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September 8, 2020 
 
Via Electronic Submission 
 
The Honorable Kathleen Kraninger 
Director 
Consumer Financial Protection Bureau 
1700 G Street NW 
Washington, DC 20052 
 
Re: Qualified Mortgage Definition under the Truth in Lending Act (Regulation Z): General QM Loan 
Definition, Docket No. CFPB 2020-0020 
 
Dear Director Kraninger: 
 
U.S. Mortgage Insurers (USMI)1 represents America’s leading providers of private mortgage insurance 
(MI).  Our members are dedicated to a strong housing finance system backed by private capital that 
enables access to prudent and sustainable mortgage finance for borrowers, while also protecting Fannie 
Mae and Freddie Mac (the GSEs) and the American taxpayer from mortgage credit-related losses.  The 
MI industry has more than six decades of expertise in underwriting and actively managing mortgage 
credit risk.  Our member companies are uniquely qualified to provide insights on federal policies 
concerning underwriting standards for the conventional mortgage market, especially given our 
experience balancing prudent underwriting with access to affordable credit. 
 
USMI appreciates the opportunity to comment on the Consumer Financial Protection Bureau’s (Bureau) 
Notice of Proposed Rulemaking (NPR)2 regarding changes to the General Qualified Mortgage (QM) 
definition.  Done right, a revised General QM definition will promote prudent underwriting that enables 
home-ready borrowers to receive fairly priced and affordable conventional mortgages.  USMI and other 
housing finance stakeholders recognize that changes to the General QM definition will broadly inform 
underwriting standards and practices across the mortgage market.  As discussed below, we are 
concerned that, as contemplated, the proposed rule could limit access to the conventional market for 
the very borrowers that have traditionally been underserved. 
 
In our comments below, USMI will discuss the following observations and recommendations: 
 

1) The Safe Harbor should be set at 200 basis points (bps) above the Average Prime Offer Rate 
(APOR) to ensure that the General QM definition does not inadvertently limit access to credit for 
home-ready borrowers, and particularly minority borrowers. 
 

 
1 USMI’s membership comprises the following private mortgage insurance companies: Essent Guaranty, Inc.; 

Genworth Mortgage Insurance Corporation; Mortgage Guaranty Insurance Corporation; National Mortgage 

Insurance Corporation; and Radian Guaranty, Inc. 
2 85 Fed. Reg. 41716 (July 10, 2020). 
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2) As part of the requirements for “consider and verify,” the Bureau’s final rule should preserve 
robust and measurable underwriting standards and practices that have been proven to balance 
access to credit and prudent mortgage underwriting standards. 
 

3) It is critical that the Bureau work closely with federal regulators to implement a transparent and 
coordinated housing policy that promotes access to credit, prudent mortgage underwriting, and 
creates a level playing field. 
 

4) The Bureau should reconsider its approach to adjustable-rate mortgages (ARMs) and amend the 
NPR to exclude five-year ARM products from the proposed treatment of short-reset ARMs. 
 

5) USMI agrees with the Bureau’s assessment that a hard 43% debt-to-income (DTI) ratio cap 
would be the most harmful option for the General QM definition because it would severely limit 
access to credit in the conventional market.  Consistent with our comment letter dated 
September 16, 2019 in response to the Bureau’s Advance Notice of Proposed Rulemaking on the 
QM Definition,3 we continue to believe that the best approach to a General QM definition would 
be a standard that includes a higher DTI threshold with specified compensating factors.  Please 
see Appendix A for additional information about a General QM definition that retains a DTI limit. 

Overview of QM Definition for the Conventional Market 
 
2013 ATR/QM Rule 
 
Following the 2008 housing and economic crisis, the federal government enacted the Dodd-Frank Wall 
Street Reform and Consumer Protection Act (Dodd-Frank)4 that created specific mortgage product 
restrictions5 and required the Bureau to promulgate the Ability-to-Repay/Qualified Mortgage Rule 
(ATR/QM Rule).6  The Bureau’s final ATR/QM Rule – issued in June 2013 and made effective on January 
10, 2014 – created a General QM category with a 43% DTI limit and requirements concerning product 
features and points and fees, as well as a temporary QM category for mortgages that met statutory 
limitations on product features and points and fees and are eligible for purchase by Fannie Mae or 
Freddie Mac.7  This temporary QM category has become known as the “GSE Patch,” and the 2013 final 
rule stipulated that the GSE Patch would sunset the earlier of: (1) the GSEs exiting conservatorship; or 
(2) January 10, 2021.  The GSE Patch has served its intended purpose of maintaining credit availability in 
the conventional mortgage market and CoreLogic estimates that approximately 16% of 2018 mortgage 

