetical monthly payment schedule that displays the maximum potential increases in monthly payments for the term of the ARM must be provided to the applicant.  For example, a 5-year ARM payment schedule would show the maximum potential increases over the three years following the initial contract interest rate period of 5 years.  The hypothetical payment schedule will illustrate the maximum increases over the shortest possible timeframe.  

Mortgage lenders are to modify the model adjustable rate note form contained in Handbook HUD-4165.1, to accommodate this new hybrid 5-year ARM (i.e., the change date and the 2/6 cap structure).  Please note that while FHA expects that the market will determine that all FHA 5-year hybrid ARMs will have the 2/6 caps described above, 5-year hybrid ARMs with 1/5 caps, as described in ML 2004-10, remain available as a product offering to lenders and homebuyers.
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If you have any questions about this Mortgagee Letter, please contact your local Homeownership Center in Atlanta (888-696-4687), Denver (800-543-9378), Philadelphia 

(800-440-8647), or Santa Ana (888-827-5605).






Sincerely,







John C. Weicher







Assistant Secretary for Housing-







    Federal Housing Commissioner
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