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Chapter 7 – Qualified Mortgage Update Handout 

Note: this handout updates the content found on pages 197-199 

ATR Safe Harbor Protection 

With certain exceptions, TILA (Regulation Z) requires creditors to make a reasonable and good faith 

determination of a consumer’s ability to repay (ATR) any residential mortgage loan and identifies the 

factors a creditor must consider in making a reasonable and good faith assessment of a consumer's ATR. A 

creditor that violates ATR requirements may be subject to government enforcement and private actions. 

In January 2013, the CFPB issued a final rule amending Regulation Z to implement TILA's ATR 

requirements. This final rule, and later amendments, is referred to as the ATR/QM rule. The rule defines 

features/requirements for a loan to fall under a category of qualified mortgage (QM) which is generally 

defined a mortgage that prohibits or limits the risky features that may harm consumers. Loans that meet the 

QM requirements set forth by the ATR/QM rule are entitled to a presumption that the creditor making the 

loan satisfied Regulation Z ATR requirements. 

The line the CFPB draws with the ATR/QM rule is one that has long been recognized as the rule of thumb 

that separates prime loans from subprime loans. 

• The ATR/QM rule provides that consumers may show a violation with regard to a subprime

qualified mortgage by showing that, at the time the loan was originated, the consumer’s income

and debt obligations left insufficient residual income or assets to meet living expenses.

• With respect to prime loans, if a prime loan satisfies the qualified mortgage criteria, it will be

presumed that the creditor made a good faith and reasonable determination of the consumer’s

ability to repay and the lender will enjoy a safe harbor from liability.

• The rule excludes open-end credit plans, timeshare plans, reverse mortgages, or certain temporary

loans.

Until recently, the ATR/QM rule defined two categories of qualified mortgages:  

• General QM. Requires mortgage loans to comply with points-and-fees limits, prohibitions on

certain loan features, and other underwriting requirements, including a DTI ratio limit.

• Temporary GSE QM. Provides QM status to loans conforming to GSE guidelines of Fannie Mae

and Freddie Mac as well as all other QM requirements, except that they do not have to meet the

DTI ratio limit.  The provision that created this temporary QM category is referred to as the GSE

Patch.

At the end of 2020, the CFPB amended Regulation Z to change one aspect of the General QM loan 

definition by replacing the DTI ratio limit with an APR limit. That new definition is effective on March 

1, 2021 with mandatory compliance on October 1, 2022. Applications received between March 1 and

October 1 may use either standard.  In addition, the Temporary GSE QM will be phased out as of
October 1, 2022 and conforming loans must meet the same APR limitations as General QMs.  The

amendment also created a third category of QM, called the Seasoned QM.   

[See https://www.consumerfinance.gov/rules-policy/final-rules/] 
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Ability-to-Repay and Qualified Mortgage Rule 

General QM Underwriting Requirements 

As set forth by the ATR/QM rule, to receive safe harbor from liability, a creditor must generally verify and 

consider eight types of information when establishing the borrower’s ability to repay a mortgage loan:  

1. Current income or assets

2. Current employment status

3. Borrower’s credit history

4. Monthly payment for the mortgage

5. Borrower’s monthly payments on other simultaneous mortgage loans

6. Monthly payments for other mortgage-related expenses (such as property taxes, hazard insurance,

private mortgage insurance)

7. Other debts of the borrower

8. Monthly debt payments, including the mortgage, compared to the borrower’s monthly income (debt-to-

income ratio)

Lenders must conclude that the borrower can repay the loan. For example, lenders may look at the 

consumer’s debt-to-income ratio–total monthly debt divided by their total monthly gross income. 

Knowing how much money a consumer earns and is expected to earn and knowing how much they already 

owe helps a lender determine how much more debt a consumer can take on. 

Note: Records must be retained to demonstrate compliance by lenders for three years. 

