
The Rate is What?

Understanding Risk-Based Pricing! 

Charter Oak Systems, LLC  Copyright 2015 1



Charter Oak Systems, LLC  Copyright 2015 2



Channels Price Differently
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Originator

Mortgage

Loan 

Originator



MLO Compensation

What & Why The Change?

(Post) Basis Points Comp

 $100,000 loan amount

 LO Comp = 65 bps

 Fee on loan=2 points

 Gross Fee = $2,000

 Commission = $650

(Pre) Percentage Comp

 $100,000 loan amount

 LO Comp = 65%

 Fee on loan=2 points

 Gross Fee = $2,000

 Commission = $1,300
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LO COMP RULE



Pricing 

& 

Locks
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Are You Quoting Rates?

• Are you licensed to quote rates?  (SAFE ACT)

• Law requires full disclosure to all consumers

• Does the rate cover the closing date?

• Lock periods – can be anything lender chooses

Disclosure – No bait & switch

• Where do you get your rate to quote?

Source of Rates?

• Does borrower need lender credit for closing costs?

• Will the rate affect DTI?

Will the rate/price affect the approval?
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Terminology

 Subject property – the one being financed

 FICO Score =  “representative score”

 Representative score

 Middle of three scores for one borrower 

650, 699, 666 = 666

 Lowest middle score if > one borrower

604, 633, 700 

 LTV – loan to value ratio (%)

 loan amount divided by value of the subject property

Loan amount $100,000/value $200,000 = 50-% LTV
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DEBT TO INCOME (DTI) RATIOS

Gross Monthly debt/monthly income

Front = PITI ÷ monthly income

$2,500 PITI ÷ $10,000 income = 25%

Back = PITI + all other monthly debt ÷ income

$4,000 debt ÷ $10,000 income = 40%

Charter Oak Systems, LLC  Copyright 2015

8

+ + +

What if front ratio = back ratio?



Pricing Terminology 

Above Par

Paid by
lender 

(YSP)

Lender Credit

Par

Break even 
rate

Discount

Paid to
lender

Discount 
points
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Do buyers have cash or need cash?



Price Vs Rate

Rate

determines 
interest charged 
over life of the 

loan

Price 

determines the 
cost of the rate

Price is affected 
by risk factors

Higher the risk, 
the higher the 

price

The 2014 
Qualified 

Mortgage rule

limits total 
originator 

compensation to 
3.00% of the 
loan amount.  

Effective 
January 10, 

2014.
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Rate Sheets & Buying Power
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How Price Buys Rate

• 3.75% rate price = 2 points paid by borrower

Rate decrease = price increase:

• 4.00% rate price = 1 point paid by borrower

Rate increase = price decrease:

• 4.25% rate cost borrower = “0” points

“Par” refers to no points from borrower or 
lender:

• 4.75% rate credit to borrower = 1 point paid by lender

Lender  credit  = price exceeds PAR price (above 
par):
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Rate Sheet
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Par = 100.00

100.000
- 99.819 =

0.181 cost to borrower

100.000
- 100.465 =
- 0.465 credit to borrower

$100,000 loan
Cost =    $181.00 = 4.25%
Credit = $465.00 = 4.375 Discount points must result

In rate reduction

When did you lock?
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Price and Rate Factors

LTV & credit score – primary factor

Transaction type

Loan amount 

Property type

Occupancy

Loan type
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LTV & Credit  (FICO) Score

• Higher LTV potentially higher the price/rate

• If Mortgage Insurance is required, lower price, loan is 
insured

• Low LTV can offset risk (55% LTV vs 95% LTV)

Loan to Value (LTV)

• Higher the score, the lower the risk

• Lower the score, the higher the price

FICO scores

• Important indicator of risk

• Usually determines interest rate and price available to 
borrower

• HIGH LTV combined with LOW FICO equals higher risk

Combination of LTV & FICO
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FHA up to 96.5% LTV



Transaction Risk

Purchase

Rate/Term Refinance (R/T) 

Cash out Refinance (C/O)

Construction
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Refinances of owner occupied properties allow for a 3-day rescission period
Under TILA -If borrower doesn’t want loan –

they have 3 days to back out after signing
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Loan  Amount Risk

 Conforming = $ 417,000

 High balance = $417,001 - $625,500*

 Jumbo = Over $417,000 or $625,500

Geographic Loan Limits by Address
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Loan Type Risk

