
Understanding your home financing options  
and mortgage features

At Wells Fargo Home Mortgage, we understand the important role your home plays in your life. That’s why we are 

committed to providing you information that will help you make informed decisions about your home financing.

There’s a lot of information to digest during the financing process, and we’d like to simplify it for you. This guide will  

help break down some of the confusing terminology and clearly explain the home financing options that are available  

to you, including the: 

• Benefits of each mortgage feature. 

• Drawbacks of each mortgage feature. 

• Circumstances each feature is designed to meet. 

The information in this guide is for Wells Fargo Home Mortgage home financing products, unless otherwise noted. 

We hope this guide helps you better understand your home financing options so you can choose the mortgage and  

features that meet your needs today, and in the future. 

Please contact a Wells Fargo Home Mortgage consultant with any questions. 

Louis Candell 
Home Mortgage Consultant 
Wells Fargo Military Certif ed i
Phone: 800-987-6786 
http://louiscandell.com 
louis.candell@wellsfargo.com 
NMLSR ID 442652 
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Introduction

Why mortgage features matter 
The features of each mortgage loan may have an impact on your interest rate, the amount of your monthly payment and its 

variability, and your overall cost of borrowing. That’s why you should select mortgage features that you’ll feel comfortable 

with over the long-term. 

Be sure you look beyond short-term benefits 
Some customers select mortgages with features that work to their benefit in the short-term. They do this thinking that 

once the short-term benefits end, they’ll be able to refinance or sell their home. Unfortunately, in some markets or for 

some homeowners, refinancing may not be an option and selling the home may be difficult.  

It’s important for you to know that refinancing or selling may not be an option if interest rates are higher overall, if you 

cannot qualify because the market environment or your personal finances have changed, or if the value of your home has 

declined. Even if you are able to refinance, there may be a significant cost to do so. 

For these reasons, be sure to look beyond short-term benefits and carefully consider your ability to manage your mortgage 

over the long-term. 

Important points to keep in mind 
As you review this guide, it’s important to understand the many factors to consider when deciding which home financing 

option will work for you: 

• Your financial situation today and the level of certainty you have about your financial future. 

• How long you plan to own the home or keep the mortgage. 

• Your comfort level in assuming the risk of potential rate increases with certain types of mortgages. 

• Your credit characteristics and your current ability to manage your debts and obligations in a timely fashion. 

• The amount of funds you have for a down payment and closing costs. 

• The type of property you want, its use, and its value. 

• The kind of documentation you will need and can provide to obtain the mortgage. 

• Whether or not this is your primary residence, a second home, or investment property. 

• The amount of monthly income remaining after paying all of your bills. 
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Introduction (continued) 

Before you decide on the mortgage financing option that’s right for you 

• Be sure you can answer all questions on pages 5 and 6 about the mortgage you have chosen. 

• Be sure you understand your mortgage terms, including any fees/charges that apply.

• Seek any professional help you need to better understand your mortgage terms by speaking to your Wells Fargo 

Home Mortgage consultant, lawyer, accountant, or translator. 

The mortgage features described in this guide are not all necessarily available 

• Wells Fargo may choose to eliminate a mortgage or feature from its financing menu. 

• Not every feature will be available to every customer. Your Wells Fargo Home Mortgage consultant can provide 

information to help you determine what features are important to you. 

If you are requesting a home equity line of credit or loan in addition to your mortgage, please refer to the document 

entitled Features of Wells Fargo’s Home Equity Lines of Credit and Loans for details on the choices and 

features available to you. 
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Important questions to ask and answer  
about your mortgage  

1. Can my interest rate go up over time? By how much and how often?  

Adjustable-rate mortgages (ARMs) have rates that may start low then change over time at prescheduled adjustments.  

If your mortgage falls into the ARM category, be sure you know the adjustment schedule, plus the “index” and the 

“margin” on which the rate adjustment will be based. (see page 9) 

2. Can my monthly payment go up over time? By how much and how often?   

Payment increases can occur on certain types of mortgages and for multiple reasons other than an adjustment to your 

rate. It’s important to know if the mortgage you’re considering has the potential for payment increases because if you 

can’t afford to make your payments, you could lose your home. It’s also important to remember that even on mortgages 

with principal and interest payments that don’t increase, your payments for items like property taxes and homeowners 

insurance may increase. (see pages 19-21) 

3. Can my mortgage balance go up, even if I make all payments in full and on time?  

There are loan products, called negative amortization loans that allow the borrower to make a minimum payment that 

may result in the mortgage balance increasing. Wells Fargo Home Mortgage does not provide these types of mortgages. 