[For more information, see 12 CFR §1026.43 (as amended) Minimum standards for transactions secured 

by a dwelling (Regulation Z)] 

Teaser Rates Cannot Mask True Cost of Mortgage 

Lenders cannot base their evaluation of a consumer’s ability to repay on teaser rates. Lenders must 

determine the consumer’s ability to repay both the principal and the interest over the long term − not 

just during an introductory period when the rate may be lower. Specifically, the loan must be underwritten 

based on a fully-amortizing schedule using the maximum rate permitted during the first five years. 

If a lender complies with the clear criteria of a qualified mortgage, consumers will have greater assurance 

that they can pay back the loan. 

Features of General QM 
As set forth by the ATR/QM rule, for a loan to fall under the category of a General QM it must 

adhere to the following: 

1. No excess upfront points and fees: Limits points and fees, including those used to compensate loan

originators, such as loan officers and brokers. A loan generally cannot be considered a qualified

mortgage if the points and fees paid by the consumer exceed 3% of the total loan amount,

although certain bona fide discount points are excluded for prime loans. See chart for 2021 trigger

amounts.

For a loan amount greater than or equal to $110,260 3 percent of the total loan amount 

For a loan amount greater than or equal to $66,156 but less than $110,260 $3,308 

For loans greater than or equal to $22,052 but less than $66,156 5 percent of the total loan amount 

For a loan amount greater than or equal to $13,783 but less than $22,052 $1,103 

For loans less than $13,783 8 percent of the total loan amount 
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2. No toxic loan features: Cannot have risky loan features, such as:

• Terms that exceed 30 years

• Balloon payments

• Interest-only payments

3. Negative amortization payments where the principal amount increases.

No-doc loans not eligible: So-called no-doc loans where the creditor does not verify income or assets

cannot be qualified mortgages.

4. Prepayment penalties prohibited: Prepayment penalties are generally prohibited, except for certain

fixed-rate, qualified loans.

5. APR limit:  As of March 1, 2021, the APR on the loan may not exceed the average prime offer rate

(APOR) for a comparable transaction by:

• 2.25 or more percentage points for a first lien transaction with loan amount of $110,260 or more.

• 3.50 or more percentage points for a first lien transaction with loan amount of $66,156 or more and

less than $110,260.

• 6.50 or more percentage points for a first lien transaction with loan amount of less than $66,156.

• 6.50 or more percentage points for a first lien transaction secured by a manufactured home with loan

amount of less than $110,260.

• 3.50 or more percentage points for a junior lien transaction with a loan amount of $66,156 or more.

• 6.50 or more percentage points for a junior lien transaction with a loan amount of less than $66,156.

APR Limit: Safe Harbor v. Rebuttable Presumption 

To qualify for the safe harbor, which is a conclusive presumption of compliance with the ATR/QM rule, 

the APR may not exceed the APOR for a comparable transaction by: 

• 1.50 percentage points or more for a first lien transaction, or

• 3.50 percentage points or more for a junior lien transaction.

Loans with an APR greater than 1.50 percentage points but less than 2.25 percentage points above the APOR 

qualify for the rebuttable presumption of compliance, and loans with an APR of 2.25 or more percentage 

points above the APOR are not QM loans. 

Features of Seasoned QM 

The category of Seasoned QM is effective for loans resulting from applications received on or after March 

1, 2021. Under the ATR/QM rule, loans that meet the Seasoned QM criteria will qualify for a safe harbor 

under the rule, regardless of whether or not the loans are higher-priced mortgage loans.  

The basic requirements for loan to become a Seasoned QM are: 

• The loan is a fixed rate, first lien loan with a term of no more than 30 years (step rate loans would

not be considered fixed rate loans).

• The loan provides for regular periodic payments that are substantially equal and will fully

amortize the loan over its term, and the loan does not have an interest-only or negative

amortization feature.

• The total points and fees do not exceed the applicable limit for a QM.

• The loan is not a high-cost loan under Regulation Z.