 Fixed rate  (20-30 years)

 Fixed rate (10-12 years)

 Fixed 10-30 years

 ARMS

1 year

3 year

5 year

7 year

10 year

 2/6% caps OR 5/2/5% caps

Geographic Loan Limits by Address
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Occupancy Risk

Owner occupied

2nd home or vacation property

Non-owner-occupied (investment)
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No Escrow = 

No Taxes or Insurance 

NOO = 

Non Owner Occupied

Homestyle = 

Fannie Mae 

Homepath Reno = 

Fannie Mae Renovation

High Balance = 

$417,000 - $601,450



Property Type Risk

 Single family –

 PUD detached

 Condominium,

Low rise 1-4 stories

High rise > 4 stories

 2-4 family 

 Co-op  (cooperative)
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Which has more risk?
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Pricing When Transactions Change

Causes of “Change of Circumstance”

Program change

Points structure 

LTV 

Documentation

Property 
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Underwritten as a single family, that has 2nd kitchen downstairs!



So Can Buyers Negotiate?

Expectations

Negotiable costs or rates

When can you negotiate?

What’s not negotiable?
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Sample Loan Level Price 

Adjustments (LLPA)
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Which is Better for Borrower?
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*

CONVENTIONAL
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Calculate Pricing Adjustments 

Transaction 

Characteristics

Base

Rate
Adj. Price

Base Rate and Price 4.50% (1.552)

Loan Amount 165,000 0.250 (1.802)

Investor/non-owner

occupant 3.500 1.198

Condo 0.750 1.448

Down Payment 20% -

Fico 688 3.50 3.448

Total Points Cost to Borrower = 3.448
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State Pricing Adjustments
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Quoted Rate 

for CT

They buy

in NY

SAME 

PRICE?



Credit Score Factor
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648 FICO
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758 FICO



Same Program – Different Terms?
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ARM Pricing Components

Index – (T-bills, 
LIBOR, CMT,)

•Variable tied 
to market

•As market 
changes, index 
changes  

Margin 

•Fixed for life 
of loan

•MAY be 
adjusted for 
higher risks
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Historic Pricing Adjustments
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Option ARM Adjustments

FEATURES “ADD-ONS”

Non-Owner Occupied .40% to rate/margin/life cap

90% LTV .60% to rate/margin/life cap

Loan amounts > $1,000,000 No Add on 

3-4 Unit properties .50% to pts or 14 bps to margin

40 year terms .50% to base start rate

40 year terms .25% to pts or 7 bps to margin

Foreign Nat’l & Temp Res LTV, 70% .50% to pts or 14 bps to margin

Co-op (approved areas only) .125% to pts



Relock – Extensions – Float-downs
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Lock Considerations When Locking

Lock period

Closing date***

Escrow waiver

Does borrower need cash?

Rescission period (refi)

Change of circumstances
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Lock Period & Closing Date

• 15,30,45,60, 90 days (essentially, any period a lender chooses to 
offer)

• >60 DAYS generally considered (“extended lock”)

• Advising on paying for long term rate locks

Available lock periods: 

• GET OUT THE CALENDAR – HOLIDAYS!!!

• # of days needed from lock to close

How much time before closing? 

• Refinances of primary do not fund same day closed

• Wet or dry fund?

Closing vs. funding

• Could be 5 days between close & fund

3 day right of rescission
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Escrow Options

Escrow taxes only

Escrow taxes and insurance

Waive escrows at what cost?

Which one has highest risk?
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Renegotiating Rate/price

• Closing date changed

Lock extensions

• Didn’t get lock form in time

Change of rate

• Lock expired

Customer change

• Company Policy?

Float Down
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Customer

Loan Officer



Final Decision-Rates & Locks

Lenders determine risk

Risk determines price

Price determines rate

Customer shops

The Free Market!
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Consumers Deserve Disclosure

Fair and honest treatment

Full disclosure

Understand there are nuances of pricing

Expect timely communications
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142 years!
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It IS About the Rate…

How to get it right?

 Different lenders will quote different rates

 RE agents should be careful not to quote rates

 The rate has to price for the transaction risk

 Get buyers cash for closing costs

 Educating by converting price to dollars

 The lowest rate isn’t always the best option

 Borrowers have many choices

 MLOs must complete needs assessment

 Options presented must be buyer appropriate!
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