If you are shopping other lenders, be aware that the low-payment feature on a negative amortization mortgage permits 

your balance to increase, even if you make minimum payments. 

4. Will any scheduled payment exceed the normal monthly payment?  

Balloon mortgages, which are not very common, are mortgages with a final payment that exceeds the normal monthly 

payment, usually significantly. Wells Fargo Home Mortgage does not provide balloon mortgages. (see page 20)  

5. Will my regular monthly payment cover only interest at any point during the mortgage term?  

Some mortgages allow you to make monthly payments that cover only the interest accrued during the month for an 

initial number of years. As a result, payments are lower than traditional payments that include principal, but they do not 

reduce your mortgage balance and may increase substantially after the interest-only period ends. (see pages 19-20) 

6. Will my monthly payment include escrow payments (taxes, insurance, etc.)? If not, will I pay a fee  
for not including escrow payments in my monthly payment?  

Yes, your monthly payment may include an amount to pay these additional expenses. Wells Fargo Home Mortgage  

puts the funds you pay monthly into an “escrow account” to pay your property taxes, insurance, or other charges related 

to your home when they come due. If you want to pay these items yourself, you might be able to obtain a waiver of the  

escrow account requirement, but there may be a fee. (see page 24) 
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Important questions to ask and answer about your mortgage (continued)

7. Will I have to pay a fee if I pay off the mortgage in full ahead of schedule? Will I have to pay a fee  
if I pay more than the required monthly payment?  

Most mortgages have no prepayment fees whatsoever. Wells Fargo Home Mortgage does not currently provide 

mortgages that have penalty fees for prepayment. However, Wells Fargo home equity products may carry a  

prepayment fee. As you shop for home financing, be sure you fully understand whether there will be a prepayment fee,  

how it will be calculated, and when it can be charged. You’ll also need to understand if there is a prepayment fee  

only when you pay off the full balance within a certain period, or any time you make a payment above and beyond  

your scheduled payment. If you currently have a mortgage and are about to refinance or purchase a new home, call  

your mortgage servicer to see if you will have to pay a prepayment penalty or other fees, and to determine the amount. 

(see page 21) 

8. Will I pay an additional fee if my payments are late? How much?  

Late fees apply when you do not make a payment on time. Your lender may, or may not, give you a “grace period,” 

during which you can pay late without incurring a late fee. (see page 26) 

9. What is my initial interest rate and what are my settlement charges?  
Be sure you know what your interest rate is and the estimate of your closing costs (settlement charges), particularly 

when you’re shopping for the best mortgage package. A lower interest rate may be presented in exchange for higher 

settlement charges. In other cases, lower settlement charges may come with a higher interest rate. (see pages 7-11) 
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Section 1: Interest rates 

Q: What is an interest rate? 

A: The annual rate you pay on the funds you borrow. You may have the option of choosing: 

• A fixed-rate mortgage (FRM) 

• An adjustable-rate mortgage (ARM)

• A temporary buydown of the initial monthly payment

Q: What is an annual percentage rate (APR)?  

A: When you choose your mortgage, you are quoted an “interest rate,” which may vary until it’s locked in, that establishes 

the initial amount of your monthly principal and interest payments. 

• You should see both an “interest rate” and an “annual percentage rate (APR)” in various documents. The APR,  

which is usually higher than the interest rate, expresses the cost of the mortgage as an ongoing annual rate and 

includes certain fees, points, closing costs and other expenses (even though they are paid at application, or before  

or at closing).

• APRs can help you compare types of mortgages and the costs between mortgages or lenders, but remember that  

the APR is different from the actual interest rate on your mortgage.  

Q: How is the interest rate determined? 

A: Many factors determine the interest rate on a particular mortgage. Your rate will reflect conditions in the financial 

markets and your mortgage type, as well as an assessment of the risk of your specific mortgage product and your  

credit. This is why a “quick rate quote” during a phone call to a lender or a rate pulled from an online or newspaper 

advertisement may not provide enough information or reflect the interest rate you will actually receive once a lender  

has assessed your specific circumstances.  

