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VA 
	
                                  
      U.S. Department 
  of Veterans Affairs


Office of the General Counsel					In Reply Refer To: 02REG Washington DC 20420


Date:  September 8, 2014  

From:	Chief Impact Analyst (02REG)

Subj:	Economic Impact Analysis for RIN 2900-AP25/WP2014-024, Loan Guaranty: Adjustable Rate Mortgage Notification Requirements and look-Back Period

To:	Director, Regulations Management (02REG)

	I have reviewed this rulemaking package and determined the following.

1.  This rulemaking will not have an annual effect on the economy of $100 million or more, as set forth in Executive Order 12866.  

2.  This rulemaking will not have a significant economic impact on a substantial number of small entities under the Regulatory Flexibility Act, 5 U.S.C. 601-612.   

3.  This rulemaking will not result in the expenditure of $100 million or more by State, local, and tribal governments, in the aggregate, or by the private sector, under the Unfunded Mandates Reform Act of 1995, 2 U.S.C. 1532. 

4.  Attached please find the relevant cost impact documents. 

(Attachment):  Agency’s Impact Analysis, dated September 8, 2014


Approved by:
Michael P. Shores (02REG)
Chief, Impact Analyst
Regulation Policy & Management
Office of the General Counsel








(Attachment)

Impact Analysis for RIN 2900-AP25/WP2014-024

Title of Regulation:  Loan Guaranty: Adjustable Rate Mortgage Notification Requirements and look-Back Period

Purpose:  To determine the economic impact of this rulemaking. 

The Need for the Regulatory Action:  The Department of Veterans Affairs (VA) is proposing to amend Loan Guaranty Service (LGY) regulations at 38 CFR 36.4312(d) covering adjustable rate mortgages and hybrid adjustable rate mortgages (H/ARMs) made in conjunction with the Home Loan Guaranty program.   This rulemaking is necessary to align LGY regulations governing its H/ARMs interest-rate adjustments and disclosures with current mortgage market practices and the implementing regulations of the Truth in Lending Act (TILA), as recently revised by the Consumer Financial Protection Bureau (CFPB). 

Estimated Impact:  We have determined that there are no costs or savings associated with this rulemaking.  There are no additional FTE or discretionary costs associated with this rulemaking.

Background:  VA has authority to guaranty adjustable rate mortgages (ARMs) and hybrid adjustable rate mortgages (HARMs) (together, referred to as H/ARMs) for eligible veterans under 38 U.S.C. 3707 and 3707A, respectively.  VA’s regulations governing interest rates and disclosures for H/ARMs are at 38 CFR 36.4312(d).  VA proposes two amendments in this rulemaking to conform its regulations to the 2013 TILA servicing rule, published on February 14, 2013.  

First, VA would amend 38 CFR 36.4312(d)(2) to require that lenders adjust H/ARM interest rates based on the interest rate index available 45 days prior to the date of the interest rate adjustment, instead of the interest rate index available 30 days before the interest rate adjustment, as is currently required in VA’s regulations.  (In the mortgage industry, the period of time between a H/ARM interest rate adjustment and the date the interest rate is selected is commonly called the “look-back period.”)
  
Second, VA proposes amending 38 CFR 36.4312(d)(6) to cross-reference the requirements for the disclosures and notifications that must be provided to borrowers prior to an interest rate adjustment to those set forth in the regulations published by  CFPB at 12 CFR 1026.20(c) and (d).  The requirements of § 1026.20(d) govern the initial interest-rate adjustment, while the requirements in § 1026.20(c) govern subsequent interest-rate adjustments.  These regulatory changes will ensure that VA H/ARMs remain aligned with applicable consumer finance regulations implementing TILA and consistent with mortgage market practices.  



Assumptions and Methodology of the Analysis:  These regulatory changes will conform VA regulations to the 2013 TILA servicing rule (78 FR 10902), which was effective for an overwhelming majority of the ARM market on January 10, 2014.  VA does not anticipate that its revised disclosure requirements will impose a costs impact on VA-guaranteed lenders, as they were required to make these notification adjustments by January 10, 2014 for all conventional mortgages.  Additionally, as a majority of ARMs originated in the conventional mortgage market currently have a 45-day look-back period and were required to comply with the 2013 TILA servicing rule notification requirements on January 10, 2014, there should be little, if any, burden to apply a 45 day, rather than 30 day, look-back period to VA-guaranteed H/ARMs.  

In determining the impact of the adjusted look-back period on VA H/ARMs from 30 to 45 days, the effect on the borrower’s monthly mortgage payment is any difference between the interest rate generated by an index available 45 days before the interest rate change date and the interest rate generated by the same index 30 days before the interest rate change date.  It is impossible to know whether the rate will increase or decrease during the time between the date that is 45 days prior to the interest rate change and the date that is 30 days prior to the interest change date.  Even over a period in which a trend in interest rates is expected, the limited timeframe of 15 days means the significance of the change to the look-back period is unknown.  Thus, while the 15-day change may affect individual borrowers positively or negatively on a case-by-case basis, the change to this relatively low-volume program is not expected to have any measureable impact.  
	

Submitted by: 					
Alexandra Reimelt					
Management Analyst					
Loan Guaranty Service (26A)			
Washington DC					
September 8, 2014	
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