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The Rate is What?

Risk Based Pricing for 
Real Estate Professionals

Charter Oak Systems, LLC Copyright 2025 
All Rights Reserved

This course is provided for educational purposes only.  It  is 
not intended to offer financial, legal, or professional advice. 

The information presented, including details about interest 
rates and pricing strategies based on current industry 
practices, market conditions, and guidelines as of the date of 
this course which are all subject to change.

Participants are encouraged to consult with qualified 
financial, legal and mortgage professionals to obtain 
guidance tailored to a specific situations.

The instructor, course provider, and any affiliated parties do 
not guarantee the accuracy, completeness, or applicability of 
the information presented. No liability is assumed for any 
decisions or actions taken based on the contents of this 
course.

By participating in this course, you acknowledge and agree 
to use the information provided at your own risk and 
discretion.
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Today’s Topics

1. Quiz Time
2. Why Rates Vary from Lender to Lender
3. Conventional Limits, Where Mortgages Come From & the NMLS
4. Pre-approvals and Why Rates Change
5. How Interest Rates Can Cover Agent Compensation 
6. Numbers Don’t Lie! The Fed &Where Rates Really Come From
7. Basis Points, MLO Comp and Rate vs. Price
8. Eligibility Requirements and Pricing for Risk
9. Risk Factors: LLPAs and the “Sweet Spot”
10.Interest Rate Lock Considerations

Quiz Time!
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Why Rates Vary and Who 
Controls Them Anyway?

Pursuing the lowest rate: a pointless pursuit.

Why Rates Vary…

• Rates change daily

• Sometimes rates change hourly

• Sometimes they increase

• Sometimes they decrease…

• Sometimes all in the same day!

• What about the COST?
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Can Money Be Put On Sale? 

Purchase Special Example (.125%)

Loan amount $100k – 150k .250%

Term > 15 years, FICO 740+, LTV 75%- 80% .500%

Pricing special:  Conforming FICO 740-759     (.125%)

Pricing special:  All Conventional Products     (.375%)

Originator compensation/Lender Profit          2.000% 

“He who has the gold…”

Why It’s All About the Annual Percentage Rate (APR)

APR = Total cost of financing as a percentage
A relationship of total finance charges to total amount financed
The APR is not the note rate
APR Must be disclosed whenever interest rate is quoted

What does the mean to you?Whenever an interest 
rate is quoted to a 

consumer, including 
advertisements, websites, 

or any print ad,
APR must be disclosed.
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New Conventional Loan Limits

Where Mortgages Come From

NMLS Consumer Access

2025 Conventional Loan Limits 

2024 limit:   $766,550

2025 limit:   $806,500

Increase of 5.2%

What Does This Really Mean?
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How Consumers Get Residential Mortgages

NMLS 
“Registered”

NMLS 
State-Licensed

Retail Bank 
Originators

Correspondent
Lenders/
Bankers 

Wholesale 
Brokers

Different channels and different pricing confuses consumers!

Who’s Financing the Purchase?

https://www.nmlsconsumeraccess.org/

Can a MLO Licensed in NY Issue a Pre-approval for PA Property?
Where to Verify the MLO License…
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Pre-Qualifications
& 

Pre-Approvals

“Pre-Qualifications”
vs. 

“Pre-Approvals”

TRUE OR FALSE:

Using a pre-approval guarantees a closing?

The process is more important than the words!

FALSE!



12/2/2024

8

When Pre-Approvals Become Invalid…

• Program change:
 Conventional to FHA

• Points structure:
 “0” points to 2 points 

• Rate change:
 4.875% to 5.375%

• Increase or decrease in LTV:
 Not enough cash
 Appraisal to low

• Documentation Requirements:
 Can’t meet program guidelines

• Property:
 SFR to condo

• Cash to close is short
 Not enough documented

BACK TO 
UNDERWRITING

Buyer’s Agent Compensation

How Interest Rates Can Cover Your 
Compensation When the Seller Won’t
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Buyer’s Agent Compensation

A Real Listing Agreement

What happens when sellers do NOT want to offer cooperating commission?

LPCs & BPCs – Interest and MLO Compensation 

• LO Comp Rule: set pricing for originators (not how it was before 2008)

• Origination Fee: $$ paid by buyer at closing at any interest rate and price

• Interest: $$ paid at closing or over life of loan, paid by the borrower or the lender

• (LPC) Lender Paid Credits: $$ paid by lender at closing in exchange for a higher interest rate

• (BPC) Borrower Paid Compensation: $$ paid by the buyer at closing

• Discount Points: $$ prepaid interest, paid at closing, for a lower rate over life of loan

Mortgage companies make money 
from origination fees.  