• Mortgages reflect conditions in the financial markets. Complex variables affect the rise and fall of interest 

rates. It’s most important to understand that there is no “one mortgage rate.” Rates can fluctuate daily, even hourly,  

with movements in the financial markets, and by mortgage type and mortgage amount.

• In addition, the interest rate on your mortgage depends on the risk your mortgage features 
represent. When lending money to customers to finance their homes, lenders and their investors take the  

risk that these customers will not pay back the money loaned to them.  

o Lenders typically provide lower mortgage rates on mortgages that present less risk.

o Based on decades of lending, factors that reduce or increase risk have been identified – including  

down payment amount, credit score, and other factors. 
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Section 1: Interest rates (continued)

o For example: Because a customer has more money invested in a mortgage with a higher down payment,  

it is considered less risky than a mortgage with a lower down payment. Customers with higher credit 

scores historically default less often (so the lender anticipates less risk) than those with lower credit 

scores. 

o Other factors are similarly considered: your debt level in relation to your mortgage amount, whether your 

home is your primary residence or an investment property, whether it’s a single-family or multi-family 

home, the mortgage term you need or want, the amount of documentation you provide, etc. 

• Things to consider if you decide to “shop rates” among several lenders: 

o A rate that’s not based on the full details of your specific circumstances can only be a guess. 

o A guess you obtain today from one lender versus a guess you obtained yesterday or a week ago  

from another lender provides little basis for an accurate comparison.  

o Different mortgage types (Section 2) and different mortgage terms (Section 3) have different rates.

o Be sure to understand whether the rate you are quoted is an introductory rate, sometimes called a  

“teaser rate,” that might rise dramatically a short time after closing. 

 

Q: What is a fixed-rate mortgage (FRM)? 

A: A mortgage with an interest rate that remains the same over the entire term of the mortgage, regardless of how  

interest rates change in the marketplace. 

Who benefits? Customers who: 

• Finance their home when rates are relatively low. 

• Want the predictable principal and interest payments over the long-term. 

• Seek protection from rising rates and monthly principal and interest payments. 

What are the drawbacks? 

• Generally, the interest rate is higher than the initial interest rate of an ARM. 

• If the interest rates in the marketplace decrease, your rate will not adjust to a lower rate unless you refinance  

to a new mortgage. 

Q. What is an adjustable-rate mortgage (ARM)?

A: A mortgage with an interest rate that is fixed for a specific period of time then changes at scheduled dates to reflect 

market conditions.

• The initial interest rate is usually lower than on a fixed-rate mortgage, making your initial payments lower too.

• The interest rate is based on a market index that is subject to change plus a margin that does not change. 
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Section 1: Interest rates (continued)

o Market index: A published rate, such as the prime rate, LIBOR, T-Bill rate, or the 12th District COFI

o Margin: The set percentage the lender adds to the index rate to determine the interest rate of an ARM.

• The initial interest rate is the total of these two values plus or minus small adjustments made by the lender due to 

market conditions. When the initial interest rate adjusts, and at each subsequent adjustment, the interest rate will  

be the total of the market index and the margin, subject to any increase or decrease limitations, often referred to as 

rate caps or floors.

• After the initial interest rate period, the interest rate can adjust up or down at regular intervals based on changes  

to the market index. Following are descriptions of when the interest rate may adjust for different ARM products:

o A six-month ARM adjusts up or down every six months.

o A 1/1 ARM adjusts up or down for the first time after one year then every year after that.

o A 3/1 ARM adjusts for the first time after three years then every year after that.

o A 5/1 ARM adjusts for the first time after five years then every year after that.

Who benefits? Customers who:

• Will move and/or sell their home before the first interest rate adjustment.

• Want the ability to pay a lower monthly mortgage payment during their first year(s) of homeownership.

• Finance their home when fixed rates are comparatively high.

• Have sufficient income to manage a potentially increasing payment if refinancing or sale is not an option.

• Are willing to take a chance that their interest rate will stay the same or decrease when it adjusts.

What are the drawbacks?