 
3 USMI comment letter in response to the Bureau’s Advance Notice of Proposed Rulemaking Regarding the 

Qualified Mortgage Definition Under the Truth in Lending Act (84 Fed. Reg. 37155 (July 31, 2019)).  Available at 

https://www.regulations.gov/document?D=CFPB-2019-0039-0062. 
4 Pub. L.111-203 (July 21, 2010). 
5 15 U.S.C. 1639c(b)(2)(A) identifies nine product restrictions, one of which only applies to reverse mortgages. 
6 78 Fed. Reg. 6408 (January 30, 2013). 
7 78 Fed. Reg. 35439 (June 12, 2013). 

https://www.regulations.gov/document?D=CFPB-2019-0039-0062
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•As stated by the Bureau in the NPR, the Safe Harbor 
threshold was designed to separate "subprime loans 
from prime loans."

•QM loans are "prime" loans.  In the proposed rule, the 
Bureau validates their recommendation for QM status 
given to loans with an APOR spread at 200 bps above 
APOR based on early delinquency data.

•The same threshold should be used from Safe Harbor 
determination.

2020 Proposed QM and Safe Harbor Status - Based on Pricing

originations ($260 billion) were made as QM loans by virtue of the GSE Patch.8  We note that, under the 
Patch, QM loans have included mortgages with DTI ratios up to 50% with compensating factors. 
 
The Dodd-Frank Act went beyond previous federal consumer protection laws that were largely intended 
to root out predatory, subprime mortgage products, including the Home Ownership and Equity 
Protection Act (HOEPA)9 that defined a class of “higher priced mortgage loans” (HPMLs).  HOEPA was 
later expanded in 2001 and 2008 to provide for a presumed violation of the law when a lender engaged 
in a pattern of originating higher-priced mortgages without verifying and documenting the borrower’s 
ATR.  Dodd-Frank went beyond HPMLs to address concerns about mortgage underwriting practices by 
creating specific mortgage product restrictions and requiring the CFPB to promulgate a rule defining 
“Qualified Mortgage” based on specific underwriting criteria.  As promulgated in the 2013 final rule, QM 
and Safe Harbor were determined by two separate measures: QM status was based on product and 
underwriting requirements; and Safe Harbor was based on loan pricing.  Given that distinction, the 
different standards made a certain amount of sense.  Under the 2020 proposed rule, however, QM 
status and Safe Harbor are measured using the same metric – price –  so there is no longer any reason to 
set those standards at different spread amounts.10  As further discussed below, and as the Bureau 
validates based on early delinquency data, this spread threshold should be set at 200 bps above APOR. 
 

 
2020 NPR 
 
The NPR would remove the 43% DTI limit and instead grant QM status to a mortgage “only if the annual 
percentage rate (APR) exceeds [the] APOR for a comparable transaction by less than two percentage 
points as of the date the interest rate is set.”11  Although the NPR recommends establishing the pricing 
threshold for defining QM loans at an APR spread of 200 bps over APOR, it also preserves the APR 

 
8 Pete Carroll, Expiration of the CFPB’s Qualified Mortgage “GSE Patch” – Part 1, CORELOGIC (July 11, 2019).  

Available at https://www.corelogic.com/blog/2019/07/expiration-of-the-cfpbs-qualified-mortgage-gse-patch-part-

1.aspx. 
9 Pub. L. 103-325 (September 23, 1994). 
10 85 Fed. Reg. 41716 (July 10, 2020). 
11 85 Fed. Reg. 41726 (July 10, 2020). 

