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September 8, 2020 

 

 

Via email to 2020-NPRM-ATRQM-GeneralQM@cfpb.gov  

Comment Intake – General QM Amendments 

Bureau of Consumer Financial Protection  

1700 G St. NW 

Washington, DC 20552 

 

 

Re:  Qualified Mortgage Definition under the Truth in Lending Act (Regulation Z): General QM Loan 
Definition 
Docket No. CFPB-2020-0020 

 
 
Dear Madam or Sir: 
 
The Iowa Bankers Association (IBA) is a trade association representing 98 percent of the approximately 300 
state- and national-chartered banks and federal thrifts operating in the state of Iowa. The IBA submits this 
letter to the Bureau of Consumer Financial Protection (Bureau) in response to its proposal to amend the 
General QM loan definition in the Bureau’s Ability to Repay/Qualified Mortgage Rule (ATR/QM Rule).   
 
Through this rulemaking process the Bureau intends to facilitate a smooth and orderly transition away from 

the Temporary GSE QM loan definition and to ensure access to responsible, affordable mortgage credit by 

making revisions to the General QM definition. The Bureau proposes to eliminate the 43% debt-to-income 

limit for the General QM and replace it with a price-based threshold. To qualify as a General QM, the Annual 

Percentage Rate (APR) on the loan cannot exceed the Average Prime Offer Rate (APOR) for a comparable 

transaction by more than two percentage points as of the date the interest rate is set (with higher thresholds 

for smaller loans and subordinate liens). The proposal would continue to require the creditor “consider” the 

consumer’s income or assets, debt obligations, and DTI ratio or residual income and “verify” the consumer’s 

current or reasonably expected income or assets other than the value of the dwelling (including any real 

property attached to the dwelling) that secures the loan.  The creditor must also “verify” the consumer’s 

current debt obligations, alimony, and child support, but would no longer be required to follow the process 

established in Appendix Q. 

 

In preparing our comments, the IBA sought the input of IBA member banks that primarily originated loans 

that qualified as Temporary GSE QMs and would be most impacted by the elimination of the Temporary GSE 

QM.  
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IBA members support the elimination of the 43% DTI limit. 

The Bureau is issuing this proposal to amend the General QM loan definition because it is concerned that 

retaining the existing General QM loan definition with the 43 percent DTI limit after the Temporary GSE QM 

loan definition expires would significantly reduce access to responsible, affordable credit for many American 

consumers. IBA members agree that DTI must be a consideration in the credit decision, but emphasize a 

consumer’s DTI alone provides an incomplete picture of a consumer’s financial capacity; this is especially true 

for self-employed consumers.  Therefore, creditors should not be bound by a specific DTI threshold but 

instead be given flexibility in determining if a consumer’s DTI is acceptable based upon the consumer’s 

overall financial health. 

 

It is true that higher DTI ratios could lead to higher levels of early delinquencies, but DTI alone is not the 

dispositive predicator of possible future delinquencies and can often by counterbalanced with other 

consumer strengths.  For example, a consumer with a 45 percent DTI based on gross annual income of 

$250,000 is more likely to have enough residual income to support his/her debt load than a consumer with 

an annual gross income of $50,000 and 45 percent DTI.  As the ATR-QM rule is currently written, the creditor 

could evidence repayment ability using a residual income calculation when DTI’s exceed 43 percent, but 

creditors have been hesitant to implement underwriting procedures utilizing residual income because of lack 

of clearly defined industry standard for doing so – leading to compliance uncertainty.  Also, as currently 

written, the General QM category does not permit a creditor to take into consideration compensating 

circumstances, such as a history of successfully carrying the equivalent amount of debt, to override a DTI of 

greater than 43 percent or that a consumer has been able to accumulate significant savings deposits based 

on their current income and comparable debt load. 

 

In reviewing 2019 HMDA data for the state of Iowa, approximately 15 percent of the first-lien originations 

had a DTI of more than 43 percent.  Those loans represent over 10,0001 loans in Iowa alone, that if not for 

the GSE QM allowance of slightly higher DTI limits, would not be have been made by creditors that require 

QM protections.  That is 10,000 families who would not be homeowners today or have benefitted by 

refinancing their current home loans during a lower rate environment.  The impact nationwide if the 43% DTI 

is not removed once the GSE QM expires would be devastating:  similar loan requests by thousands of 

qualified loan applicants would be denied. 

 

IBA members support the removal of Appendix Q and greater underwriting flexibility provided in the 

proposed revisions. 

