12-MTA Index Advantage

Adjustable Rate Mortgage (ARM)
A mortgage with an interest rate and payment that changes periodically over the life of the loan
based on changes in a specified index.

What is an Index?

An index is an independent, published economic indicator. there are a variety of commonly used
interest rate indices including the 12-Month Treasury Average Index (12-MTA), the 11th District
Cost of Funds Index (COFI) and the 1-Year Constant Maturity Index (CMT). Lenders use indices
to establish the interest rate for an adjustable rate mortgage. Additionally, ARM rates follow the
movement of these indices. The lender adds a specified number of percentage points, called a
margin, to the index to establish the actual ARM interest rate.

What is the 12-MTA?

The 12-Month Treasury Average Index (12-MTA) is based on average annual yields on U.S.
Treasury Securities adjusted to a constant maturity of one year, as made available by the Federal
Reserve. The 12-month average is determined by adding together the annual yields for the most
recently available 12 months and dividing by 12.

Stability: The 12-MTA Advantage

The 12-MTA Index does not move up or down as rapidly as other market interest rates because
the 12-MTA is an average of annual yields on U.S. Treasury Securities over a 12-month period.
As a result:

Higher yields are offset by lower yields on a monthly basis throughout the year
It creates an index which is far less volatile than other pure-rate indices
Interest rate increases take longer to affect the 12-MTA than other ARM indices

Historically, home loans tied to the 12-MTA have not exhibited sharp interest rate increases such
as those that occurred in the late 1980s. Additionally, unlike more volatile indices, the 12-MTA
has never increased more than .25% in any month for over a decade.

Comparing ARM Indices

The following chart compares the movement of the 12-MTA Index to other popular indices.
Historically, those indices may fall faster when interest rates drop, but they also climb more
quickly when rates increase. Generally, the 12-MTA Index will rise and fall more gradually than
the other interest rate indices.

Index Comparison Graph of Major ARM Indices
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Index plus margin generally equals interest rate. "'-.I
Interest rate will vary based on margin level charged by individual lender.
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Why the 12-MTA Declines While Other Rates Rise

Even when other rates rise, the 12-MTA Index usually continues to decline for several more
months because the 12-MTA is calculated as a 12-month moving average. As a result, it takes a
longer period of time for interest rate increases to affect this calculation as lower values
throughout the 12-month period keep index increases in check. That means you can enjoy the
stability of your 12-MTA ARM, compared to other interest rate indices that generally rise and fall
more rapidly.

A History of the 12-Month Treasury Average Index
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What the 12-MTA Index means to you:

Stability
Reliability
Ease of Mind