2013 QM Status - Based on Product and 
Underwriting Requirements

2013 Safe Harbor - Based on Pricing

https://www.corelogic.com/blog/2019/07/expiration-of-the-cfpbs-qualified-mortgage-gse-patch-part-1.aspx
https://www.corelogic.com/blog/2019/07/expiration-of-the-cfpbs-qualified-mortgage-gse-patch-part-1.aspx
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spread over APOR of 150 bps to distinguish between Safe Harbor and Rebuttable Presumption QM 
loans.12 

QM Safe Harbor Threshold Should be Increased to APOR Plus 200 bps 
 
Safe Harbor Threshold Will Determine the Conventional Mortgage Market 
 
If the final General QM rule maintains a pricing-based QM, the Bureau should increase the spread that is 
used to delineate Safe Harbor loans and Rebuttable Presumption loans from 150 bps to 200 bps over 
APOR.  This would not only align the delineation with the APOR threshold that the Bureau recommends 
using to determine QM status, but would also broaden access to the conventional QM market for more 
home-ready borrowers and create a more level and coordinated housing finance system across the 
government and conventional mortgage markets. 
 
Determining the Safe Harbor threshold impacts the makeup for the conventional market and who it will 
be able to serve under a new General QM definition because so few Rebuttable Presumption mortgages 
have been originated in the conventional market since the final QM rule was implemented in 2014.  This 
is because mortgage lenders have sought to minimize their legal risk by almost exclusively originating 
QM Safe Harbor loans, thus effectively making the Safe Harbor threshold the standard for QM loans.  
Home Mortgage Disclosure Act (HMDA) data shows that only 4.6% of purchase QM conventional 
mortgages and 2.5% of refinance QM conventional mortgages from 2019 were above the APOR plus 150 
bps Safe Harbor threshold.13  However, this data should not be mistakenly interpreted as an indication 
that there is not a market interest in safely lending above this threshold.  In fact, lenders are willing to 
make loans with pricing above 150 bps when those loans have Safe Harbor status, as evidenced by the 
fact that loans insured by the Federal Housing Administration (FHA) are five times more likely to be 
originated with spreads above 150 bps than conventional market loans because the FHA Safe Harbor 
delineation is set at close to 200 bps.  It is also important to look at the performance of loans with higher 
spreads.  Historical GSE 60 plus days delinquency data underscores that loans with spreads up to 200 
bps above APOR have performed well, are sustainable mortgages that have been made to creditworthy 
borrowers, and should qualify for QM Safe Harbor treatment. 
 
Minority Borrowers are Denied Greater Choice and Access to Credit as a Result of a Safe Harbor 
Threshold at 150 bps Above APOR 
 
Failure to increase the QM Safe Harbor threshold to 200 bps above APOR misaligns the Safe Harbor 
definition across the government and conventional mortgage markets and results in the same mortgage 
being a QM Safe Harbor in one channel, but merely a Rebuttable Presumption QM in another, 
effectively denying that borrower true choice in lenders and mortgage products.  This impact is 
particularly acute for minority borrowers who overwhelmingly rely on low down payment mortgages to 
purchase their homes.  According to 2019 HMDA data for conventional low down payment purchase 

 
12 85 Fed. Reg. 41726 (July 10, 2020). 
13 2019 HMDA Data. 



 
 

5 

 

 

mortgages (>80% loan-to-value or LTV), Black and Hispanic borrowers were twice as likely as White 
borrowers to have mortgages with APRs in excess of the APOR plus 150 bps Safe Harbor spread.14 
 

 
 
Market Impact from the Calculation for the APOR Spread 
 
As discussed below, the different method for calculating the APOR spread for FHA loans results in loans 
qualifying for FHA QM Safe Harbor status that would merely qualify for Rebuttable Presumption status 
in the conventional market.  As seen in the chart below, FHA loans are six times more likely to have 
pricing spreads greater than 150 bps above APOR than conventional loans.  In 2019, only 7% of high LTV 
conventional purchase mortgages were above the APOR plus 150 bps Safe Harbor threshold 
(representing approximately 82,000 borrowers and $23 billion in origination volume) while 38% of FHA’s 
high LTV purchase mortgages were above the threshold (representing approximately 252,000 borrowers 
and $63 billion in origination volume).15 

 
14 2019 HMDA Data. 
15 2019 HMDA Data. 
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The de minimis amount of QM Rebuttable Presumption lending in the conventional market strongly 
suggests that borrowers – most of whom are minorities – with loan spreads above the proposed APOR 
plus 150 bps threshold would likely have no real choice other than loans insured by the FHA, because 
their lenders will only want to originate Safe Harbor loans.  To underscore this significant reduction in 
competition, consider that for 2019 there were nearly three times the number of HMDA reporting 
lenders for conventional purchase loans than FHA purchase loans (approximately 3,200 versus 1,200). 
 
