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payment shock  “Payment shock” is a term used by 
some to describe significant increases in the payment 
required, which can lead to severe borrower hardship. 
Remember, the greater a mortgage’s potential for 
increases in payment amounts, the higher your risk of 
“payment shock.” Asking many of the questions on 
the next page can help keep you from experiencing 
“payment shock.”  

loans requiring little or no documentation   
Some lenders offer “low doc” or “no doc” loans that 
do not require you to supply a great deal of information 
about your finances. Using other information to qualify 
borrowers, these loans may cost more in terms of rates 
or fees. Your lender should tell you about any higher 
costs. If your wage and income information is readily 
available, consider supplying that information rather than 
paying more for this type of mortgage. 

loans with prepayment penalties or fees   
Prepayment penalties or fees are an additional lump 
sum required if the mortgage is paid off either through 
refinance or home sale before a specified date. Find out 
if your mortgage has one. If it does, know the amount 
of the penalty and the date the penalty ends. Ask if you 
are receiving a benefit, such as a lower rate, in exchange 
for the prepayment fee. If you plan to stay in the home 
throughout the prepayment penalty period, the savings 
may be significant. However, if you are planning to sell 
or refinance during the prepayment penalty period, make 
sure the benefit offered outweighs the fee.  

loans allowing interest-only payments   
An interest-only option can be a feature of any type 
of mortgage; however, it is typically available only 
for a limited time, after which payments may go 
up, sometimes significantly. While offering lower 
payments, paying only the interest does not reduce the 
principal due.  

loans with balloon payments  A mortgage with 
a balloon payment requires that the borrower pay all of 
the remaining principal on the loan in a relatively short 
time, often within five years of taking the mortgage. 
Agreeing to a balloon can get you a lower interest rate 
and monthly payment. However, as you can imagine, 
very few people can pay off their mortgage all at once. 
For this reason, borrowers usually refinance before 
the balloon payment is due. You should be told if your 
mortgage has such a payment, but be sure to ask. 
If you do choose a loan with a balloon payment, you 
must be completely sure of your ability to refinance or 
otherwise pay off the balance. Remember, falling real 
estate prices and increasing rates can affect that ability. 

responsibility for paying taxes, insurance and 
other costs   A homeowner’s responsibilities include 
more than the payment of interest and principal. They also 
include the payment of property taxes and homeowner’s 
insurance, and sometimes private mortgage insurance 
(PMI), condominium and association fees, payments on 
a second mortgage and other expenses. Many lenders 
require that you include some of these costs in your 
mortgage payment. The money goes into an escrow 
account and is paid out when due. If you do not cover 
these costs as part of your payment, they are still your 
responsibility under the terms of your mortgage. You 
should budget accordingly. 

note on the effect of falling housing prices   
While over the long-term homes historically increase in 
value, there are ups and downs in the real estate market. 
These variations can have an impact on some borrowers, 
especially those planning to move or refinance prior to 
an anticipated rise in rates and, therefore, mortgage 
payments. A fall in home prices or a rise in interest rates 
may make it much more difficult for those borrowers to 
sell or refinance without losing money.
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about any type of mortgage

Can my interest rate and monthly principal and 
interest payment go up over time? 

Can my loan balance go up, even if I make 
minimum payments on time? 

Will my mortgage payment include insurance, 
taxes and other charges?

Will I have to pay a prepayment fee if I pay off 
the loan in full ahead of schedule?

If so, how much is the fee?  
For how long is it in effect? 

If I agree to a prepayment fee,  
what do I get in return? 

Can I make extra payments to reduce principal? 

Does this loan have a balloon payment?

If so, how much? When is it due? 

Will the lender be obligated to refinance my 
balloon payment mortgage? 

Will I have to pay an additional fee if a payment 
is late? 

If I choose to provide the lender with less 
documentation of my income or assets, will I 
pay a higher rate or additional costs? 

If so, how much?

about ARMs

How much higher can my payments go when 
the mortgage first adjusts?  
(Assuming today’s interest rate, but remember, the rate will 
likely be different when your fixed period ends.)

After the first adjustment, exactly when,  
and how often, does my rate and payment 
amount adjust?

What’s the most my payment can increase?

about a payment option ARM

How many times can I choose to make only 
the minimum payment without forcing a 
recalculation of my loan and higher payments?

about a mortgage allowing 
interest-only payments

How long can I make interest-only payments? 

Can I also pay down principal? 

questions to ask your lender
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notes
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