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Option ARM Loan Description & Risk Assessment 
Date: _________________ 
 
Borrower: _______________________________  
 
Loan Amount: $_____________  
 
Term of the loan:  15 years  30 years  40 years  Other ____________ 
 
You  Do  Do not have a pre-payment penalty period. If you do, the period is ________ years. If 
you pay more than 20% of your principal balance during any year before the pre-payment period 
ends, you will pay a penalty of ____________________________________. 
 
Initial Minimum Payment Rate: _________%  
 
Actual Interest Rate as of this date: _________% 
 
Minimum Payment $______________ Interest Only payment $________________ 
 

 The Actual Interest Rate adjusts every ____________ months. It is calculated by adding your 
Margin and your Index. 
 
Margin: __________%  Index Name: _______________ Index Value (currently) __________%   
 
Your loan has a life cap of __________%. 
 
Your loan is termed an “Option ARM” because it is an Adjustable Rate Mortgage, and you have 
payment options, up to a point. Assuming your loan does not recast prior to the scheduled date 
(please see “Recast” section below), you will have the following payment options every month for the 
first _________years. 
 
Minimum Payment – This payment is a principal and interest calculation using the minimum 
payment rate listed above. The minimum payment is usually lower than the interest only payment. 
However, if it is greater than interest only payment, then the interest only option disappears that 
month (or any month in which this situation occurs). The minimum payment is the least you can pay 
every month, independent of all other payment options. The minimum payment increases by 7.5% 
every 12 months. Below is your minimum payment schedule (assuming no pre-mature recast). You 
are allowed a minimum payment option for _______years. Beyond that point, you will no longer have 
a minimum payment option. 
 
Interest Only Payment – Your interest only payment option is calculated monthly using your 
Actual Interest Rate (calculated as the sum of your Margin and the value of your Index that month). 
Index values change often, therefore your actual interest rate will also change often. You have an 
interest only option for _______years. After that point, you will be required to pay principal and 
interest. 
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30-year Amortized Payment – Your 30-year amortized payment option represents the principal 
and interest payment you would need to make in order to pay to pay off your loan in 30 years. Like 
the interest only payment, it is calculated using your Actual Interest Rate that month (calculated as 
the sum of your Margin and the value of your Index that month). 
 
15-year Amortized Payment – This option is identical to the 30-year amortized option above, 
except that it calculates the payment you would need to make in order to pay off your loan in 15 
years. 
 
Note: You will always see the payment change on the statement after the month the change takes 
place, because mortgage payments cover the previous month’s interest and principal. 

Your Minimum Payment Schedule by Year 
 

Year Minimum Payment Year Minimum Payment 
1  6  
2  7  
3  8  
4  9  
5  10  

 

Recast Terms 

Recast Points 
If your minimum payment is less than your interest only payment and you pay the minimum 
payment, the difference between the two payments will be added to your loan balance. You are 
allowed to add principal to your loan balance up to _________% of your original loan balance, which 
for you is $________________. If your principal balance reaches this amount, your loan will “recast.” 
When your loan recasts, you will be required to pay principal and interest payments 
which are calculated using the Actual Interest Rate that month and amortizing the loan 
over the remaining term of the loan. 
 
For example, if you were to trigger a recast in the 4th year of your loan term, your recast payment 
would be amortized over 26 years at the Actual Interest Rate that month. You are well advised to 
watch your principal balance and avoid triggering a premature recast! Following are the 
highest and lowest payments you could experience if your loan balance hits the recast point prior to 
its scheduled recast. 
 
Scheduled Recast Point 
Regardless of principal balance, your loan will recast on ________(date).  
That is  5  10 years from initial loan date. 
 
Payment Increase Cap 
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You  Do  Do not have a payment increase cap of 7.5% after recast. If you do not have this 
cap, please see possible payments you can experience at recast below. If you do have this cap, your 
payment at recast will become the lesser of the principal and interest payment calculated using the 
criteria below, or your payment prior to recast multiplied by 1.075 (i.e. if your payment prior to recast 
is $1,000, your new payment would not exceed $1,075) 
 
Worst Case Payment at Recast 
 
Your loan has a life cap of __________%. This is the highest your interest rate can become at any 
point, regardless of Index value. The following payments are calculated using the maximum interest 
rate allowed and the maximum loan amount allowed (which is the $________________ balance at 
your recast point stated above). Your loan balance at recast will be fully amortized over the 
remaining term of your loan. 
 
Worst Case Payments by year:  

Year Recast Occurs Highest Payment You Could Experience 
2 $______________ 
3 $______________ 
4 $______________ 
5 $______________ 

 
Best Case Payment at Recast 
 
The lowest your interest rate can become cannot be lower than the Index Value plus your Margin. 
Index values cannot be less than zero; and in reality don’t go below 1%. Therefore, the lowest you 
can reasonably expect your interest rate can become at recast is __________% (i.e. 1% + your 
Margin). Your loan balance at recast will be fully amortized over the remaining term of your loan. 
Best Case Payment:  

Year Recast Occurs Lowest Payment You Could Experience 
2 $______________ 
3 $______________ 
4 $______________ 
5 $______________ 

 

Summary of Your Loan Terms 

The Option ARM loan can be confusing for many people. Therefore, reiterating the terms of your loan in 
summary form may be helpful: 
 
 Your initial minimum payment rate is __________%. This rate will increase slightly (i.e. payment will 

increase 7.5%) every _____months. 
 

 You are allowed a minimum payment option for _______years. 
 
 Your Margin is __________% 

 
 Index Name: _______________ Index Value on ________(date): __________%   
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 Actual Interest Rate as of this date: _________% (Margin plus Index value) 

 
 The Actual Interest Rate adjusts every ____________ months. 

 
 You have an interest only option for _______years. After that point, you will be required to pay 

principal and interest. 
 
 You  Do  Do not have a pre-payment penalty period. If you do, the period is ________ years. 

 
 Term of your loan:  15 years  30 years  40 years  Other ____________ 

 
 You are allowed to add principal to your loan balance up to _________% of your original loan balance, 

which for you is $________________. 
 
 Interest Only payments are an option after recast  Yes  No   

 
 Regardless of principal balance, your loan will recast  5  10 years from initial loan date. 

 
 Your loan will recast periodically after initial recast  Yes  No   

 
 If “yes” above, your loan will recast every _______years after initial recast. 

 
 Your payment increase capped at 7.5% over prior payment at recast  Yes  No   

 
 Your Life Cap is __________% 
 

Completed by: 

 
Lender’s Representative: I certify that the above is true and correct to the best of my knowledge. 
 
 
____________________________________________ _____________________________ 
Signature      Date  Print Name 
 
 
I/we certify that we have read and understand the above terms: 
 
 
_____________________________________  _____________________________________ 
Borrower       Co-borrower 


	Your Minimum Payment Schedule by Year