Safe Harbor at APOR Plus 200 bps Results in Safe, Sustainable Mortgages 
 
The NPR proposes a pricing threshold to determine whether a loan is a QM and sets the threshold at an 
APR of up to 200 bps above APOR.  The Bureau justifies this threshold using early delinquency data as an 
indicator of determining consumers’ ATR.  The NPR specifically states that “…the Bureau tentatively 
concludes that this threshold would strike an appropriate balance between ensuring that loans 
receiving QM status may be presumed to comply with the ATR provisions and ensuring that access to 
responsible, affordable mortgage credit remains available to consumers” (emphasis added).16  The 
proposed QM threshold is predicated on the Bureau’s analysis of early delinquency levels and historical 
GSE data on 60 plus days delinquent rates demonstrates that increasing the QM Safe Harbor threshold 
from 150 bps to 200 bps above APOR does not result in a significant deterioration in loan performance 

 
16 85 Fed. Reg. 41735 (July 10, 2020). 
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that would warrant a different and highly impactful legal characterization.17  While delinquency is 
correlated with rate spread, the graph below shows a minimal increase in delinquency rates, especially 
for the 2013-2018 vintages, which reflect post-crisis enhanced underwriting standards as a result of 
Dodd-Frank, subsequent rulemakings, and improved lender practices and technologies.  This cohort of 
originations is most indicative of future loan quality and proves that setting the QM Safe Harbor at 200 
bps above APOR does not materially increase risk in the system but does indeed expand access to 
conventional mortgage credit. 
 

Share of GSE Loans That Were Ever 60+ Days 

Delinquent by Rate Spread (1999-2018)18 

  1999–2004   2005–2008 

  2009–2012   2013–2018 

 
 

 
 
 
 
 
 
Safe Harbor at APOR Plus 150 bps Creates an Unlevel Playing Field Where Lending is Dictated by 
Regulatory Standards rather than Borrower Credit Profile 
 
Dodd-Frank required the Bureau, U.S. Department of Housing and Urban Developments, U.S. 
Department of Veterans Affairs, and the Rural Housing Service to create their own QM definitions, 
including delineating between Safe Harbor and Rebuttable Presumption.  The result is a patchwork of 
standards based on which entity purchases, insures, or guarantees a mortgage loan.  In the case of loans 
insured by the FHA, the delineation between Safe Harbor and Rebuttable Presumption is calculated 
differently than for conventional loans.  This difference has resulted in lenders being much more willing 
to originate FHA-insured loans with spreads above APOR plus 150 bps because FHA uses a “floating 
standard” to calculate Safe Harbor that is not impacted by the amount of FHA premium charged. Based 
on the current FHA Annual Mortgage Insurance Premium (MIP), the FHA QM Safe Harbor is effectively 
APOR plus 200 bps.  As a result, USMI’s recommendation would effectively create a level playing field 
between FHA and conventional standards for Safe Harbor QMs. 

 

 
17 Urban Institute analysis of Fannie Mae loan level credit data and Black Knight McDash data.  L. Goodman, K. 

Kaul, and J. Zhu, “The CFPB’s Proposed QM Rule Will Responsibly Ease Credit Availability” (September 2020).  

Available at https://www.urban.org/sites/default/files/publication/102818/the-cfpbs-proposed-qm-rule-will-

responsibly-ease-credit-availability-data-show-that-it-can-go-further_1.pdf. 
18Id. 
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The table below demonstrates how, under the NPR, two loans with identical loan terms and credit 
characteristics would both be considered QM under the conventional and FHA standards.  However, the 
FHA-insured mortgage would have Safe Harbor status, while the conventional mortgage would merely 
receive Rebuttable Presumption status.  This highlights the current regulatory imbalance that results in 
many borrowers effectively having no choice on mortgage products because of lenders’ unwillingness to 
originate Rebuttable Presumption loans. 
 

