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Change Your  
‘Target-rich’ Market

Adjusting to Non-Conventional Mortgage Products  
and Compliance Disciplines

Borrowing shamelessly from one of hot-shot pilot Maverick’s famous lines in the original Top Gun 
film, the sudden and rapid interest rate rise has predictably contracted what had for years been a 
“target-rich environment” for qualified mortgage lending. But that’s not the end of the story. It’s 

just another sequel, as lending veterans can attest.
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Adjusting to Non-Conventional Mortgage Products  
and Compliance Disciplines

In addition to federal regulatory re-
quirements governing higher priced 
and high-cost mortgage originations, 
several states have their own HPML 
and high-cost mortgage 
loan laws. Similar triggers 
are now embodied in the 
QM rule, including a rate 
spread and points and fees 
test, since the old debt-to-
income (DTI) test was aban-
doned in the new QM rule.

In a rising rate, margin-
compressed environment, CU 
lenders cannot afford compli-
ance mistakes. By reviewing 
and preparing for these addi-
tional compliance obligations, 
credit unions can avoid mort-

gage lending regula-
tory pitfalls. 

Being mindful of 
the current mort-
gage lending cycle, 
CUs should pri-
oritize independent 
quality control test-
ing and objective re-
views of loans. Rate spread is 
not the only triggering test for 
federal (and many state) high-
cost mortgage loans. Points 
and fees alone, regardless of 
rate, can trigger high-cost sta-
tus. Relying on the HPML or 
high-cost status established 
during origination is not suf-
ficient. CU lenders should in-
dependently evaluate whether 
loans are HPML or high-cost 
mortgage loans since the loans 
actually close at, or shortly af-

ter, closing. For CUs in rural or other 
areas with low home prices, evaluat-
ing high-cost status for loans is espe-
cially imperative, as points and fees on 
smaller loan amounts can quickly push 
a loan into high-cost territory. Lenders 
must actively think beyond rate spread 
and evaluate the points and fees — in-
cluding state high-cost tests — to stay 
ahead of compliance obligations.

Another fundamental line of defense 
CUs can build to maintain compliance 
is training staff for greater expertise on 
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its non-QM and ARM products. From 
loan officers to frontline staff, knowing 
the additional steps and disclosures re-
quired when borrowers apply for non-

QM or higher-priced mort-
gage loan products creates 
more eyes on the moving 
pieces that accompany what 
have been for many years not 
“non-conventional” loans. 

In this environment, com-
petition is tough, and that’s 
when mistakes tend to be 
made. With the rise in rates, 
loan officers are focused on 
hunting down every deal. 
That’s why keeping internal 
checks and balances helps 
ensure that quality loans are 
being originated.  

We’re entering a more 
complex headwind in the 
lending cycle that we haven’t 
navigated in a long time, so 
compliance departments 
need to be on their toes. 
Data from the Mortgage 
Bankers Association show 

that ARMs now account for almost 
10% of all mortgage applications in the 
US, compared to just 3% at the start of 
the year. CUs should conduct indepen-
dent testing to make sure they’re not 
inadvertently getting sideways of anti-
predatory lending laws. Again, with 
apologies to Top Gun’s Maverick, the 
“need for speed” has been supplanted 
by the need for a disciplined approach 
to mortgage lending, where internal 
checks and balances are a priority. 

“

“

Being mindful 
of the current 

mortgage 
lending cycle, 
CUs should 
prioritize 

independent 
quality control 

testing and 
objective 

reviews of loans. 

“

“With the rise 
in rates, loan 
officers are 
focused on 

hunting down 
every deal. That’s 

why keeping 
internal checks 
and balances 

helps ensure that 
quality loans  

are being 
originated.  

Although current market condi-
tions challenge their use of traditional, 
30-year fixed products, credit union 
mortgage lenders can serve their hous-
ing purchase borrowers with alterna-
tives such as adjustable-rate mortgages 
(ARMs) and other non-conventional 
products. Designed to help borrowers 
during price and interest rate cycles 
with acceptable lending risk, ARMs 
and non-conventional products serve a 
homeownership-supportive role that is 
especially effective when executed with-
in compliance guidelines. 

According to a new report by Redfin, 
the typical homebuyer can save an esti-
mated $15,582 over five years, or rough-
ly $260 per month, by using an adjust-
able-rate mortgage — the largest dollar 
volume savings for ARM hold-
ers since 2015. However, it’s 
important to remember where 
the compliance complexities 
lurk and head them off at the 
pass.

For example, today’s con-
vergence of market condi-
tions and increased competi-
tive pressure, increases the 
likelihood that CU mortgage 
lenders may originate loans 
in which a borrower’s annual 
percentage rate (APR) ex-
ceeds the average prime offer 
rate (APOR) by a designated 
threshold amount, thus trig-
gering a heightened demand 
for higher-priced and high-
cost testing. 

These factors assemble 
a need to increase inde-
pendent testing and train 
staff to ensure that quality control 
and quality assurance practices are 
up to date, always emphasizing that 
ARMs and non-qualified mortgage 
(QM) products have serious, mis-
sion-critical compliance obligations. 
For example, when originated, fed-
eral higher-priced mortgage loans 
(HPMLs) require written apprais-
als and established escrow accounts. 
Federal high-cost mortgage loans also 
demand additional compliance steps 
and have prohibited loan features. 




