
that the lender makes money and it
lowers the mortgage interest rate for a
borrower. 

Lenders make money by lending.  (I
realize this statement will not nominate
me for a Pulitzer Prize in the mortgage
expose category, but bear with me.)
Lenders borrow money themselves and
then turn around and lend it out to folks
like you and me at a higher rate.  So if
a lender borrows at 4% and lends at
6.5%, it’s making the spread, or differ-
ence.  

But there are other costs involved at
the lender’s operation just like any
business, such as staffing, compliance,
rent, etc.  And there are costs incurred
with each loan they create. In order to
make a profit on each loan, the lender
has a minimum amount of time it needs
for the loan to be outstanding.  During
the recent refinancing and flipping
booms, it was common for lenders to

lose money because they were repaid
too soon.  They only were able to col-
lect interest for a year, sometimes bare-
ly months, before the borrower paid the
loan off.

In exchange for this guarantee of in-
terest, most lenders will offer a rate
lower than a loan with no pre-payment
penalty.   The rate reduction can be 3/4
of one percent. Think of it as a “thank
you” to the borrower for accepting this
term.

How much can a pre-payment penal-
ty cost and how do I know if I have
one?

Prepayment penalty formulas vary,
depending on factors such as the credit
profile of the borrower.  Your loan offi-
cer should explain that you have one
and go over its terms.  When you
signed the loan payments, the closing

one, two or more years ago because the
interest rate and payments were lower
than those of a fixed rate mortgage.    

Today’s interest rate environment is
radically different than the recent past.
The Federal Reserve has raised its rates
16 times in a row as of the date of this
writing. All fixed and adjustable rate
mortgages are up, too.  Insurance costs
are causing panic and real estate taxes
are no bargain.  Not to mention the cost
of gas!  

So what do you do if you’re afraid of
not being able to afford your home?  If
you want out of an adjustable rate
mortgage, you may go to a mortgage
broker or bank.  Or you may decide to
sell your house.  But many times, a
rude surprise, more jarring than a Si-
mon Cowell comment is waiting for
you at the closing table– the pre-pay-
ment penalty.   The penalty can layer on
several thousands of closing costs to
the transaction and sometimes prevent
it from happening.  Ouch!

What is a pre-payment penalty?
A pre-payment penalty is a device

that serves two purposes – it ensures
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PRE-PAYMENT PAIN
More and more these days, I’m run-

ning into folks concerned with increas-
ing payments caused by their ad-
justable rate mortgages.  Typically, the
client went into an adjustable rate loan
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Priced at Only $1,109,500 

315 Beautiful, Secluded 315 Beautiful, Secluded Acres!Acres!

2 WELLS ON PROPERTY, SEPTIC, DOCK, STOCKED LAKE 20 FT. 
DEEP IN CENTER, TELEPHONE AND ELECTRCITY. 148.6 ACRES
TILLABLE SITUATED IN CENTER OF PROPERTY SURROUNDED 
BY TIMBER. FULL

OF WILDLIFE. 
TRAILS THROUGHOUT 

FOR HORSES OR 
WALKING. INCOME 

PRODUCING…
GREAT INVESTMENT!

SUBJECT TO SELLER 
MAKING A 1031 EXCHANGE. 

MLS #1056378

1500 E County Rd. • 1500 E County Rd. • WWashburn, ILashburn, IL

Lake Wildwood
400 Sunnyslope • Varna • $244,900

Beautiful 3 bedroom 3 bath home - only 1
year old! 9' ceiling on main floor and basement.
Open floor plan with gorgeous fully applianced
kitchen. Split bedroom design. Basement dry-
walled for rec room, family room, 4th bedroom,
2nd kitchen, bath and storage. Double lot. All

lake privileges. Subject to first right of refusal-LWW. Taxes on lot only. Listing: 1086585

Crew Lane • Sparland • $120,000
Wonderfully wooded land abundant with all kinds of wildlife-
perfect for a hunter or nature lover! Build your dream home
on 16.08 acres and have a breathtaking view of the river! No
other bluff, river view property from here to Hopewell Estates!
Come, get away from it all! Taxes reflect nearly 50 acres and
a house. Property is being taken from larger parcel and will
be assigned a new tax ID number. Listing agent or owner
MUST BE PRESENT for showings! Listing: 1080535

Kirk & Cindy Spillman • Authorized Dealer
21981 E. 200th Ave. • Flat Rock, IL 62427

(618)586-5910 • hunter11@hughes.net

www.southlandloghomes.com
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