Loan Program Conventional FHA 

Purchase Price $200,000  $200,000  

Loan Amount $190,000  $190,000  

Loan Amount (including FHA up-front MIP) NA $193,325  

LTV 95.00% 95.00% 

FICO 700 700 

DTI 40% 40% 

Number of Borrowers 1 1 

Loan Term 360 360 

Occupancy Primary Primary 

Loan Type Fixed Fixed 

Loan Purpose Purchase Purchase 

Base Int Rate 5.00% 5.00% 

LLPA/Up front FHA MIP 1.00% 1.75% 

Note Rate (includes LLPA / 5 year life) 5.250% 5.000% 

MI Rate (Monthly BPMI-standard coverage) 0.78% 0.80% 

Other Costs, Points, and Fees 0 0 

APR 5.802% 5.982% 

APOR 4.15% 4.15% 

Spread 1.65% 1.83% 

Allowable Spread 1.50% 1.95% 

Safe Harbor No Yes 

Monthly Mortgage Insurance Payment $123.50 (PMI) $126.67 (MIP) 

 
Another critical difference between the FHA and conventional market calculations is how fees charged 
by the GSEs and the Government National Mortgage Association (Ginnie Mae) for guaranteeing 
mortgages affect a loan’s pricing.  Unlike the GSEs, Ginnie Mae does not charge risk-based loan-level 
price adjustments (LLPAs) that factor into a loan’s APR.  While the GSEs’ guarantee fees (G-Fees) are in 
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some part based on the attributes of a specific borrower and property, G-Fees and LLPAs also can be – 
and are – used by the GSEs, Federal Housing Finance Agency (FHFA), and other federal policymakers to 
accomplish specific public policy or credit risk management goals that can be wholly separate from the 
credit risk associated with a particular mortgage loan.19  Further, pricing changes, such as the impact of a 
finalized rule on GSE capital requirements,20 adverse market fees based on market developments, or the 
implementation of new accounting standards have the potential to create temporary credit contractions 
due to the lag in APOR factoring in new GSE fees and a period of time where APOR is not truly reflective 
of the mortgage market. 
 
The impact of LLPAs and G-Fees on a conventional loan’s APR could be further magnified by the GSE 
capital rule21 that the FHFA recently re-proposed.  USMI urges the Bureau and FHFA to study the 
intersection of these two rulemakings before finalizing either.  To the extent that the final capital rule 
would result in higher G-Fees and/or LLPAs to meet market expectations for a reasonable return on 
equity (ROE), given the materially higher capital called for under the re-proposed rule, those fees would 
result in higher APRs and spreads over APOR that could deny a loan Safe Harbor status.  USMI urges the 
Bureau to work with FHFA to ensure clarity and transparency with regard to how the proposed capital 
requirements could impact the QM Safe Harbor determination. 

Implementation of a “Consider and Verify” Standard and Elimination of 
Appendix Q 
 
With the removal of the 43% DTI limit and Appendix Q from the General QM loan definition, an 
important element of the NPR is the requirement that a lender “consider and verify” a borrower’s 
income, assets and debt obligations, as well as provides a compliance safe harbor for the use of Bureau-
approved external standards.22  USMI continues to have concerns with a QM standard that relies only on 
the limited Dodd-Frank product restrictions without any other standards or bright line thresholds that 
would ensure a borrower has a true ATR.  The proposed “consider” requirement is especially subjective 
and the NPR does not currently include specific standards that a lender must meet in order to satisfy this 
element of the QM definition.  In order to provide clarity to market participants, the final rule should 
identify specific requirements or best practices to be used by lenders to qualify for the “consider and 
verify” compliance safe harbor.  While under the proposed approach in the NPR a specific DTI threshold 

 
19 In fact, G-Fees fees have been artificially 10 bps higher for nearly a decade, with the proceeds used to offset tax 

breaks enacted by the Temporary Payroll Tax Cut Continuation Act of 2011,19 and the GSEs’ fees are often eyed as 

a source of funding for infrastructure and transportation appropriations. 
20 Notice of Proposed Rulemaking on Enterprise Regulatory Capital Framework.  85 Fed. Reg. 39274 (June 30, 

2020). 
21 Fannie Mae and Freddie Mac’s comments to the FHFA on the proposed Enterprise Regulatory Capital Framework 

noted that the capital requirements could increase guarantee fees by 20 bps and 15-35 bps, respectively.  Available 

at https://www.fhfa.gov//SupervisionRegulation/Rules/Pages/Comment-Detail.aspx?CommentId=15605 and 

https://www.fhfa.gov//SupervisionRegulation/Rules/Pages/Comment-Detail.aspx?CommentId=15606; The Urban 

