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01. Confusion Capitalism

Confusion
capitalism wili
cost homebuyers
$11 billion.

It’s an open secret that mortgage lenders use inflated interest rates and
excessive feestoincrease profits. To get away with these added costs, lenders
use deceptive sales and marketing tactics that ultimately keep people
confused about what they’re really buying—we call this practice “confusion
capitalism.”

Now, for the first time, Tomo Mortgage is using its TrueRate analysis to put a
number on the problem: American homebuyers will overpay $11 billionin 2025.*
Or, to put it anotherway: 7 out of 10 homebuyers end up paying $4,500 more
than they should—just because they picked the wrong lender.

*This is an estimate based on 2025 loan volume projections from the Mortgage Bankers Association and assumes a
normal distribution of rate disparity (i.e., “overpayment”) holds constant across loan types. Overpayment is defined
as the sum of (a) the additional cost at closing to purchase 0.35 interest rate points to reach the median “good”
interest rate rage ona $346,645 home loan; and (b) the average origination fees on a comparable loan.
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01. Confusion Capitalism

Confusion capitalism
Is getting worse.

Backin 2018, if a typical home buyer picked a lender with the highest rates, it would cost
them about $80 more each month, compared to picking a lender with excellent rates.* Not
great—but not devastating. Today, that mistake is alot more expensive. If you go with a
high-rate lender now, you could pay $287 more every single month for the exact same
loan, compared to what you’d pay for a lender with excellent rates. That’s over $3,400
more peryear—just because of the lender you picked.

Difference in Monthly Mortgage
Payments for a Typical Homebuyer*

@ Worst Rate Lenders (95th percentile) @ BestRate Lenders (5th Percentiles)
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*Estimate based onroughly 1million 30-year fixed rate purchase mortgages in the United States. Monthly
paymentis a principal andinterest estimate only, based on the median home sale price. It does notinclude
taxes, homeowners insurance, or mortgage insurance.
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0O1. Confusion Capitalism

There’s some macroeconomic reasons for the added squeeze, but the
impact onhomebuyers is the same—people pay more for the same house.
More concerning, the typical home buyerhas no idea that they're
overpaying.

When you think of mortgage lenders that offer the lowest
prices, which companies come to mind?*

8% 43%

named lenders with historically named lenders with historically

low rates and fees highrates and fees

Goodrates Averagerates Badrates

A system stacked against
homebuyers.

Mortgage lenders make more money the more they charge a customer for their mortgage
—it’s a business model designed to squeeze as much money from homebuyers as
possible. On top of this, a mortgage brokers can add an additional 3% of the loan amount
as a fee—that’s a $10,500 fee on a $350,000 loan.

Tomo Mortgage broke from industry convention to provide flat-rate commissions to our
loan officers, ensuring there’s no incentive for a loan officer to offer someone an inflated
interest rate or excessive fee, or provide preferential treatment to people who have higher
loan amounts. (In fact, it’s just the opposite—their only real incentive is giving someone
the best possible price.)

*Based on anational survey of 501recent home buyers directly involved in choosing a mortgage lender.
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0O1. New Solution

Tomo Mortgage invented
TrueRate to change the
industry for good.

Lack of personalized, public
information about good and
bad mortgageratesona
specific day and for a specific
financial situation left
homebuyersin the dark.

Now, for the first time, people
canfind out what’s a great rate,
and what’s aripoff, using
impartial information from over
athousandlenders.

Lenders can’t pay to be listed
onTrueRate, and therates
shown control for deceptive
“aslow as” pricing by
normalizing for points and

listing histoical origination fees.

Learnmore at
tomo.com/truerate

Who haslow
mortgage rates?

A goodrate for a primary, single-family
home in Seattle, WA for $600,000,20%

down, and 740-759 credit score is:

6.25% - 6.5%
& lenders
with low
rates
L o
6.25% 6.5% 6.75% 7% 7.25%



http://tomo.com/truerate
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02. What the Industry Knows

The industry knows
what buyers don’t
know.

