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Introduction

Loan Level Pricing Adjustments (LLPAs) are fees that lenders apply to conventional
mortgage loans based on perceived risk. These pricing adjustments affect the interest rate a
borrower receives and are a critical factor in how much home a buyer can afford. This guide
breaks down what LLPAs are, why they exist, how they’re calculated, and how they impact
mortgage affordability.

1. What Are LLPAs?

LLPAs are additional costs imposed by Fannie Mae and Freddie Mac (the government-
sponsored enterprises or GSEs) to account for risk factors in conventional loans. These risk
factors include things like credit score, loan-to-value (LTV) ratio, occupancy type, and loan
purpose. LLPAs are typically built into the interest rate or paid upfront in the form of points.

2. Why Do LLPAs Exist?

LLPAs help mitigate risk for lenders and the GSEs. The more risk a borrower presents, the
higher the adjustment. Rather than deny riskier borrowers outright, lenders can offer a loan
at a higher cost to offset the increased risk.

3. Common LLPA Risk Factors

Risk Factor Impact on Pricing

Credit Score Lower scores result in higher adjustments

Loan-to-Value (LTV) Higher LTV (smaller down payment) =
more risk

Occupancy Type Investment properties typically have
higher LLPAs

Loan Purpose Cash-out refinances carry more risk than
purchases
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Property Type Condos or multi-unit homes may have
added fees

Loan Amount High-balance loans may carry pricing add-
ons

4. LLPA Impact Example
Let’s compare two borrowers buying a $350,000 home with 10% down (90% LTV):

Borrower Credit Score LLPA Fee Estimated Rate
Impact

A 760 0.250% +0.125% on rate

B 640 2.750% +0.750% on rate

5. How LLPAs Are Applied

LLPAs are expressed as percentage points of the loan amount. They can be paid upfront (as
a closing cost) or built into the interest rate by adjusting pricing. Your loan officer uses
LLPA grids published by the GSEs to determine your total pricing adjustment based on
multiple factors.

6. How to Minimize LLPAs

e Improve your credit score before applying

e Putdown alarger down payment (reduce LTV)

e Consider primary residence over second homes or investment properties
e Explore lender-paid mortgage insurance options

e Askyour lender if paying points to lower rate makes sense long-term

Final Thoughts

Loan Level Pricing Adjustments can significantly impact your rate and monthly payment,
but they’re manageable with planning and guidance. Work closely with your lender to
understand your options and take proactive steps to position yourself for better loan terms.
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