Institute estimates that mortgage rates would increase 15-20 bps while in conservatorship and 30-35 bps if they are 

released.  J. Parrott, B. Ryan, and M. Zandi, “FHFA’s Capital Rule Is A Step Backward” (July 2020).  Available at 

https://www.urban.org/sites/default/files/publication/102595/fhfa-capital-rule-is-a-step-backward_0.pdf. 
22 85 Fed. Reg. 41726 (July 10, 2020). 

https://www.fhfa.gov/SupervisionRegulation/Rules/Pages/Comment-Detail.aspx?CommentId=15605
https://www.fhfa.gov/SupervisionRegulation/Rules/Pages/Comment-Detail.aspx?CommentId=15606
https://www.urban.org/sites/default/files/publication/102595/fhfa-capital-rule-is-a-step-backward_0.pdf
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would be removed from the General QM definition, we think that a properly crafted standard for 
“consider and verify” could function to encourage the kind of robust underwriting that is needed to 
assess a borrower’s ATR.  For example, one way in which a creditor might document how it “considered” 
a loan with an elevated DTI would be to use a specific set of underwriting criteria, including 
compensating factors for consumers with elevated DTIs as recommended in USMI’s 2019 comment 
letter.  Such an approach would be more consistent with the intent of a General QM definition that 
includes underwriting guardrails and would better ensure creditors appropriately consider critical 
elements in assessing and ensuring a borrower’s ATR.  Further, a set of transparent compensating 
factors would provide for great consistency across government and conventional mortgage markets and 
would be more meaningful for considering and determining a borrower’s ATR. 
 
Also related to the “consider and verify” standard, USMI supports the NPR’s proposal to eliminate the 
requirement that mortgage lenders use Appendix Q to calculate a borrower’s income and debt 
obligations and to allow other forms of documenting and verifying income, assets, and debt.  Widely 
understood, accessible, and trusted standards for determining income and debt are critical for 
consistent and prudent mortgage underwriting.  However, the static nature of Appendix Q has proven 
problematic, especially as financial technology (fintech) and workforce trends continue to evolve.  By 
eliminating Appendix Q, the Bureau opens the door to the use of more flexible and dynamic standards 
and processes for calculating income and debt, which is especially important for creditworthy borrowers 
with non-traditional forms of income who would be disadvantaged should lenders be required to use 
Appendix Q. 
 
The NPR notes that lenders would have the flexibility to develop their own income and debt verification 
standards or could rely on “verification standards the Bureau specifies,” which potentially includes the 
following: Fannie Mae’s Single Family Selling Guide; Freddie Mac’s Single-Family Seller/Servicer Guide; 
FHA’s Single Family Housing Policy Handbook; the VA’s Lenders Handbook; and the Field Office 
Handbook for the Direct Single Family Housing Program, and the Handbook for the Single Family 
Guaranteed Loan Program of the U.S. Department of Agriculture (USDA).23  These guides and the 
standards contained within are widely understood by mortgage market participants and, unlike federal 
regulations, can be, and are, easily revised to account for housing market or broader economic 
developments or fintech innovation.  In the final rule, the Bureau should detail a transparent process by 
which it will evaluate, approve, and supervise verification standards developed by individual market 
participants or through a collaborative entity, such as an industry self-regulatory organization. 
 
Notwithstanding the elimination of underwriting thresholds in the General QM definition, in the low 
down payment segment of the conventional market, MI companies will continue to apply and rely on 
their underwriting guidelines to assess individual borrowers for purposes of determining ATR and overall 
creditworthiness.  The MI industry’s underwriting guidelines and role as “second pairs of eyes” have 
proven beneficial with identifying credit risk trends, most notably risk layering and ensuring prudent 
conventional mortgages. 

 
23 85 Fed. Reg. 41735 (July 10, 2020). 
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Regulatory Alignment 
 
Realizing this rulemaking’s impact on the size of the conventional market and its underwriting 
guardrails, it is critical to highlight the historical link between the QM definition and the Credit Risk 
Retention Rule,24 which includes an exemption from the five percent retention requirement for asset-
backed securities collateralized exclusively by mortgages that are deemed “qualified residential 
mortgages” (QRMs).  Due to the two standards being linked by statute and the requirement that QRM 
be “no broader than” the definition for QM,25 the promulgating agencies established a QRM framework 
that fully aligns with QM.  The housing finance system has functioned well under this alignment which 
has enhanced financial stability, protected investors, promoted compliance, and preserved consumers’ 
access to affordable credit.  The promulgating agencies announced26 that they would postpone 
consideration of changes to the QRM standard until June 2021 to factor in any changes to the QM 
definition.  USMI urges housing and financial regulators to preserve the full alignment between the QM 
and QRM standards in order to preserve current housing market functions and processes. 
 