Buying ahouse is complicated. Unfortunately, the mortgage industry takes
advantage of this complexity. By using mortgage jargon, irrational math, and other
sales tactics, they’re able to convince people to pay more without realizing it.

One major example is discount points or “rate buy down” points. According to the
Mortgage Bankers Association, nearly 50% of buyers purchased pointsinlate
2023 and early 2024. Yet, in our own survey of recent homebuyers during that
same period, only 27% felt that they could explain what “rate points” even are.

The Fed flagged_this last year when they discovered that lenders with high interest
rates also had high points on theirloans.

Homebuyers who pay
thousands of dollars
for interest rate points.

Homebuyers that can
explain whatinterest
rate points are.*

*Based on anational survey of 501recent home buyers directly involved in choosing a mortgage lender.
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https://www.philadelphiafed.org/-/media/FRBP/Assets/Consumer-Finance/Discussion-Papers/dp24-01.pdf

02. What the Industry Knows

Only 30% of recent
homebuyers can
explain origination
fees—they paid for.

Very few recent homebuyers were able to explain common and essential terms that
consumers need to bothunderstand a mortgage rate or make aninformed decision
about pricing. Only 40% could explainwhat an APRis and only 38% could explain a
Rate-lock (the momentin time that they lock-in theirinterestrate).

And these numbers control for the large portion of homebuyers who are over-
confidentin theirknowledge. To test this, we made up a few terms that sounded
mortgage-y, but have no basisinreality: a “rate recoveryrider” and a "principle
protection provision (PPP).” A full 31% of recent homebuyers said they could explain
one or both of these terms to a friend.

Interest Rate

Pre-approval

Rate Lock

Debt-to-Income Ratio (DTI)

APR

Private Mortgage Insurance (PMl)
Adjustable-Rate Mortgage (ARM)
Origination Fee

Rate Points

Underwriting

Over confident buyers

0% 10% 20% 30% 40% 50% 60% 70%

*Based on anational survey of 501recent home buyers directly involved in choosing a mortgage lender.
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02. What the Industry Knows

And yet mortgage
companies earn the
trust of roughly half
of allhomebuyers.

Among the most familiarhomebuyers, attitudes toward mortgage
companiesrange dramatically—extremely positive and negative.

When you think of a typical mortgage company, what
words or phrases come to mind (select all that apply)?

Cares more
Well-regulated about

Greedy wealthy
people

Makes money

Helpful Trustworthy off confusion

*Based on anational survey of 501recent home buyers directly involved in choosing a mortgage lender.
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03. Tricks of the Trade

How do lenders sell
inflated rates?

To understand why consumers overpay, we examined the sales and
marketing practices of lenders with consistently high pricing. We spoke to
former employees of these lenders, too, in order to betterunderstand the
“tricks of the trade.” What we found were consistent patterns of misleading
and deceptive information—a phenomenonwe’re calling “confusion
capitalism.”

Some of the most common examplesinclude:

® Pointtraps—where advertisedrates include excessive interest rate
“buy downs” that few homebuyers understand.

® Notfree “freerefi”—selling consumers on the idea of a “freerefi” thatis
far from free, but gives consumers a false sense of security at a time of
highinterestrates.

® Under-counting the cashto close —methods of hiding feesinaloan
estimate by under-estimating the total closing costs.

® Needlessly “standard” fees—fees use all kinds of jargon to appear
common, but there’s little reason forthem to be there.

TrueRateﬁ./




03. Tricks of the Trade: Point Traps

Trick One:
Point traps.

Points are confusing—every lender can offerhomebuyers the same interestrate
(including extraordinarily low interest rates), but the difference is how much you need to
pay upfront to get that rate. Lenders exploit this confusion by offering seemingly low
interest rates with exorbitant “point buy down” fees attached.

