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Points

Should | pay "points”™ to get a lower interest rate?

Points come in two varieties, ongination and discount points. Generally a “paint” is a fee that the
kender charges to buy down the interest rate and is equal to one percent of the loan amount, "Thscount
paints” vary inversely with the rate quoted-that is, the lower the rate quoted, the higher the amount of
paints charged, Discount points are wed bo adjust the vield on the lean to the institution providing the
mcney . Drigination points, such as is commeon for FHA and VA loans, are generally charged by the
lender o offset the lender costs of administening the transaction.

Does it make sense to pay the points?

The answer 1s. it depends. There are many factors to consider. Ome of the primary items to review is
the overall long term cost of a zero-point losn versus a loan with points, One easy way bo determine the
value of paying psnts is to detenmine how many months (payments) it will take to recoup the anginal
cupense. The math is easy. Simply, divide the cost of the paints by the monthly savings to arrive at the
numbser of months it will ke for your iInvestment in points to pay for itself. Here 15 an easy example:

2 Points 0 Foints
Loam &mount 5100, 000 5100, 000
Cost of Points 52,000 5
Interest Raba T.75% B.15%
Monthly Principal and Interest Pmt 5T16.41 5751.27
Monthly Savings 534,86 5-
Months to recoup 57 months
Up-front point oost 4.75 years
Total savings over 3460 payments 510,545 60 B

Ther cxamgele is a simple approach to compare the difference bebween a zero-point loan and a loan with
painits. However, there can be other factors to consider. Some oonsumers may try to calculate tax
implicationg of the different amont of points and interest paid and the subsequent tax dedoections,
Cther borrowers may consider the present valwe' of the dollars spent on points today, versus the future
value' of the dollars if they were invested instead of bB=ing paid to the lender. & great majority of

comsumers will b2 able to determine the advantages or disadvantages of a zero-point loan by wsing the
abave Loenaris,

"Mo-cost loan”

There is no free lunch, even in mort2age lending. Every real estate financing transaction has costs for
processing the application, appraising the subject property, administering the transaction escrow,
securing title insurance, etc. In a typical "no-cost loan® the lender agrees to pay all of the costs of the
transaction for the barrewer in exchange for the borrower paying a higher price for the laan. Depending
on the individual borrower's circwmstance, this may or may not be a "pood deal.”

Think about your future

You will make the right financial decisions today if you have a plan for yvour future. In other words, your
rortgage professional can plan your mortgage arcund yvour goals and aspirations. If you plan to move or
refinance your mortgage loan within the next five years you most likely should not pay points, If,
hinserver, wou know you are going to be in this home for a long penod of time, you can definitely sve
ey by paying the points. Take a few minutes and think about wwhere you are going bo bein the mext
3-5 years. The answers you came wp with will help you make the nght decision about paying points.