• The creditor in underwriting the loan complies with the requirements under the General QM rule

to consider the consumer’s income or assets, debt obligations, alimony, child support and monthly

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

alimony and child support.
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• Subject to exceptions for transfers required by supervisory action or in connection with a merger

or entity acquisition, and an additional exception (explained in the next bullet), the creditor cannot

sell, assign or otherwise transfer the legal title to the loan before the end of the 36-month

seasoning period (calculated from the due date of the first periodic payment). The loan also

cannot, at consummation, be subject to a commitment to be acquired by another person, except for

a transfer pursuant to the additional exception added to the final rule.

• During the 36-month seasoning period the loan must have no more than two delinquencies of 30

or more days, and no delinquency of 60 or more days. If there is a delinquency of 30 or more days

when the 36-month point is reached, the seasoning period is essentially extended as it would not

end until there is no delinquency.

A loan that satisfies the requirements at the end of the 36-month seasoning period will become a 

Seasoned QM entitled to the safe harbor of compliance, whether it was provided as a non-QM loan, a 

rebuttable presumption QM loan under another Regulation Z QM loan category, or even a safe harbor QM 

loan under another Regulation Z QM loan category.  

Exercise 7.10: Knowledge Check 

1. Which statements reflect the purpose of the ATR/QM rule? (select all correct responses)

A. allow a borrower to obtain a stated income loan.

B. allow a borrower to sue the lender in federal District Court to cancel the loan.

C. allow a presumption that the lender followed the Ability-to-Repay guidelines if certain

requirements are made.

D. protect the borrower from a loan he may not be able to afford.

2. Which of the following are toxic features that are prohibited by the ATR/QM rule? Select all correct

responses.

A. interest-only payments

B. maximum term of 30 years

C. negative amortization

D. term that exceeds 30 years
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The SAFE Act  10

MLO Prelicensing Education Requirements
[See S.A.F.E. Mortgage Licensing Act – State Compliance and Bureau Registration System 
(Regulation H), 12 CFR 1008, §1008.105(d) Minimum loan originator license requirements.]

To become a state-licensed MLO, an applicant must complete at least twenty (20) hours of 
approved prelicensing education, which includes: 

• Federal law and regulation (3 hours)

• Ethics, including fraud, consumer protection, and fair lending (3 hours)

• Nontraditional mortgage products, which the SAFE Act defines as anything other than 30-
year fixed rate loan (2 hours)

• Elective topics (12 hours)

xCaution: It is up to each state to determine whether to also require state-specific 
topics, either as part of the 12 hours of electives or in addition to the 20 hours required.

Mortgage Loan Originator Test
[See S.A.F.E. Mortgage Licensing Act – State Compliance and Bureau Registration System 
(Regulation H), 12 CFR 1008, §1008.105(e)(1) Minimum loan originator license requirements.]

In order to meet the written test requirement as defined by the state, an individual must pass, 
in accordance with the standards established under this subsection, a qualified written test 
developed by the NMLS and administered by a test provider approved by the NMLS based 
upon reasonable standards.

All state-licensed MLOs must pass the national component of the SAFE Mortgage Loan Originator 
Test. Passing the Uniform State Content (UST) component of the national test qualifies an MLO 
to apply for licensure in a participating state, subject to any additional state requirements. 

The national component covers the following topics:

• Federal mortgage-related laws (24%)

• General mortgage knowledge (20%)

• Mortgage loan origination activities (27%)

• Ethics (18%)

• Uniform State Content (11%)

[See “SAFE Mortgage Loan Originator Test: National Component with Uniform State Test
Content Outline,” http://mortgage.nationwidelicensingsystem.org/profreq/testing/Pages/
TestContentOutline.aspx]

Minimum Competence
[See S.A.F.E. Mortgage Licensing Act – State Compliance and Bureau Registration System 
(Regulation H), 12 CFR 1008, §1008.105(e)(1) Minimum loan originator license requirements.]

An individual shall not be considered to have passed a qualified written test unless the 
individual achieves a test score of not less than 75% correct answers to questions. The national 
component of the SAFE Mortgage Loan Originator Test with Uniform State Content allows for 
a total of 190 minutes for the student to complete the test.

Chapter 10– Qualified Mortgage Update Handout 
Note: this handout updates the content found on page 261 