Investors make money from the 
interest paid.

If the borrower isn’t paying the 
origination fee, the interest rate is.
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3.50% Down Payment = 96.5% LTV

Assume BAC 2.25%: $ 10,125  

Purchase Price             $ 450,000

Base Loan Amount:   $ 434,250

UFMIP:                              $     7,599

Total Loan Amount:   $ 448,849

Cost of Interest Rate Paid by Buyer: 

4.75%   2.004%             $     8,995

5.25%    0.032%            $         144

Cost of Credit Paid by Lender

6.25% (2.469%)           ($  11,082)

6.75% (2.906)               ($  13,044)

FHA Interest Rates/Costs

Fannie Mae Defines
First-time homebuyer 

No property owned in last 3 yrs
A purchase transaction
Primary residence

3% Down Standard 97%  vs. HomeReady Guidelines
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3% Down HomeReady vs. FHA 3.5% Down

3% Down HomeReady vs. FHA 3.5% Down cont’d 
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• 5% down

• Purchase price:  $450,000

• Loan amount:      $427,500

• Credit score:  760

• Interest rate:  6.50% “0” points

• Principal and Interest:         $2,702

• Mortgage Insurance:           $    86

• Principal & Int w/ MI         $2,788 

• Taxes and Insurance           $   700

• Total Monthly Payment      $3,488 

Conventional:  5.00% down   vs   3.00% down

Differences in Rates and Payments

• 3% down

• Purchase price:  $450,000

• Loan amount:      $436,500

• Credit score:  760

• Interest rate:  7.0% “1.00” lender credit

• Principal and Interest: $2,904

• Mortgage Insurance:    $   131

• Principal & Int w/ MI     $3,035 

• Taxes and Insurance                $    700

• Total Monthly Payment            $3,735 

• Difference

• same

• $9,000

• same

• .50%

• $202

• $  45

• $247

• same

• $247

5% Cash Requirements:

Down payment:  $22,500

Financing closing costs:                $   8,000

BAC:  2.25%:                                  $10,125

Cash from buyer:                           $40,625

Points paid from buyer:                  $   - 0 –

Net cash from buyer:                     $40,625

Conventional 5.00% down   vs   3.00% down 

Differences in Cash Requirements

3%Cash Requirements:

Down payment:  $  13,500

Financing closing costs: $   8,000

BAC:  2.25%:                                         $ 10,125

Cash from buyer:                                   $31,625

Lender Credit:                                       ($ 4,365)

Net Cash From Buyer:                           $27,260

($9,000) lower down payment
($4,365) lender credit

Buyer needs          $13,365 less cash for closing!

• Difference

• $9,000

• same

• same

• $9,000

• ($4,365)

• (13,365)

Will This Always Work? 
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Assumption: 43% DTI Hard Stop? 

Buyer’s income = $10,000

Allowable Debt to Income at 97% = 43.00%

• Mortgage Payment              $3,735

• Front Ratio: 37.35%

• Monthly car payment        $     450

• Credit card payments       $     262

• Back Ratio 44.47% (3,735 +450+262/10,000)

Buyer’s income = $10,000

Allowable Debt to Income at 97% = 43.00%

• Mortgage Payment              $3,488

• Front Ratio: 34.88%

• Monthly car payment        $     450

• Credit card payments       $     262

• Back Ratio 42.00%   (3,488 +450+262/10,000)

Now What?

“Just “flip it” to FHA or Non-QM”

But…What at what payment?

Just because we need cash…doesn’t 
mean borrower qualifies.                                                                                          

What Do Trends Show?

Where Rates Really Come From
(First, The Fed)
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1. Promote Maximum Employment- “natural rate of unemployment.”
…to ensure as many people as possible who want a job can find one;

• lowering interest rates makes borrowing cheaper, 
• encourages businesses to expand, hire more workers.
• too much focus on lowering unemployment and 
• keeping interest rates too low, leads to higher inf lation.

2. Stabilize Prices (Control Inflation)
…to maintain 2.00% target rate, a healthy level for economic growth.

• raising interest rates cools down overheated economy, reducing inf lation. 
• too much focus on controlling inf lation; raising interest rates too high, 
• slows economic growth which increases unemployment.