Thisis aclassic example of rate DO

vs. cost confusion: a buyer is The $16k closing cost seems really high to me. | am offered 5.625%
. rate on this 320k house. We will pay 20% down payment and need

offered alow rate, bUt t'hell' to close in the next 3 weeks. Any advice?

closing costs are significantly

higher than expected due to an

Closing Cost Details

added $5,350 fee for2.09rate I ——r— e -
points. What’s worse, with 3 R ———
weeks to close, it’s unlikely that e e o
this buyer will be able to change S —— W
lenders fast enough to get a fair — T OREET wmeETED e
rate—they’re stuck with the bait- = =

and-switch. PP = — —
This often happens because the A — A — —
lender hasn’t made it clear that o e e R v o

the lowerrate comes from buying
points—something that may not
be worthwhile if the buyer SRR T
doesn’t planto stayinthe home

long-term orrates are expected

todropinthe next 3-5years.

2%

|SleeeEBui

|#
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https://www.reddit.com/r/FirstTimeHomeBuyer/comments/109bv2m/the_16k_closing_cost_seems_really_high_to_me_i_am/

03. Tricks of the Trade: Point Traps

Let’s take a closer
look at the fine print.

VA Loans Conventional Fixed Rate

INTEREST APR INTEREST APR View All
aslow as as low as as low as as low as

5.250%  5.900% = 5.375%  5.588% @ e

2 $300,000 fixed-rate conventional mortgage for 30 years at 5.375% (5.588% APR) will result in a monthly payment of 51,679,

$300,000 VA mortgage for 30 years at 5.250% (5.900% APR) will result in a monthly payment of $1,656.

Taxes and insurance not included; therefore the actual payment obligation will be greater. Includes a 1.00% loan origination fee, which may be waived for a
0.25% increase in the interest rate. Discount points are included. Occupancy restriction applies. All loans subject to credit approval. Rate offer is "as low as"
and effective 12/09/2024. Rates are subject to change. Conventional loan rates based on creditworthiness, so your rate may differ. For VA loans, all VA

program requirements will apply. Navy Federal has no affiliation with U.S. Department of Veterans Affairs or any other government agency. +

At the time thislender posted their “aslow as” interest rate on their website (5.375%),
the medianinterest rate nationally was 6.63% (December 9,2024). So, 5.375% would
look like areally excellent deal. But “as low as” is doing a lot of work here. The “loan
origination fee” can be waived with anincrease in 0.25% interest rates - meaning,
there’s a full point baked into thisrate. And, on top of that, they say in the fine print
“discount points areincluded.” The APR at 5.588% isn’t telling the whole story, either, as
it doesn’t necessarily reflect the entire fees associated with the loan.
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03. Tricks of the Trade: Point Traps

Est. Monthly Payment

FHA 30-Year O »5-750% $22870s 0

30-Year Fixed © 6.625% 52,305,fmo 0] apply now

OnTotal Mortgage’s website, if you can read the very fine color contrast, the sole
advertisedrate has an APR that’s almost one percentage point higher than the stated
interestrate.

The Fed raised alarm bells about
this phenomenon last year.

They discovered thatlenders with high interest rates also had high points on their
loans. The underlying behavior was obvious to anyone in the industry: lenders are
selling “low rates” that aren’t low at all, under the guise of point buy-downs that
consumers don’tunderstand.

In our review of independent mortgage companies, forexample, it’'s become
standard practice to see two or even three full pointsincluded on an advertised
rate online. Infact, because points are so common on third-party rate comparison
websites, any lender who wants to appear at the top of the list needs toinclude
them to appear competitive (we do this too, but give customers much more control
and visibility into what exactly they’re buying on our website).
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https://www.philadelphiafed.org/-/media/FRBP/Assets/Consumer-Finance/Discussion-Papers/dp24-01.pdf

03. Tricks of the Trade: Point Traps

Purchase Refinance VALoans Home Equity Loans HELOC Cash-out Refinance

30-yr fixed ® 6.000% 6.236%

Thisis from Better.com’s rate page on April 3,2025.

The advertisedrateincludes 2.24
points—nearly $4,000 in added
costs—but to see arate at “par”
with no points, you have to create
an account on their site.