• If your interest rate increases at adjustment, you may experience “payment shock” if your monthly payments 

increase to an amount you may not be able to maintain along with your other monthly obligations. If refinancing  

or selling is not an option, you could be at risk of losing your home. 

Q: How do rates on an ARM adjust?  

A: When any type of ARM reaches an interest rate adjustment, the rate will adjust based on the loan’s index, such as the 

Prime Rate, US Treasury or LIBOR, plus the margin stated in your mortgage documents. The amount an interest rate can 

change at each adjustment is limited by “caps” that restrict the amount the rate can increase or decrease.

• For example: Let’s say your current 5/1 ARM interest rate is 5.5%, with an index of 3.25% and a margin of 2.25%.

o At your ARM’s interest rate adjustment, let’s say the published index is now 3%.

o The 3% index rate plus the 2.25% margin would give you a new, lower 5.25% rate which would also  

lower your monthly principal and interest payment.

• As another example: Let’s say the published index is at 5% when your 5.5% 5/1 ARM adjusts.

o The index of 5% added to the margin of 2.25% would give you a new rate of 7.25%.

o The higher rate means your monthly principal and interest payments will increase significantly.
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Section 1: Interest rates (continued)

• Annual and lifetime limits (caps) at adjustment provide some protection from extreme rate increases.  

Your interest rate can never go higher than your original rate plus the lifetime cap.

• Pay attention to the caps because different mortgages have different caps. Many ARMs have a cap of 2% per 

adjustment and a lifetime cap of 6%. Others can have a first adjustment cap of 5%, a 2% cap on subsequent 

adjustments, and a lifetime cap of 5%. 

o For instance, the caps for a 5/1 ARM are 2/2/5, so, the interest rate for the 5/1 ARM that started at  

5.5% can never exceed 10.5% because the lifetime cap is 5%.

Your actual margin may be higher or lower than the examples provided above, based on the terms  
of your mortgage.

After you apply, you will receive a disclosure called the Consumer Handbook on Adjustable-Rate 
Mortgages, which will give you more in-depth information on ARMs. Make sure to contact your  
Wells Fargo Home Mortgage consultant if you have questions.

Q: What is an interest rate or payment buydown? 

A: Wells Fargo Home Mortgage provides two ways to lower the payment or rate on your mortgage: one is permanent  

and one temporary. You can: 

• Permanently buy down the interest rate by prepaying your interest in the form of “points.” Each point (equal to  

one percent of the mortgage amount) lowers your rate by an amount calculated by Wells Fargo Home Mortgage.

• Temporarily buy down your payment for a one- to three-year period. You can pay for the buydown yourself or use 

funds from the builder, seller, or another party.

Who benefits? Customers who: 

• In the case of a permanent buydown, have cash-on-hand to lower all future monthly payments, particularly if the 

customer expects to stay in the home for more than a few years. 

• In the case of a temporary buydown, are fortunate to receive money-saving assistance from a third party or who 

have the extra funds to temporarily buy down the payment in the early years of their mortgage. 

• Seek the predictability of fixed-rate payments, but want lower payments in the first year or longer. 

What are the drawbacks? 

• Temporary and permanent buydowns must be paid for and there may be limits to the buydown amount. 

• For some temporary buydowns, you must be qualified at application for the higher fixed-rate payment after  

the buydown ends. This is to ensure you can make the higher payment when the buydown ends. 

• If you sell or refinance before the temporary buydown ends, you may not recoup its cost. 
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Section 1: Interest rates (continued)

Q: What does it mean to lock in a range of rates or float a rate? 

A: At Wells Fargo Home Mortgage, you can lock in your range of rates at application or at a set time prior to closing,  

when it will lock automatically. The interest rate range on the day the rate is locked will be the rate you obtain at closing, 

assuming you close within the lock-in period (normally 30 or 60 days). An unlocked rate can float up or down until it’s 

locked into the market rate. 

Who benefits? Customers who: 

• Lock their rate know that neither the rate nor the mortgage will change, assuming the closing takes place within the 

lock-in schedule and your credit and the loan program do not change. At lock-in, a one-time float-down option can 

be purchased in case rates fall. 

• Float the rate would have the opportunity to obtain a lower interest rate should market rates decline. 

What are the drawbacks? 

