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As of April 2024, mortgage rates are hovering around 7% for a 30-year fixed rate. Current rates are higher than
they were a few years ago, but they are lower than the 50-year average of around 8%. Home buyers looking
for a better rate may execute a variety of strategies.

One of the easiest ways to reduce a mortgage rate is to pay for a discounted rate upfront. A discount point
costs about 1% of the loan amount, and each point decreases the interest rate by anywhere from 0.25% to
0.50%. The lower rate remains constant throughout the life of the loan unless it's a variable rate mortgage. A
breakeven analysis is useful to understand when the discounted rate outweighs the cost of a higher payment
upfront. If you believe that rates will decrease in the next few years, then this strategy is likely not worthwhile. A
homeowner can refinance when rates decrease instead of paying for the discount today.

A more creative strategy is an assumable mortgage, although the conditions are challenging to meet. With an
assumable mortgage, the seller transfers their mortgage to the buyer. The buyer needs liquidity to pay the
difference between the loan balance and the home price. If the home price has appreciated since the seller
originally purchased the property, an assumable mortgage can be very cash-intensive for the buyer. Even if the
buyer meets the criteria, an assumable mortgage is not an option for many conventional mortgages.

A current trending tactic is the temporary mortgage buydown. This transaction is negotiated between the buyer
and seller to make the buyer’s mortgage more affordable in the beginning years of homeownership. The seller
subsidizes the loan by depositing the monthly buydown amount in an escrow account. The loan servicer draws
from the escrow account and combines that with the borrower’s payment to fulfill the total monthly debt
payment. If you can negotiate with the subsidizer, and that’s a big if, a temporary buydown makes sense when
the buyer expects their income to increase and believes that interest rates will go down.

Homebuyers with affluent family members might consider an intra-family loan. In this scenario, parents,
grandparents, or siblings lend the homebuyer funds to purchase a property. There may be an emotional toll
associated with borrowing from family, but from a technical standpoint, it's likely the lowest cost option. Interest
rates for intra-family loans are set by the IRS and are lower than commercial rates. Currently, the long-term
AFR rate is 4%. Variable rates are also available. Intra-family loans are red flags for the IRS and
documentation is recommended. Third parties, such as National Family Mortgage, can facilitate the process.
Intra-family loans also serve as a wealth transfer technique for those with taxable estates today or in the future.

Please reach out to your Wealth Manager with questions about reducing your mortgage rate.
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