Hi, future homeowner!
Let's get your custom rates.
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03. Tricks of the Trade

Trick Two:
The unfree
“freerefi”

Largely praying on first time homebuyers, the “free refi” or “no-
closing-cost” refinance has been poppingup alotinthe last few
years. The pitch goes like this—"Yes, rates are high right now, but
don’tworry about it. Whenrates come back down again, we’ll give
you a free refinance.”

Here’s the problem with this promise—the lenders who offer the
“freerefi” are actually offering a “no extra fee” refi. They will likely
recover their origination costs in the form of higherinterest rates
fortherefinance (e.g.,about 0.25 percentage points added to the
interest rate corresponds to a typical lender fee ona $300,000
loan), additional fees, or both. Andin the case of the “no closing
cost” refinance, even the CFPB warns that they will simply add the
cost of therefinance to the loanitself. And, as we outline in the last
section, the fees themselves aren’t really necessary or even fair to
begin with.

TrueRateﬁ./



https://www.consumerfinance.gov/ask-cfpb/is-there-such-a-thing-as-a-no-cost-or-no-closing-loan-or-refinancing-en-141/

03. Tricks of the Trade

Forexample, CrossCountry Mortgage has a “Buy Now, Refinance Later” promotion. A
large national lender with historically higherinterest rates, CrossCountry is offering an
“up to $1,500” credit to cover lender fees associated with arefinance. The message on
its websiteis alittle on-the-nose: “Don’t fixate onrate.” They don’t want homebuyers to
even think about their current interest rates when making a purchase.

@ saRssPoN

Don‘t fixate on rate

You've been locling to buy, but high rates are holdin

u back Don't let
rates keep you from getting the home you love. Buy with us nowy, and if
rates fall, you can refinance 1o the lower rate. To sweeten the deal, we'l
provide a lender credit of up to 51,500, helping you save upfront on the

refinance, and thousands down the ine.

But, what’s more problematic is the idea that the free refinance is away to beat high
mortgage rates. First, there are no guarantees that interest rates will decline, so you'll
be stuck paying aninflated rate foraslong as it takes. Second, evenif we assume that
the lenderis 100% honest and they aren’t offsetting the lender fees on the refinance
interest rate outright, the cost of getting a “free refinance” can be significant for the
home buyer—roughly $1,500 to $4,500 between appraisals, title insurance,
processing, recording fees, and attorney and settlement fees. And, this doesn’t
account forthe amount someone could save by shopping for the lowest refinance
rates. Forexample, if the typical distribution between a median (50th percentile) and
low cost lender (30th percentile) is roughly 0.25%, the $1,500 in savings is negligible
compared to the tens of thousands of dollars a typical home buyer could save over the
life of the loan.

TrueRateﬁ./




03. Tricks of the Trade: Sleight-of-Estimate

Trick Three:
Under-counting the
cashtoclose

When the CFPB set standards on what must be includedinaloan
estimate, they unwittingly created a huge opportunity forlenders
to game the official-looking estimate by providing a calculation of
closing costs that can vary significantly fromreality.

Like a magician’s sleight-of-hand, which uses misdirectionand a
little dexterity to conceal the object, this trickis alittle like a
“sleight-of-estimate.” You shift ahomebuyers focus away from the
very real fees the lender chargesin “Section A: Origination
Charges” and directs them to the thing they’re most anxious about
in the last section of the document: “Estimated Cash to Close.”

TrueRateﬁ./




03. Tricks of the Trade: Sleight-of-Estimate

To betterexplain, here are two Loan Estimates from two different lenders (neither are
Tomo Mortgage, by the way).