The Federal Reserve Dual Mandate…A Balancing Act

1. Doesn’t directly control mortgage rates; mortgage rates are influenced by the bond market and overall 
economic conditions.

2. Controls Short-Term Rates, Not Long-Term: The Fed sets the "federal funds rate," a very short-term 
rate charged on credit cards, car loans, and other forms of borrowing that are short-term. Mortgages, 
however, are long-term (typically 15-30 years). The Fed does not directly inf luence mortgage rates

3. Can influence economic conditions, when the bond market reacts to conditions, drives mortgage rates.

4. Mortgage Rates Are Tied to Bonds: Mortgage rates are tied to 10-year Treasury bonds. Investors buy 
MBS for safe, steady returns. When bond prices go up, yields (interest rates) go down. When bond 
demand is high, mortgage rates tend to be lower, and vice versa. (inverse relationship)

5. Economic Conditions Influence Rates: With high inflation, investors demand higher returns to 
compensate for rising costs, pushing mortgage rates up. During economic slowdowns demand for safe 
investments like bonds increases, leading to lower mortgage rates. 

Facts About the Fed
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“Confidence”

Understanding The “Market”
Stocks and Bonds

“Expectations”

https://yieldpro.com/2023/01/high-interest-rates-stymie-apartment-investment/200-years-of-us-interest-rates/
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Fed 
Funds 
Rate

30 Yr 
Avg 

Rate

Fed Funds Rate vs 30 Yr Fixed Rate Average

Inflation and Interest Rates
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https://www.hsh.com/indices/federal-funds-vs-prime-rate-mortgage-rates.html

Fear Not ARMS in High-Interest Rate Environments 
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https://www.robpurnell.com/post/why-such-high-mortgage-rates

Basis points, 
MLO Comp,
Rate vs Price

Measuring interest rates and costs
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Converting Fractions to Decimals

“Basis Points” Are Not the Same as Percentages

Basis Points
“bps”

Or
“bips”

Expresses 
differences 

between interest 
rates

Basis Points
“bps”

Or
“bips”

Expresses 
differences 

between interest 
rates

One bip =
1/100 of 
1.00%

1.00% X $100 =  
$1.00

1/100th of 
$1.00 =
1 cent

(basis point)

One bip =
1/100 of 
1.00%

1.00% X $100 =  
$1.00

1/100th of 
$1.00 =
1 cent

(basis point)

1 bp 
= 

.01

100 bps 
=

1.00%

1 bp 
= 

.01

100 bps 
=

1.00%

50 bps DOES 
NOT EQUAL 

50%

50 bps DOES 
NOT EQUAL 

50%

One point = 
1.00%

$1,000 
per 

$100,000 
mortgage

One point = 
1.00%

$1,000 
per 

$100,000 
mortgage

Gross Company Revenue   2.00%
Gross in Dollars $ 7,000
Sue 50% in Dollars                  $ 3,500
Bob earns 50 BPS L/A          $ 1,750

Two originators pay structure:
Sue earns 50% of the commission
Bob earns .50 basis points
Loan amount $350,000
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Converting Basis Points to Dollars

Bonafide Discount Points
$300,000 Loan Amount

Price .627 below par 
(100.00 – 99.373)

$ 1,881 cost to buyer at closing

Lender Credit at Closing
$300,000 Loan Amount

Price: Price 2.119 above par 
102.119 – 100.00)

$6,357 credit to buyer at closing

Bonafide Discount Points

$300,000 Loan Amount
Cost                       Payment

5.750   0.627  $1,881   $ 1,751
5.875  (0.016) ($  48)   $ 1,774
Difference       $1,929   $      23
B/E ($1,929/$23) = 83.87 months

Or any price on the rate sheet!

Funds charged by lender

From borrower at closing

BPC DISCOUNT POINTS

Below Par Pricing

No funds paid by lender

No funds paid by borrower

Par Pricing

Funds paid by the lender 

to the borrower at closing

LENDER PAID CREDIT (LPC)

Above Par Pricing

“Yield Spread” was outlawed!

Pricing Terminology
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(Post-Rules) Basis Points Comp

 $100,000 loan amount

 LO Comp = 65 bps

 Fee on loan=2 points

 Gross Fee = $2,000

 Commission = $650

(Pre-Rules) Percentage Comp

 $100,000 loan amount

 LO Comp = 65%

 Fee on loan=2 points

 Gross Fee = $2,000

 Commission = $1,300

LO Compensation Rule Affect on Rates (2013)

Enacted to prevent loan originators from charging different interest rates or fees 
based on the terms of a loan, and to reduce steering.