Creditors have found calculating income and debts in compliance with Appendix Q to be tedious, complex 

and difficult - especially for self-employed consumers. In addition, because Appendix Q was based on FHA 

underwriting standards in place at the time the ATR/QM rule was finalized, it does not reflect current 

underwriting processes. Because Appendix Q is contained within the regulation itself, the process to update 

the guidance to reflect changes in technology and evolving market and economic conditions is cumbersome 

and frankly, has resulted in outdated underwriting guidance. The end outcome is Appendix Q has not 

                                                           
1 A report generated by the IBA using the FFIEC HMDA Data Brower of 2019 first lien, originated loans in the state 
of Iowa reveals 78,848 first-lien loans originated, of which 64,821 reported DTI.  Of 64,821 originations, 7,915 had 
DTI rates above 43 percent but less than 50 percent and 2,089 reported DTIs of 50 to 60 percent. 
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provided compliance certainty among creditors; rather just the opposite has occurred.  Our members do not 

believe Appendix Q should be retained as an option or guide for complying with the rule’s “consider” and 

“verify” standards.  

 

IBA members agree with the Bureau’s decision to NOT provide a single, specific set of standards equivalent to 

Appendix Q regarding what must be counted as debt and what may be included in the income calculation for 

purposes of evidencing repayment ability in accordance with §1026.43(e)(2)(v)(A). Instead the Bureau 

proposes new comments to this section which identify factors a creditor must take into consideration 

(income or assets, debt obligations, alimony, child support and monthly DTI or residual income) and that the 

creditor must retain documentation in accordance with §1026.25(a) showing how it ”considered” these 

factors.  

 

Our members appreciate the flexibility offered by the Bureau to develop their own processes for considering 

monthly DTI, determining an appropriate DTI or residual income level based upon the consumer’s complete 

financial profile as well as the flexibility to consider additional factors in their credit decision-making 

processes. Community banks have developed proven underwriting processes unique to their customer base 

and product offerings that over time have resulted in low delinquency rates and a history of successful 

repayment history.  A community bank’s very livelihood depends upon this. These credit decisions are 

typically documented through underwriting worksheets, financial spreadsheets, loan committee minutes and 

more. Therefore, we encourage the Bureau to proceed with inclusion of comments 1 -3 to this section which 

reflect practices community banks already employ as a matter of routine. These comments provide the 

needed clarity that underwriter worksheets or final automated underwriting system certifications, alone or in 

combination with the creditor’s applicable underwriting standards, would evidence how these factors were 

considered in the creditor’s assessment of a consumer’s ability-to-repay the loan and that the rule does not 

prescribe a specific monthly DTI or residual income threshold.   

 

IBA members support the current proposed priced-based threshold amounts. 

Proposed revisions to the definition of the General QM in § 1026.43(e)(2)(vi) would implement a new priced-

based threshold which a mortgage loan must meet in order to qualify as a General QM.  To meet the 

definition of a General QM, the APR on the covered first-lien transaction cannot exceed the APOR for a 

comparable transaction as of the date the interest rate is set as follows: 

 Loan amounts greater than or equal to $109,898 (indexed for inflation), 2 or more percentage 

points; 

 Loan amounts greater than or equal to $65,939 (indexed for inflation) but less than $109,898 

(indexed for inflation), 3.5 or more percentage points; 

 Loan amounts less than $65,939 (indexed for inflation), 6.5 or more percentage points. 

The rule also establishes threshold amounts for covered subordinate lien loans.   

 

IBA members appreciate the consistency provided in this rule-making.  Use of the APOR for a comparable 

transaction as of the rate set date as the index by which to determine QM eligibility, versus another index or 

date of determination, best facilitates successful implementation of the rule.  Mortgage creditors use the 

same index as of the same date for reporting rate spread on HMDA reportable transactions as well as 

determining if a loan is higher priced mortgage loan per Reg. Z at § 1026.35. 
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Our members indicate the majority (typically 95 percent or more) of first lien mortgage loans made in 2019 

for which the bank sought GSE QM status met the proposed price-based thresholds. Our members explain 

generally the competitive nature of the mortgage market holds loan pricing within the ranges proposed.  

It is interesting to note however, that when APRs exceeded the proposed thresholds, it was not among the 

covered small loans of less than $65,939 as many anticipated, but rather loans in the $65,939 or more 

categories that pose greater risks, such as loans with higher LTVs requiring mortgage insurance or loans for 

which loan level price adjustments were imposed due to one or more risk factors such as imperfect credit 

history, lack of established credit history, higher DTI, length of employment, etc. Given the short comment 

period, a thorough analysis could not be conducted to determine if these risk factors (and therefore resulting 

increased loan costs) are more prevalent among low-to-moderate income consumers or a particular 

protected class. 

 

IBA members agree a safe harbor for compliance with certain verification standards proposed in comment 

43(e)(2)(v)(B)-3i would facilitate compliance certainty in the market regarding underwriting standards, 

particularly the secondary market. 