• Floating puts your rate at risk (should rates rise). If rates go higher you may no longer qualify for the mortgage 

amount for which you’ve been approved. 

• Locked rates can’t be lowered if market rates decline, unless a float-down option has been purchased. 
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Section 2: Types of mortgages

Q: What types of mortgages are available? 

A: Different mortgages meet different needs. The type of mortgage you qualify for impacts your interest rate and  

mortgage terms. The mortgage types available include:  

• Conventional (prime or A paper)

• Government (FHA and VA) 

• Rural Home Financing Program

•	 Home OpportunitiesSM program (a proprietary Wells Fargo Home Mortgage program) 

• Nonprime or subprime

Conventional, government, and Home OpportunitiesSM mortgages have interest rates that are usually lower than the 

interest rates with nonprime or subprime mortgages. 

Q: What is a conventional prime mortgage? 

A: The most common category of mortgages, sometimes referred to as “A-Paper” mortgages in the industry. 

• They come in “conforming” mortgage amounts (limits are set each year by the federal government) and  

“jumbo” mortgage amounts (any amount above the conforming limit). 

• They are not insured or guaranteed by a government agency, but may be the least expensive. 

Who benefits? Customers who: 

• Have good credit histories. 

• Want favorable rates and terms available and can satisfy conventional qualifications. 

What are the drawbacks? 

• If your down payment for a purchase, or home equity in the case of a refinance, is less than 20%, you will  

have to pay for private mortgage insurance (PMI). 

• Some customers may not have the credit, income, down payment, documentation or property requirements  

to qualify. 

• Some customers have financing needs that exceed the conforming mortgage limits. Nonconforming prime 

mortgages usually have a higher interest rate.

Q: What is a government mortgage? 

A: An FHA, VA, Farmers Home Administration or a state bond program. The loans are generally made by private lenders, 

such as Wells Fargo Home Mortgage.

• The interest rates and terms are similar to conventional prime mortgages. 

• There may be more flexibility in qualifying guidelines than with conventional mortgages. 

• Be certain to ask your home mortgage consultant to help you compare the overall costs of all products, including the 

monthly and long-term costs and conditions of any required mortgage insurance. In many instances, you may find 

FHA to be a more expensive financing option and should only be considered after thoroughly evaluating all other 

product options that meet your credit qualifying and financial needs.
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Section 2: Types of mortgages (continued)

Who benefits? Customers who: 

• Seek a mortgage with a lower down payment requirement. 

• Need to use funds from other sources for closing costs. 

• For a VA mortgage, have served or are the spouse of someone who has served in the armed forces.  

• Note: You must demonstrate your VA eligibility, if applying for a VA loan. 

What are the drawbacks? 

• The programs may have caps (limits) on the mortgage amount based on the county where the home is located.

• You will need to pay for the mortgage insurance or guarantee fees.

Q. What is the Rural Home Financing Program?

A: A program that provides low- and moderate-income rural residents better access to more affordable loans.  The 

program blends a 30-year fixed rate first mortgage priced at market with a below- market second mortgage that is 

originated and subsidized by the Rural Development Agency.

Who benefits? Customers who:

• Don’t have down payment funds.

• Can’t provide a cash reserve.

• Are looking for more manageable monthly payments.

What are the drawbacks?

• Restricted to areas designated as rural.

• Income limits are less than or equal to median income for the area.

Q: What is the Wells Fargo Home OpportunitiesSM program? 

A: A program that may accommodate a customer’s constraints regarding down payment, income and credit  

requirements, and the source of funds required for closing. 

• The interest rate is similar to conventional prime mortgages, but may cost a little more. 

Who benefits? Customers who:

• Have low-to-moderate income. 



Wells Fargo Home Mortgage  14

Section 2: Types of mortgages (continued)

What are the drawbacks? 

• The program requires that your income fall within the limits set by area. 

• You will have to pay private mortgage insurance (PMI) if your down payment or home equity is less than 20%. 

Q: What are nonprime or subprime mortgages?

A: These types of mortgages have typically accommodated customers with qualifying challenges by providing an  

alternative to conventional mortgages. Wells Fargo Home Mortgage does not provide any of these mortgages.

What are the drawbacks?

• Interest rates are typically higher than conventional prime and government mortgages.

• To qualify, you may need to consider accepting a prepayment penalty (see page 21).