Which company is most likely to offer a higher rate?

The Difference in “Rate” versus “Price”

Interest Note Rate:

• The percentage amount of interest
• paid over the life of the loan
• determined by the “note rate”

Interest Rate Price

• Dollar cost
• Adjusted by risk factors
• Higher risk = higher price

If rate is 6.50% on $200,000 loan:

And buyer charged 2.00 points = $4,000

Closing Disclosure: 
Points Charged: $4,000              
Bonafide Discount .025 (100.00–99.975)       $    50
Origination Fee                                               $3,500
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So How May Points Buys Down the Rate?

11

Rate decrease 
= price 

increase:

3.75% rate
+ 2.00 PTS

Paid by 
borrower

22

Rate increase 
= price 

decrease:

4.00% % rate
+ 1.00 PT
Paid by 
borrower

33

“Par”

No points

4.25% + “0” 
points

From 
borrower or 
From lender

44

Lender credit 
above par 

price

4.75%
+ 1 point

Paid by lender

Eligibility Requirements 
& Pricing for 

Transaction Risk

Higher Risk = Higher Rates
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Rate Starts with Eligibility Requirements

Reserves, LTV and Credit Based on DTI
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Pricing Risk 
Factors, LLPAs and 

the Sweet Spot

…where’s the best rate and price 

aka…the you’re going to get a headache session

Price and Rate Factors
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Comparing “Pricing” FHA Against Conforming

Starting with PAR
(or closest one)

Rates are priced by 
# of days

The longer a rate is 
locked for the higher 

the cost. 

Rate lock periods 
depend on when in 
the process the rate 

is locked. 

Sweet Spot

Adjusting Conventional Pricing 

Purchase Price:      $425,000  
LTV:                               95% 
Loan amount         $403,750
FICO:                            680
Rate                            7.25%
Base:                  .088 (99.912)
Adj:                  1.375 (LTV & FICO)
Cost:                1.463  ($5,906)
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Adjusting FHA Pricing

Purchase Price: $425,000 
LTV:                                        95%
Loan Amount:                 $403,750
FICO:                                      680
Rate:                                   6.875%
Base:                          .183 (99.817)
Adj:                            .682(L/A & FICO)
Cost:                          .865 ($3,676)

NOW LET’S COMPARE THE TWO LOAN PROGRAMS

Conventional vs FHA Cash Differences At Same FICO

FHA
Base:                          .183 (99.817)
Adj:                            .682(L/A & FICO)
Cost:                          .865  = $3,676

Conventional
Base:                          .088 (99.912)
Adj:                          1.375 (LTV & FICO)
Cost:                        1.463  = $5,906

Purchase Price:      $425,000 5% Down, 95% LTV Base Loan amount $403,750  FICO: 680



12/2/2024

27

Conventional

FHA

Rate                                  7.250%
Base:                        .0088 (99.912)
LLPA                         .375 (LTV & FICO)
Cost:                     1.463  $5,906

Monthly Payment:          $2,754
PMI (1.1%)                             363
Total with MI                    $3,117

Rate                           6.875%
Base                  .183  (99.817)
LLPA ( .77) (L/A & FICO)
Cost:                   (.587)  (2,370)

Monthly Payment:       $ 2,652
MIP (.85)                             286
Total with MIP             $ 2,938

Rate                          7.250%
Base:                       .088 (99.912)
LLPA                        .25 (LTV & FICO)
Cost:                       .338  $1.364

Monthly Payment:       $2,754
PMI (.40%)                         138
Total with MI             $2,892

Rate                                   6.875%
Base:                        .183 (99.817)
LLPA                          .666(L/A &FICO) 
Cost:                         .849 $3,427

Monthly Payment:         $ 2,652
MIP (.85)                                286
Total with MIP                $ 2,938

Purchase Price:      $425,000 5% Down, 95% LTV 
Base Loan amount $403,750  

FICO: 680 & 760 (no change in rate on FHA)

When FICO Scores Are Different

UFMIP Paid At Closing
Can be paid by buyer, seller, agent 

or any other interested party.  