Closing Cost Details
Closing Cost Details
A Origination Charges $I30 £ Tames and Other Government Fees 52
0.125% of Loan Amaunt (Polats) §290  Pacording Feas and Other Tuses an A. Origination Charges $850 K Taxes and Other Government Fees S22
bl 56 of Loan Aot (Points) Recording Fees and Other Taxes $342
F. Prapaids 4,469 Uniderwriting Fee $850  Transfer Tanes
Homeowner's Inurance Premism (12 months) 51,489 F. Prepaids $1,007
Mortgage insurance Premium | monthd] Homeowner's Insusance Premium (12 morths) £960
Prepaid interest [$45.92 per day for 24 days @ 7.123%) $1.162 Mo Mt Pr whi)
Property Tases (6 meonths ) 51878 SN SIS e | B
Prepaid Interest (346,72 per day for 1 days @ 7.25%) 347
Property Tases | months)
G.Inikis Escrow Payment o Closing $1311 « -
Homeewner's Irsurance $124.10 per monthfor 3 ma. 5372
B Services You Cannot Shep For a5 Martgage imurarce ¢ month foe  ma, Homecwner's Insurance: $80.00 per month fior 2 mo. 5160
Appraisal Fee $645 Property Tanes $312.96 per month for 3 mo. S99 B Services TouCamnotShepFor s8I0 Morgage inturance per month for mo.
Credit Monitarng Servce 54 - - a Property Ty $261.00 per maonth far 2 mo. 522
Credit Aeport 550 Appesiial Fee sas0
Fiood Determination Fee 58 Credit Report $170
Flood Like of Loan Coverage 35 Fload Determination Fee $10
Lifie of Lo Tax Service 548
MERS Registration Fee S35 L ner 46
Title~Owner's Tithe Policy (optional) $746 LI 1453
Title - Title - Owner's Tithe Policy (Opticnal) §1453
C Serviess Yeu Can Shop For S50 | qovul OTHERCOSTS £+ F 4G+ H) 617 1. TOTAL OTHER COSTS (E+ F + G + H) $3384
Tan Cevtification Fee 525
Title-Abatract ar Titi Search s - - Sarvices YouCon Noop For $675  ; TOTAL CLOSING COSTS »
Title-Express Mad/Cousier Fee g3 - TOTALCLOSING COSTS 2,905 Tithe - Attoeney Fee $300 D+l $5.509
Tithe-Lenders Tie: Policy 51342 Ol 59,905 Tithe - Settiement Fee 375 Lender Credits
Tithe-Recorhing Seroe 5200  Lender Credits
Title—Survey $250 : "
Tithe~Tax Service Fee (Closing Agent] 525 Calculating Cash to Close
Total Cloing Costs (1) £5,90% ‘Calculating Cash to Close
Clasing Conts Financed (Paid from your Loam Amount) 30 Tatal Closing Costs (1) 55,539
P /¥ from
Dawn P t/Funds from Borrower ss&g Clesing Costs Financed (Paid from your Loan Amount) 0
Frsnds fr Bort owed 50 Do Payment/Funds from Borrower $ER00
Seller Credits 50 Depoit 0
D. TOTAL LOAN COSTS (A + 8+ ) Adumimients 20 O Ot S350 Funds for Borrawer 50
Extimated Cash ta Close 564,394 Seller Credits 50
RO e AR ) SRTE ypstements and Other Cradits 0
Extimated Cash to Close 63539

The trick works like this: If you're alender with a higher price, you can trick someone into
thinking you’ll actually cost less by under-calculating the “estimated fees” and
directing their attention to the “total closing costs” at the bottom of the page. Lender A
has alowerrate (7.125% vs. 7.250%), lower fees ($850 vs. $290), and is offering $3,511in
credits—but, if you only look at the estimated costs to close, it appears to be $4,366
more than Lender B. That's because Lender B under-counts the costsin SectionC
(doesn’taccount forTitle Insurance or Recording, for example) and Section G (under-
counts Homeowner’s Insurance and Property Taxes, and assumes only 2 monthsvs. 3
months). These costs will be identical when someone goes to the closing table, and the
lender doesn’t take any responsibility for these fees.

Now, if you’re alender with higher prices, the easiest way to avoid looking like you’re
over priced s to simply avoid giving someone a Loan Estimate. We spoke to several
Loan Officers who admitted thatit’'s common practice at some lenders to simply avoid
sending a home buyer an estimate, stringing someone along aslong as possible—until
it's too late for them to change lenders.
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https://www.reddit.com/r/FirstTimeHomeBuyer/comments/17n361o/help_me_compare_two_loan_estimates/#lightbox

03. Tricks of the Trade

Trick Four:
Needlessly
“standard” fees

Just about every lender charges some form of origination or
processing fees. And, as we covered earlier, few people know what
these fees are orwhat they cover.