Q: What is an “Option ARM” or “Payment Option ARM”? 

A: Wells Fargo Home Mortgage does not provide “option ARMs” or “payment option ARMs” which generally begin with  

a low teaser rate, resulting in extremely low payments. Each month the homeowner has the option of making a principal 

and interest payment, an interest-only payment, or a minimum payment that may not cover the interest owed. 

If the homeowner continues to make only the minimum payment each month, “negative amortization” may result and the 

additional interest owed is added to the principal balance. Eventually, a new payment schedule is calculated and the new 

monthly payment may increase significantly. The homeowner may owe more than originally borrowed and may no longer 

be able to make the mortgage payments.

Q: What is a piggy-back, combination or simo loan? 

A: A first mortgage combined with a home equity loan or line of credit in second position. This is a common type of 

financing for a number of different reasons, depending on market conditions.  

Who benefits? Customers who: 

• Depending on market conditions, want to avoid the potentially higher rate on a jumbo mortgage by obtaining a 

conforming mortgage up to the permitted limit and covering the balance of what they need to borrow with a home 

equity loan/line. 

• Have financing needs for which the entire amount is not needed at once, such as for home improvements. 
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Section 2: Types of mortgages (continued)

What are the drawbacks? 

• You will need to qualify for two loans: the mortgage and the home equity loan or line of credit. 

• You need to make two payments, one for your mortgage and one for the home equity loan or line of credit. 

• If the combined loan amount is high in relation to your home’s value and its value declines, you may find yourself 

owing more money than the home is worth. (see “high LTV” and “CLTV” on pages 17-18)

If you are getting a home equity line of credit or loan in addition to your mortgage, you  
will be sent a document entitled Features of Wells Fargo’s Home Equity Lines of Credit and Loans 
explaining the home equity choices and features available to you. 
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Section 3: The term of your mortgage

Q: What is a mortgage term? 

A: The term, which is established in your mortgage documents, is the number of years it will take to repay your           

mortgage if you make no more than the required principal and interest payments every month. 

• Typically, mortgage terms are 10, 15, 20, or 30 years, but any number of years in between might be available  

as long as you qualify for the monthly payment amount.  

• Generally, the shorter the term, the lower the interest rate, but the higher the monthly payment. 

Q: What is a shorter-term mortgage? 

A: Generally speaking, mortgages with terms of 20 years or less are viewed as shorter-term mortgages. Wells Fargo  

Home Mortgage will accommodate any term length on its first mortgages, such as 10 years, 11 years, 18 years, etc., but 

there is a minimum term for a first mortgage of 10 years. Less than that may be provided by a different type of loan. 

Who benefits? Customers who: 

• Want to take advantage of a lower interest rate on the shorter-term mortgage, reducing the total interest  

paid over the mortgage term. 

• Would like to pay off their mortgage and own their home outright sooner.

What are the drawbacks? 

• Although the interest rate is lower on a shorter-term mortgage, your monthly payments may be higher  

because the mortgage amount will be repaid in a shorter period of time. 

• You must be able to qualify for the potentially larger monthly payments. 

• Since you pay less interest and your mortgage will be paid off sooner, you may lose a tax deduction that  

may be beneficial to your overall financial profile (consult your tax advisor). 

Q: What is a longer-term mortgage? 

A: Generally speaking, mortgages with terms of 25 or 30 years are viewed as longer-term mortgages. Wells Fargo  

Home Mortgage will accommodate any term length between 20 and 30 years, such as 22 years, etc., on its mortgages.

Who benefits? Customers who: 

• Seek lower monthly payments than what might result from a shorter-term mortgage. 

What are the drawbacks? 

• The interest rate is typically higher than a shorter-term mortgage, which means you will pay more interest  

because of the higher rate and longer term of your mortgage. 

• If you only make the scheduled payments, you will repay your mortgage more slowly than a shorter-term mortgage.
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Section 4: Loan-to-value

Q: What is a loan-to-value (LTV) ratio? 

A: The loan-to-value (LTV) ratio is the mortgage amount expressed as a percent of the home’s value. The home’s  

value is either the purchase price or its appraised value, whichever is lower. 