The Bureau indicates it is concerned significant compliance uncertainty would be created if Appendix Q is 

removed without providing clarification on how a creditor can evaluate various types of income, assets and 

debts. In an effort to provide compliance confidence, the Bureau offers a “safe harbor” for compliance if 

creditors employ verification standards the Bureau specifies.  In the preamble of the proposal, the Bureau 

suggests such standards could potentially include relevant provisions from 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, the Field Office Handbook for the Direct Single Family Housing Program and 

Handbook for the Single Family Guaranteed Loan Program of the U.S. Department of Agriculture (USDA), 

(“GSE and guarantor standards”) current as of the proposal’s public release. 

 

Our members believe use of the GSE and guarantor standards makes sense for the following reasons: 

 If compliance with the GSE and guarantor standards offer safe harbor for compliance with the 

verification standards, there should be little to no disruption in the secondary mortgage market as 

investors would continue to use the underwriting standard for which they are familiar when making 

GSE QMs. Thus, investors would have confidence they are correctly evidencing repayment ability.  

 Most mortgage creditors that underwrite to the Temporary GSE QM are familiar with the GSE and 

guarantor standards already, reducing the learning curve to begin their use. Nearly all of our 

members providing feedback on this proposal indicated they used at least one, if not more of the 

verification standards outlined in the proposal for loans sold to secondary market investors and 

would appreciate continuing to do so once the GSE QM expires. This, first and foremost, benefits 

consumers seeking long-term fixed rate loans; the same consumers who often fall within to low-to-

moderate income categories. 

 

While our members support the use of the GSE and guarantor standards, we do offer one suggestion for 

improvement.  As proposed, the creditor complies with the verification standards if it applies the standards 

of one or more of GSE or guarantors “current as of the proposal’s public release.” Proposed comment 

43(e)(2)(v)(B)–3.iv then would clarify that a creditor also complies if it conforms with revised versions of 

standards that the Bureau specifies, provided that the two versions are substantially similar. This provision is 

intended to allow creditors to use new versions of standards without the Bureau needing to amend the 
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commentary unless the new versions of the standards deviate in important respects from the older versions 

of the standards, however it will require creditors to constantly “look back” to make a determination the 

revised standards in place at the time of the ATR determination are substantially the same as those in place 

at the time of the proposal.  This adds both compliance burden and uncertainty to use of the GSE and 

guarantor standards. 

 

One of the main advantages of using the GSE and guarantor standards mentioned in the preamble is it would 

permit the industry to be more responsive to emerging economic and market risks such as the recent COVID 

pandemic.  Because agencies such as Fannie Mae, Freddie Mac, FHA, VA and the USDA are not required to go 

through the formal rule-making process required of the Bureau, standards for evidencing repayment ability 

can be more readily adapted to reflect emerging market and economic risks and trends.  This was clearly 

evidenced through the COVID pandemic as the fore-mentioned agencies issued supplemental information 

multiple times to respond the unique financial challenges resulting from COVID-related layoffs, furloughs, 

and other consumer income disruptions. These changes, at times, represented a significant change but may 

not be deemed “substantially the same” as the proposal’s requirements in more normal, non-pandemic 

times.  To ensure verification standards keep pace with changing economic conditions, we suggest that 

instead of using the GSE and guarantor standards “current as of the proposal’s public release,” creditors 

should use the GSE and guarantor standards current as of the ATR determination date.  Comment 

43(e)(2)(v)(B)–3.iv should also be revised to clarify that a creditor also complies with the verification 

standards if it conforms with most recent previous version of the GSE and guarantor standards as of the date 

of the ATR determination, provided that the two versions are substantially similar.  This would eliminate the 

need for creditors to constantly look back to the standards in place at the time of this proposal to make a 

determination that the standards are substantially the same.  

 

IBA members express grave concerns related to the proposed special rule found in § 1026.43(e)(2)(vi) – 

comment 4 regarding how to calculate the APR for certain loans for which the interest rate may or will 

change within the first five years for purposes of comparing the covered loan’s APR to the applicable APOR 

when determining if the loan qualifies as a General QM under the price-based approach proposed by the 

Bureau. 

The Bureau proposes a special rule for calculating the APR to be used for adjustable rate mortgage loans for 

which the interest rate may or will change within the first five years after the date on which the first regular 

periodic payment is due.  Rather than using the long-standing, proven method of calculating a composite APR 

for adjustable rate mortgage loans as outlined in comment 8 to §1026.19(c)(a), the Bureau proposes 

creditors must utilize a new, separate, additional APR calculation based upon the highest rate possible in the 

first five years for the full term of the loan. Our members find this proposed additional step extremely 

burdensome, unwarranted as well as detrimental to consumers. 