It's easy forlenders to explain away these costs as just “standard
practice,” without explaining that these fees are there to offset the
costs of giving someone aloan. Lenders make money on the loan
already (that’s why there’s aninterest rate), but they know that
homebuyers care alot about finding the lowest interest rate. So,
many add fees to artificially lower the rate while appearing more
competitive in price (without giving up any money). And, fora
variety of economic reasons—inflation, sales compensation, and
the overhead ontechnology that’s supposed to lower the cost but
does the exact opposite—these fees are ontherise.

Ina 2024 report from Freddie Mac, origination costs have gone up
35% (anincrease of roughly $3,000 perloan)inthe last three
years. And, unfortunately, homebuyers are picking up the tab on
theseincreases.
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https://sf.freddiemac.com/docs/pdf/cost-to-originate-full-study-2024.pdf

03. Tricks of the Trade: Needlessly “Standard” Fees

Lenders describe their origination fees in a wide variety of ways. They all essentially
represent the same work, but the differencesin cost can be extreme.

Loan Costs

A. Origination Charges

% of Loan Amount (Points)
Application Fee
Commitment Fee

Loan Costs

$1,090

$175
£915

A. Origination Charges

% of Loan Amount (Points)
Processing Fee
Tax Service Fee

$1,682

$1,595
$87

A. Origination Charges $9,088
% of Loan Amount (Points)

Lenders Attorney Fee $200
Loan Origination Fee $7.838
Underwriting Fee $1,050

Loan Costs

A. Origination Charges $3,472
% of Loan Amount (Paoints)

Loan Origination Fee $2,323
Underwriting Fee $1,149

In addition to the “common fees,” we're also noticing more lenders adding a battery of
unconventional “little fees” to obfuscate the overall origination charges. Forexample,
onelender decided to charge a particularly frustrating “satisfaction fee” for $15, in
additionto other generic fees added to the “origination” fee, including fees for

” o

“admin,” “processing,

N1}

underwriting,” and “doc prep.” It’s essentially six separate fees

to do something that shouldn’t cost anything extrain the first place.

Loan Costs

A. Origination Charges
% of Loan Amount (Points)
Admin Fee

Doc Prep Fee

Origination Fee
Processing Fees
Satisfaction Fee
Underwriting Fees

TrueRateﬁ./

Inthis example, it’s like ordering a
coffee for $5, then finding outit’llbe an
extra $0.10 to grind the beans, $0.50
to brew the coffee, $0.25 for the cup,
$0.15 to fill it with coffee, $0.15 to put
the lid on the cup, and $0.10 for a smile
whenthey handit to you.



03. Tricks of the Trade

Now hiring
whistleblowers.

We know many loan officers are tired of the greed and deceptionin the
mortgage industry—we’ve hired alot of them! So, we're inviting them to call
out the industry forits deceptive practices or misleading information.
Together, we canraise awareness and change anindustry.

And, to thank these courageous professions for doing the right thing, we're
offering anyone who posts “tricks of the trade” content on social media the
opportunity to interview with our CEO, Greg Schwartz. Just use the hashtag
#LOconfessions.
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04. What Every Home Buyer Needs to Know

How to get the best
rate on a mortgage.

1. Check TrueRate.

See whatrateis goodforyou, and where to getit.

2. Talk to multiple lenders.

Since rates move constantly, get an official loan estimate on
the same day and roughly the same time from each lender.

5. Get accurate estimates.

Whenyou get aloan estimate, make sure it’s based onyourreal
credit score (soft pull, so it doesn’t affect your credit) and that
the estimate reflects your specific loan scenario (e.g., 30-year
fixed rate conventional loan for single family home that’s a
primary residence).

4. Negotiate the fees.

Anythingin Section A of a Loan Estimate, in particular, is open
to negotiation.
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