• For example: If the appraised value of the home is $200,000 and your down payment or existing equity in  

the home is $40,000 (20% of the value), your loan amount will be $160,000 or 80% of the value, making  

your LTV 80%.   

Q: What is a low-LTV ratio? 

A: Generally speaking, a low-LTV ratio is one that is equal to or less than 80% of the home’s value. 

Who benefits? Customers who: 

• Have a large down payment or a lot of equity in their home typically qualify for: 

o The best rates and terms with lower monthly payments. 

o No requirement to pay private mortgage insurance (PMI). 

• Experience a decline in home values will have less concern about owing more than the home is worth. 

What are the drawbacks? 

•  With a low-LTV ratio, considerable equity (personal wealth) is “locked” in your home. “Unlocking” the equity 

requires a cash-out refinance, obtaining a home equity loan/line of credit, or selling the home. 

Q: What is a high-LTV ratio? 

A: Generally speaking, a high-LTV ratio is one that is higher than 80% of the home’s value. 

Who benefits? Customers who: 

• Are unable to make a large down payment, but may still be able to qualify for a mortgage.  

• Prefer to use their savings for home improvements, education, etc., instead of a down payment. 

What are the drawbacks? 

• Monthly private mortgage insurance (PMI) payments may be required. These payments are collected in  

addition to your monthly principal and interest payments. Conditions under which you are no longer  

required to pay private mortgage insurance differ by your type of financing. 

• High-LTV financing may not be available in certain market conditions.  
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Section 4: Loan-to-value (continued)

• If your LTV is high and home values drop, you could have a mortgage larger than the home’s value. 

o This makes it more difficult to refinance or sell your home without losing money. 

o As tax law stands today, the interest on the portion of the mortgage that is greater than the  

appraised value may not be tax deductible (consult your tax advisor). 

o If your home sells for an amount lower than your mortgage, you may owe your lender money. 

Q: What is a combined-loan-to-value (CLTV) ratio? 

A: Financing with a first mortgage and a home equity loan or line of credit has a combined-loan-to-value (CLTV) ratio. 

• For example: If your first mortgage is 70% of your home’s value, and your home equity loan is 10% of your  

home’s value, your CLTV is 80%. 

• A high-CLTV ratio has the same drawbacks as a high-LTV ratio if home values drop. (see above)
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Section 5: Types of mortgage payments

Q: How is the monthly mortgage payment amount determined? 

A: The amount of your monthly mortgage payment over the life of your mortgage is dictated by: 

• Your interest rate 

• Your mortgage type: fixed-rate mortgage or adjustable-rate mortgage (ARM)

• Your mortgage term: 10 to 30 years 

• The type of payments you make: 

o Regular principal and interest payments 

o Interest-only payments 

o Balloon payment 

o Any voluntary prepayments you choose to make in addition to the required payment 

o If applicable, you will also make escrow payments 

Q: What are regular monthly principal and interest payments? 

A: Regular payments are those made once-a-month to cover the required principal and interest amount that  

will pay off the mortgage over a specified term, such as 15, 20, or 30 years. This process is called “amortization.” 

• Your payments in the early years are comprised of mostly interest and partly of principal. 

• As the years go by, your payment shifts to more and more principal and less and less interest. 

• Your home mortgage consultant can provide an amortization schedule for any term. 

Who benefits? Customers who: 

• Want to steadily build equity throughout the mortgage term by making monthly payments towards principal,  

so they’ll own their home outright by the end of the term. 

• Appreciate the tax deduction usually allowed on the interest paid on the mortgage (consult a tax advisor). 

What are the drawbacks? 

• Paying only the required principal and interest each month instead of making larger principal payments means  

you’ll be making mortgage payments for the full term of your mortgage. 

• You will be paying the full amount of interest over the full term of your mortgage.

Q: What are interest-only payments? 

A: Payments that cover the interest portion of your monthly obligation for an initial period (typically about 10 years),  

but do not include any payment on principal. 

• You are required to pay only the interest, but also have the option of making additional principal payments  

at any time. 

• It’s critical to note that, unlike other lenders, Wells Fargo Home Mortgage does not provide interest-only mortgages 

that negatively amortize. As long as you make the interest payments, your mortgage amount will not increase. 
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Section 5: Types of mortgage payments (continued)

Who benefits? Customers who: 

• Have an income stream with peaks and valleys (commissioned, seasonal or high-bonus jobs), allowing them to  

pay only interest during the valleys and pay down principal in large chunks during the peaks. 