 

Use of the highest rate possible in the first five years from the first payment date is first and foremost 

detrimental to consumers as the calculation will result in an inflated APR that will likely make the loan 

ineligible for QM status; thus creditors would not be able to obtain the safe harbor status of QM.  It is highly 

probable the unintended outcome would be such products would no longer be offered to consumers as a 

financing option. To be clear, some consumers benefit from these products - such as those who do not intend 

to live in a home for a long period of time (e.g., consumers who relocate with their jobs every 2-5 years) and 

consumers who at the time of application have limited incomes but are scheduled for significant income 
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increases within the ARM adjustment period (e.g., recent college graduates who will receive salary increase 

after completing probationary period with their employer). 

  

The process of completing a new, separate APR calculation is extremely burdensome and will ADD 

compliance risk and uncertainty to the mortgage market for creditors offering ARM products. The Bureau 

repeatedly notes in the preamble discussion one goal of the price-based threshold is to increase compliance 

certainty in the market to facilitate as little disruption as possible upon the expiration of the GSE QM.  

Adding a new calculation/process increases compliance risks and is counter-intuitive to the Bureau’s goal of 

adding compliance certainty through this rule-making process.  

 

A new APR calculation adds to the costs of system updates, staff training, and compliance monitoring; costs 

that would likely be passed on in one form or another to consumers. In addition, making such a dramatic 

change to software systems and processes will likely require significant lead time to implement.   The 

addition is also unwarranted. Regulation Z’s current requirement to calculate a “composite APR” for loan 

with adjustable rates in which the initial rate is not based on the index plus margin used for later adjustments 

has proven to provide consumers with meaningful information and has served the purpose of the ATR/QM  

well thus far.  The maintenance of the current ATR-QM product features limitations, retention of the 

requirement to consider and verify income and debts in the credit decision process, coupled with the 

proposed price-based threshold deem such a drastic step unnecessary.  

 

IBA members urge the Bureau to remove this provision and retain use the composite APR calculation for 

purposes of the price-based threshold test for adjustable rate or step rate products.  Alternatively, if the 

Bureau is truly concerned about short-term reset products that could result in payment shock to consumers, 

the focus of the rule-making should be directed to those truly short-term reset periods which pose the 

greatest risks to consumers such as loans with fixed rate periods of 24 months or less.   

 

IBA members support the expansion of the Safe Harbor threshold. 

The Bureau is requesting comments on the safe harbor threshold provided in the current rule but does not 

propose to change the existing rule. If the price-based General QM thresholds are adopted as proposed, 

loans with a rate spread of more than 2 percent would not qualify as a General QM.  As a result, a loan that 

otherwise meets the definition of a General QM would receive safe harbor protections if the APR exceeds the 

APOR for a comparable transaction by less than 1.5 percent and the rebuttable presumption of compliance 

protections would only apply if the General QM’s APR exceeded the APOR between 1.5 percent and less than 

2 percent as of the interest rate set date.   

 

IBA members find the current regime of “safe harbor” and “rebuttable presumption of compliance” 

protections complex. The original rule attempts to provide an incentive to mortgage creditors to make “lower 

priced” QMs by offering safe harbor protections for QM’s with lower APRs.  However, the line of distinction 

between safe harbor protections and rebuttable presumption of compliance protections are not clear and 

there is yet to be evidence as to the practical value of the safe harbor versus rebuttable presumptions that 

accompany QM Loans.  As a result there is much uncertainty in the marketplace of the real value, if any, of 

the rebuttable presumption of compliance. A creditor could still find itself in court providing evidentiary 

proof it made a reasonable and good faith determination of a consumer’s repayment ability at the time of 

consummation should a consumer challenge a rebuttable presumption QM.  
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IBA members support increasing the current safe harbor threshold for first lien QMs from 1.5 percent to 2.0 

percent and transitioning to single level of safe harbor protection.  Creating a single safe harbor threshold 

consistent with the proposed QM-priced based threshold will resolve some the uncertainty related to QM 

protections.  More importantly, it will maintain the ability for consumers to raise legal challenges for 

egregious failures by mortgage lenders who fail to comply with the ATR/QM requirements and remove some 

of the questions related to the responsibilities of the parties involved in the legal process. 

 

We thank the Bureau for its thoughtful consideration of our comments.  If you have any questions related to 

these comments, please feel free to contact me at 800-532-1423 or via the email address below.  Thank you 

for your time and consideration. 

 

Sincerely, 

 

Ronette Schlatter, CRCM 

Sr. Compliance Analyst, III 

Iowa Bankers Association 

rschlatter@iowabankers.com  

 

 

 

 

mailto:rschlatter@iowabankers.com

