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Is There Really a New, Unfair Mortgage Tax
on Those With High Credit?

Seemingly overnight, the internet is awash with news regarding a "new,"
unfair tax on mortgage borrowers with higher credit scores. Some have gone
so far as to suggest that someone could intentionally lower their credit score
in order to get a better deal.

Before you stop paying your bills in the hope of cashingin, let's separate fact
from fiction. First and most importantly, you will absolutely NOT get a better
deal on a mortgage rate if your credit score is lower, even if your nephew just
texted you a screenshot of a news headline saying "620 FICO SCORE GETS A
1.75% FEE DISCOUNT" and "740 FICO SCORE PAYS 1% FEE."

So why would your nephew make such a claim?

This all has to do with changes to Loan Level Price Adjustments (LLPAs)
imposed by Fannie Mae and Freddie Mac (the "agencies"), the two entities
that guaranty a vast majority of new mortgages. LLPAs are based on loan
features such as your credit score and the loan-to-value ratio among other
things. They've been changed several times over the years and a fairly
substantial change was announced in January of this year.

Wa it... This news is from JANUARY?! Why are people talking about it now?

Yes, in fact, we already told you about it. People are confused because they
don't understand how "delivery dates" work when it comes to Fannie and
Freddie. Changes that impact fees and guidelines are almost always
implemented based on the date the loan in question is "delivered" to
Fannie/Freddie. "Delivery," in this context, typically occurs a matter of
weeks AFTER the loan is closed, although it can be more than a month.

Now consider that a closed loan has often been quoted and locked for more
than 3 weeks--call it a month to be safe. Since these changes go into effect on
loans delivered on or after May 1st, 2023, lenders began to implement them
weeks ago. Many lenders implemented them months ago--especially for
loans that are locked for longer periods of time.

So low credit borrowers are already getting a discount while high credit
borrowers pay more?
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National Average Mortgage Rates

Aug 23 Oct 23 Dec 23 Mar 24

Rate Change Points
Mortgage News Daily
30 Yr. Fixed 7.09% +0.07 0.00
15 Yr. Fixed 6.56% +0.03 0.00
30 Yr. FHA 6.62% +0.07 0.00
30 Yr. Jumbo 7.35% +0.04 0.00
5/1 ARM 7.30% +0.06 0.00
Freddie Mac
30 Yr. Fixed 7.02% -0.42 0.00
15 Yr. Fixed 6.28% -0.48 0.00
Rates as of: 5/17
Market Data
Price / Yield Change
MBS UMBS 6.0 100.40 -0.15
MBS GNMA 6.0 100.78 +0.04
10 YR Treasury 44223 +0.0454
30 YR Treasury 45610 +0.0549
Pricing as of: 5/17 5:59PM EST
Recent Housing Data
Value Change
Mortgage Apps May 15 198.1 +0.51%
Building Permits Mar 1.46M -3.95%
Housing Starts Mar 1.32M -13.15%
New Home Sales Mar 693K +4.68%
Pending Home Sales Feb 75.6 +1.75%
Existing Home Sales Feb 3.97M  -0.75%
Builder Confidence Mar 51 +6.25%
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Not exactly, and this is where the confusion comes in. Also, from here on out, please note that there is no opinion offered
here as to whether this is good/bad/etc. The only goal is to clear up confusion and offer facts.

The fact of matter is that LLPAs are indeed changing in a way that improves costs for those with lower credit scores and
increases costs for those with higher credit scores (in many cases, anyway). But people are confusing the CHANGE for the
ACTUAL cost.

So alow credit borrower isn't paying less than a high credit borrower? The gap between what they pay is just smaller than it
was?

YES! Again, all value judgements and political commentary aside, the change amounts to a tweak of an existing fee structure
in favor of those with lower credit scores and at the expense of those with higher credit scores, but there's no scenario where
someone with lower credit will have a lower fee. In other words, don't go skipping those credit card payments in the hopes
of getting a lower rate.