It is critical that housing finance regulators, including the Bureau, FHFA, and FHA, have a transparent 
and coordinated approach to the federal government’s housing policy.  In addition to preserving the 
alignment between the QM and QRM standards, USMI urges the Bureau to work closely with the FHFA 
on the implications for QM due to its proposed GSE capital rule, and with the FHA to align QM 
standards.  Robust coordination will ensure that borrowers are best served by housing market 
participants and that the federal government, and therefore taxpayers, are adequately protected from 
losses related to mortgage credit risk. 

Treatment of Adjustable-Rate Mortgages 
 

The NPR would modify the assessment of ARMs for purposes of determining QM status, such that 
lenders “must treat the maximum interest rate that could apply at any time during [the] five-year period 
[after the date on which the first regular periodic payment will be due] as the interest rate for the full 
term of the loan to determine the annual percentage rate.”27  This provision would likely reduce the 
availability of three- and five-year ARM products in the conventional mortgage market.  USMI believes 
that this element of the NPR should be reconsidered and amended to exclude five-year ARM products 
from the proposed treatment of short-reset ARMs.  Based on internal analysis of the performance for 
five-year ARM products, USMI member company data demonstrates that ≥5-year ARM performance is 
in line with, or better than, >20-year fixed-rate mortgages.28  Further, private MIs’ guidelines treat five-
year ARMs as a “fixed-rate mortgage” based on historical performance. 

 
24 Issued jointly by the Office of the Comptroller of the Currency, Board of Governors of the Federal Reserve 

System, Federal Deposit Insurance Corporation, Securities and Exchange Commission, Federal Housing Finance 

Agency, and U.S. Department of Housing and Urban Development.  Codified at 12 C.F.R. Part 43. 
25 15 U.S.C. 78o-11(e)(4)(C). 
26 85 Fed. Reg. 39099 (June 30, 2020). 
27 85 Fed. Reg. 41776 (July 10, 2020). 
28 Based on USMI member company analysis of their portfolios, ≥5-year ARMs for 2013 through 2020 have lower 

default rates than >20-year fixed-rate mortgages for most vintages (6 out of 8).  For the two vintages where >20-year 

fixed-rate mortgages have lower default rates, there was not a material difference in the rates. 
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Implementation of New General QM Definition 
 

The NPR indicates that a new General QM definition will likely not take effect before April 1, 2021, 
based on the Bureau’s determination that “a six-month period between Federal Register publication of a 
final rule and the final rule’s effective date would give creditors enough time to bring their systems into 
compliance with the revised regulations.”29  The Bureau has also proposed that the GSE Patch expire no 
earlier than: (1) the GSEs exiting conservatorship; or (2) the effective date of the General QM final rule.  
As explained in our comment letter30 on the Bureau’s proposed rule31 regarding the sunset of the GSE 
Patch, it is critical that the Bureau provide for a smooth transition from the GSE Patch to the new 
General QM definition.   
 
Depending on the complexity of the finalized revisions to the General QM definition, the significance of 
the penalties for a violation of the ATR/QM Rule, and the large number of mortgage industry 
participants (lenders, brokers, MIs, warehouse lenders, etc.) that will need to update their operations 
and systems, USMI recommends that the Bureau set the sunset date for the GSE Patch to be at least six 
months after the effective date of the General QM definition final rule.  During this six-month period, 
lenders should be permitted to use either the GSE Patch or the new General QM definition during the 
mortgage underwriting process, such that a loan meeting either standard would qualify as a QM.  This 
would afford industry participants an appropriate amount of time to develop, test, and implement new 
models and business operations in order to smoothly transition to the new General QM framework.  
More specifically, the six-month overlap period would fix the regulatory gap caused by using the 
mortgage consummation date for the GSE Patch and the loan application date for the proposed General 
QM definition. 
 