FHA Upfront Mortgage Insurance Premium (UFMIP) 
Currently 1.75% of the Base Loan Amount

Purchase Price:       $425,000
Base Loan Amount  $403,750
UFMIP $    7,065
Total Loan Amount  $410,815
Rate                            6.875%

Cost $3,487
Monthly Payment: $ 2,699
MIP (.85)                  286
Total with MIP        $ 2,985         

UFMIP Financed 
Added to “base” loan amount 

interest charged at the note rate

Purchase Price:       $425,000
Base Loan Amount  $403,750
UFMIP $    7,065
Total Loan Amount  $403,750
Rate                            6.875%

Cost:                          $ 3,427
Monthly Payment:  $ 2,652
MIP (.85)                  286
Total with MIP        $ 2,938           

Net effect of financing UFMIP:
Points in dollars increased $ 60.00
Monthly payment increased $ 47.00
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Conventional LLPA - Cumulative Price Adjustments for Risk

PRICE THIS:

FICO:        676
LTV:         77%
Product: ARM
30 Yr Fixed

PRICE THIS:
7.25% Base      0.088
FICO/LTV       2.750
ARM                 0.000
Buyer cost         2.838

What About Cash-out Refinance: on Investment Property? 

PRICE THIS:

FICO:        676
LTV:         77%
Product: ARM
30 Yr Fixed

PRICE THIS:
7.25% Base      0.088
FICO/LTV       2.750
Inv Prop           3.375
Cashout           1.875
Buyer Cost       8.088
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Bonafide Discount Points

$300,000 Loan Amount
Cost                       Payment

5.750   0.627  $1,881   $ 1,751
5.875  (0.016) ($  48)   $ 1,774
Difference       $1,929   $      23

Breakeven (1929/23) = 83.87 months

Lender Credit to Buyer at Closing
$300,000 Loan Amount

Cost                       Payment
6.625  (1.710)  $1,881   $5,130

Deciding the Best Structure for Buyers

The longer a buyer will have a mortgage, the more incentive to buy the rate down.
The less cash a buyer has, the more reason to lock a higher rate.

And sometimes need a little of both…

Interest Rate Lock 
Considerations 

Locked or Floating?
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Proof the Rate is Locked…Or Not!

Considerations When Locking Rates

# Days For
Rate Lock

Contract 
Closing Date?

TIOE?

Borrower 
Waiving 

Escrows? Both?

Borrower Need 
Cash For 
Closing?

Is There A 
Rescission 

Period?

Change of 
Circumstance?

CALENDAR
CRITICAL DATES
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Relock – Extensions – Float-down Policy?

FLOAT-
DOWN

PRICING 
DIFFERENCE

LOCK 
EXTENSIONS

PRICING 
DIFFERENCE

RELOCK:

WORSE 
CASE 

PRICING

SAMPLE EXTENSION COSTS
$100,000 X .02 = $  ???

$20.00!
Per DayNever let a rate lock EXPIRE!

Lock Period & Closing Date

Lock 
Periods

Time 
Before 
Closing

Closing 
Vs

Funding

Right of 
Rescission

15-30-45-60
90

Custom

Calendar Out 
Lock Periods

Wet fund
Vs

Dry Fund

Same day 
fund or

Rescission
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Why Escrow & Escrow Options

Pros:
No surprise payments for taxes or 

insurance when due
Escrowed loans cost less-less risk

Cons:
Lender holding borrower money

Payments could be late
Servicer could miss payment date

Extra cost at closing
Lost opportunity for ROI

Stuff Happens!

• Extend the lock

Extended closing date

• Request – not guarantee till confirmed

Rate changed while locking

• Point change – same day locked rate
• Program change – same day locked rate

Customer changed their mind

• Consult company policy
• NEVER LET A LOCK EXPIRE!!!

Relock- Float down or Expired

R 
A
T 
E 
S   

D
R
O
P
P
E
D
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Rates, Locks & Shopping

Lenders 
determine 

risk willing to 
take

Risk 
determines 
price and 

rates offered

Borrowers  
encouraged 

to shop

That’s what 
TRID is for!

5.875 % 
+ 2.245

Lender A

6.875 % 
+ 2.245
Broker 

A

8.625% 
(3.250%)

Bank
B

6.375% 
+ 1.125

Bank 
A

7.375% 
(2.375%)

Broker 
B

Q & A

Debra Killian
Charter Oak Systems, LLC

(866) 256-3766
deb@cloes.online