How about some color-coded charts/tables?

| thought you'd never ask. Let's start with the changes that have everyone so upset. The following tables shows the
DIFFERENCES (in % of loan balance) in LLPAs before and after the change. RED = rising costs. GREEN = falling costs.

No-Cash-Out Refi Loans - Change vs Previous LLPAs

Loan-To-Value

FIcO| 0-30 |30.01-60) 60.01-70 | 70.01-75 | 75.01-80 | 80.01-85 | §5.01-90 | 90.01-95| =95

780+ 0 0 -0.25 -0,125 0 0.375 0.25 0.125 | -0.375
760-779| o0 0 -0.125 | 0.125 | 0375 0.5 0375 | -0.125
740-758| o0 0 0 05 | 0.625 0.25
720-738) 0 0 0.25 0.5 0.25
700-713| o0 0 0.125 | 025 | 0.625 . 0.625 | 0.125
680-699) O 0 0.375 0.375 0.5 0.5 0.25
660-679| 0 0125 | 0125 | 0375 | -0.25 | 025 | 0125 | -0.125 | -0.125
p40-658| 0.5 | -0.25 | 0.125 | 0.625 | -0.125 | 0.125 | 0425 | 025 | -0.25
620-639] 0,5 | -0125| 0.25 05 05 | 0625 | 0375

<620

Purchase Loans - Change vs Previous LLPAs

Loan-To-Value

FICO| 0-30 (30.01-60| 60.01-70 | 70.01-75 | 75.01-80 | 80.01-85 | 85.01-90 | 90.01-95| =95

780+ O 0 -0.25 -0.25 | -0,125 | 0.125 0 0 -0.625
760779 0 0 -0.25 0 0125 | 0375 | 025 0.25 0.5
740-759) 0 0 0.125 | 0.125 | 0375 0.375 | -0.25
720739| 0 0 0 0.25 0375 | -0.25
700719 O 0 0125 | -0.125 | 0.125 025 | 0.125 | -0.625
680699 O 0 0.125 | -0.125 0 0.375 | 025 | 0.125 | -0.375
660-679| 0 0 -0.25 | -0.875 | -0.875 | -0.625 -0.5
640659 05 | 05 | 0125 | 425 | -0.75 | 075 | -0.75

620-639| -0.5 | -0.375 0 -0.875 | -0.25 | -0.375 | -0.625
<620| -0.5 | -0.375 0 -0.875 | -0.25 | -0.125 | -0.625

If you only saw this chart, you could be forgiven for thinking someone with a 640 credit score was paying less than someone
with a 740, but again, these are just the changes.

Now let's look at a table with OUTRIGHT LLPAs for the same matrix of credit scores and loan-to-value ratios. This is the
NEW structure, after the implementation of the change.
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Purchases, Outright

Loan to Value (LTV)

7075 [1560 |so85 (8500 [oo95 [>e5
0.375%| 0.375%| 0.250%| 0.250%

0.625%| 0.625%| 0.500% 0.500%| 0.260%
0.376%| 0.875%| 1.000%| 0.760%| 0.625% 0.500%
1.250%| 1.000%| 0.875%| 0.750%
1.125%| 0.875%

=

1.375%| 1.125%

As you can now plainly see, if you have a score of 640, you'll be paying significantly more than if you had a 740. Using an 80%
loan-to-value ratio as an example, your LLPA at 640 is 2.25% versus 0.875% for a 740 score. That's a difference of 1.375%, or
just over $4000 on a $300k mortgage. This is almost HALF the previous difference, and that's certainly a big change.

Yes, it's a big change, so why is the government doing this to people with higher credit?!
Fannie and Freddie technically have a "mission" to promote affordable home ownership. Here is the statement on the topic
by their regulator, the FHFA: FHFA Announces Updates to the Enterprises’ Single-Family Pricing Framework.

Note in the first two tables that there is more of an improvement for the lower FICO rows on PURCHASES (i.e. home
ownership vs refis).

Any other misconstrued news | need to know about?