Further, mortgage market participants, consumers, and the economy as a whole are grappling with an 
unprecedented level of uncertainty due to the COVID-19 pandemic.  The mortgage industry is working 
diligently to support homeowners directly and indirectly affected by COVID-19, especially through the 
implementation of broad nationwide mortgage relief for homeowners following the enactment of the 
“Coronavirus Aid, Relief, and Economic Security Act” (CARES Act).32  Given the extensive scope of the 
pandemic and the financial services industry’s appropriate focus on responding to the economic and 
health fallout from COVID-19, USMI believes that a six-month overlap period would promote an orderly 
implementation timeframe for the new General QM framework while continuing to assist homeowners 
throughout the country. 
 

****************************** 
 
Thank you again for the opportunity to comment on the proposed General QM definition and your 
consideration of our recommendations to best balance prudent mortgage underwriting and credit risk 

 
29 85 Fed. Reg. 41717 (July 10, 2020). 
30 USMI comment letter in response to the Bureau’s Notice of Proposed Rulemaking Regarding the Qualified 

Mortgage Definition Under the Truth in Lending Act: Extension of Sunset Date (85 Fed. Reg. 41448 (July 10, 

2020)).  Available at https://beta.regulations.gov/document/CFPB-2020-0021-0029. 
31 85 Fed. Reg. 41448 (July 10, 2020). 
32 Pub. L. 116-136 (March 27, 2020). 

https://beta.regulations.gov/document/CFPB-2020-0021-0029
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management with borrower access to mortgage finance credit.  USMI and our member companies 
appreciate the Bureau’s thorough review of this very important issue and we look forward to continued 
dialogue as the Bureau proceeds with finalizing and implementing a new General QM definition. 
 
Questions or requests for additional information may be directed to Lindsey Johnson, President of USMI, 
at ljohnson@usmi.org or 202-280-1820. 
 
 
Sincerely, 
 

 
Lindsey D. Johnson 
President 
U.S. Mortgage Insurers 
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Appendix A 

Retaining a DTI Limit: QM Definition Based on DTI and Compensating 
Factors 
 
Although the NPR proposes a General QM definition based on a mortgage’s pricing and removes the 
43% DTI limit, the Bureau also requests comments on an alternative approach that would retain a DTI 
limit but increase the maximum allowable DTI to 45-48%.33  Should the Bureau decide to retain DTI as an 
element of the General QM definition, consistent with our comment letter dated September 16, 2019, 
USMI would support setting the baseline maximum DTI ratio at 45% and permitting up to 50% DTI if 
certain compensating factors are present.  GSE loan-level performance data and USMI member 
company data demonstrated that compensating factors have resulted in mortgages with high DTIs 
outperforming mortgages with lower DTIs that lacked the same factors.  This approach could be easily 
incorporated into manual underwriting guides and automated underwriting systems (AUSs) 
 
The table below illustrates that delinquency rates for GSE-backed single family mortgages consistently 
increase as DTI ratios increase, until the 45.01-50% bucket, where they substantially decrease.  The 
decrease is almost certainly due to the presence of compensating factors that are used in the GSEs’ 
AUSs to qualify mortgages with DTI ratios above 45%.  This data underscores that the presence of 
compensating actors is also a powerful driver of a borrower’s ATR. 

 
GSE 60+ Days Delinquent Rates (2012-2018, ≤97% LTV)34 

 

  <=35 
35.01-

38 
38.01-

41 
41.01-

43 
43.01-

45 
45.01-

50 
Total 

2012 0.96% 1.71% 2.02% 2.31% 2.69% 1.66% 1.41% 

2013 1.10% 1.86% 2.18% 2.42% 2.89% 1.64% 1.59% 

2014 1.65% 2.51% 2.89% 3.24% 3.84% 2.08% 2.37% 

2015 1.32% 2.18% 2.53% 2.82% 3.37% 1.76% 1.97% 

2016 1.12% 1.91% 2.22% 2.63% 3.14% 1.53% 1.72% 

2017 1.00% 1.63% 1.93% 2.21% 2.71% 1.48% 1.56% 

2018 0.54% 0.85% 0.96% 1.08% 1.22% 1.14% 0.90% 

Total 1.09% 1.81% 2.11% 2.40% 2.85% 1.48% 1.56% 

 
 
While USMI understands that the Bureau currently plans to pursue a new pricing-based General QM 
definition, we welcome the opportunity to further discuss our original proposal should the Bureau 
desire to explore a hybrid approach or alternative framework for the General QM definition. 
 

 
33 85 Fed. Reg. 41741-2 (July 10, 2020). 
34 GSE Single Family Loan-Level Dataset. 