Yes, actually. While not as viral as the LLPA stuff, there has been a fair amount of press on a new 40yr FHA mortgage.
THERE ISNO NEW 40yr FHA LOAN! Lenders who collect payments on FHA loans have a new option to offer loan
modifications with terms of 40 years to borrowers who are unable to pay their existing FHA loans.

Don't you usually talk about financial markets in these newsletters?

Indeed! But since we've taken a fair amount of space on more interesting stuff above, we can keep the market recap fairly
short. Rates moved higher to start the week as economic data was strong on Monday morning. There were several other
examples of reactions to economic data at home and abroad as the week continued, but all of them played out in a sideways
range that continues to wait on the first two weeks of May for the most relevant input.

Subscribe to my newsletter online at: http://housingmarketweekly.com/david-hanks

Recent Economic Data Event Importance:
Date Event Actual Forecast Prior No Stars = Insignificant
Monday, Apr 17 Low
Moderate
8:30AM  Apr NY Fed Manufacturing 10.80 -18.00 -24.60
Important
10:00AM  Apr NAHB housing market indx 45 44 44
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Date Event Actual = Forecast Prior Very Important

Tuesday, Apr 18

8:30AM Mar House starts mm: change (%) -0.8 9.8
8:30AM Mar Housing starts number mm (ml) 1.420 1.400 1.450
8:30AM Mar Building permits: number (ml) 1.413 1.450 1.550
8:30AM Mar Build permits: change mm (%) -8.8 15.8
Wednesday, Apr 19
7:00AM w/e MBA Purchase Index 161.6 179.6
7:00AM w/e MBA Refi Index 449.8 477.5
1:00PM  20-Yr Bond Auction (bl) 12
Thursday, Apr 20
8:30AM Apr Philly Fed Business Index -31.3 -19.2 -23.2
8:30AM w/e Jobless Claims (k) 245 240 239
10:00AM Mar Existing home sales (ml) 4.44 4.50 4.58
10:00AM Mar Exist. home sales % chg (%) -2.4 5.0 14.5
10:00AM Mar Leading index chg mm (%) -1.2 -0.6 -0.3
Friday, Apr 21
9:45AM | Apr Markit Services PMI 53.7 51.5 52.6
Tuesday, Apr 25
9:00AM | Feb FHFA Home Prices y/y (%) 4.0 5.3
9:00AM | Feb Case Shiller Home Prices-20 y/y (%) +0.4 0.0 2.5
10:00AM Apr Consumer confidence 101.3 104.0 104.2
10:00AM Mar New Home Sales (%) (%) 9.6 1.1 1.1
10:00AM Mar New Home Sales (ml) 0.683 0.630 0.640
1:00PM | 2-Yr Note Auction (bl) 42
Wednesday, Apr 26
7:00AM w/e MBA Purchase Index 169.1 161.6
7:00AM w/e MBA Refi Index 457.6 449.8
1:00PM | 5-Yr Note Auction (bl) 43
Thursday, Apr 27
8:30AM Q1 GDP Advance (%) 1.1 2.0 2.6
8:30AM w/e Jobless Claims (k) 230 248 245
10:00AM Mar Pending Sales Index 78.9 83.2
10:00AM Mar Pending Home Sales (%) -5.2 0.5 0.8
1:00PM | 7-Yr Note Auction (bl) 35
Friday, Apr 28
8:30AM Q1 Employment costs (%) 1.2 1.1 1.0
8:30AM Mar Core PCE Inflation (y/y) (%) 4.6 4.5 4.6
9:45AM | Apr Chicago PMI 48.6 43.5 43.8
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Date Event Actual = Forecast Prior
10:00AM  Apr Consumer Sentiment (ip) 63.5 63.5 63.5

Listen, Analyze, Solve

David started in the mortgage industry in 2001 and has kept the same philosophy from day one: "Keep the client’s best
interest at the forefront of every transaction." What works for one client will not necessarily work for the next. David first
listens, then evaluates and finally researches options making sure all possibilities have been considered. Once the proper
path is determined, David works to make the process as quick and painless as possible, providing excellent service and

communicating every step along the way.
David Hanks g
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