• Want to reduce the amount of their required monthly payments by making lump-sum principal payments. This  

is not the case with regularly amortizing fixed-rate mortgages, for which the extra principal paid reduces the term  

of the mortgage, but not the amount of the required monthly payments. 

• Want lower monthly payments during the initial period more than they want to build equity. 

• Expect to sell the home at or before the end of the interest-only period. 

What are the drawbacks? 

• At the end of the interest-only period, you must begin paying principal in addition to interest, increasing the  

amount of your monthly payment. Since your principal is now being paid over fewer years, the monthly amount  

may be substantially higher than if you had made principal payments all along. 

• You will not reduce your principal balance if you make only the interest payments, so the only way to build equity  

is if the market value of your home increases. 

• If the value of your home decreases, it is possible that even though your loan balance has not changed you may  

owe more than the value of your home.

Q: What are balloon payments? 

A: A feature on certain mortgages that keeps monthly payments lower, but requires the customer to pay the entire 

remaining principal on the mortgage at the end of a predetermined number of years.  

• Wells Fargo Home Mortgage does not provide balloon payments products.

Who benefits? Customers who: 

• Need lower monthly payments to qualify and anticipate moving before the balloon payment due date.  

• Are sure they will be able to refinance or otherwise will have the funds required to pay off the balance of their 

mortgage in a lump-sum payment at the time the balloon payment is due. 
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Section 5: Types of mortgage payments (continued)

What are the drawbacks? 

• Since the payments made during the initial period are not enough to pay off the entire mortgage balance, the  

balloon payment may be 50% or more of the original principal, depending on your mortgage. 

• If you are unable to make the large lump-sum balloon payment at once, you must refinance or sell your home  

before the balloon payment is due. 

• Falling real estate prices and/or rising interest rates may impact your ability to refinance. 

• You may pay more interest over your mortgage term than with regular principal and interest payments.

Q: What are prepayments? 

A: Prepayments may be either the payment of extra principal during the mortgage term or payment of full principal 

balance before the loan term is up, usually at the time of a refinance or home sale. Prepayments fall under two categories: 

• Prepayments with no penalty or fee, available on most conventional mortgages, allow you to pay off some or 

your entire mortgage amount at any time without cost. For Wells Fargo Home Mortgage products you can: 

o Make extra principal payments at any time during the mortgage term in any amount online, by check,  

in person, or through automatic withdrawals. (see pages 24-26) 

o Sell your home or apply to refinance at any time and pay off your mortgage without a penalty. 

• Prepayments with a penalty or fee are associated with certain products, typically home equity or nonprime 

products. (see page 14) 

o The penalty is an additional lump-sum fee that must be paid if you pay your mortgage off by selling  

the home or refinancing prior to a specific date—typically the first two to three years of the mortgage. 

Wells Fargo Home Mortgage does not currently provide mortgages that have a penalty for prepayment, although  

Wells Fargo home equity lines of credit do have a prepayment penalty. 

Who benefits? Customers who: 

• Have no prepayment fee have complete freedom to prepay their mortgage at any time. 

What are the drawbacks? 

• If you have a prepayment penalty or fee and sell or refinance your home during the prepayment penalty  

period, you may have to pay the penalty or fee. 
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Section 6: How mortgage features impact payments  
and equity 

The table below provides illustrations of several mortgage products that lenders may provide and what your monthly 

payments and home equity might look like at various points during the loan term. The illustrations are based on buying  

a $300,000 home with a 10% down payment and a $270,000 mortgage. They assume no change in the market value of the 

home in order to illustrate how the mortgage type itself impacts the homeowner’s ability to build equity. 

The information below is provided for illustration purposes only. The products or interest rates are 
subject to change daily. Please contact us for current product and interest rate information.

See page 23 for more clarification on this chart.

Monthly payment on a $300,000 home after a 10% down payment
Principal and Interest (PI) or Interest-Only (IO)

Mortgage type 
with a 30-year term

(A)

During Year 1 

 
(B)

During Year 
6 even with 
constant 
index rate 
(C)

During Year 6 
with 2% rate 
increase 

(D)

Maximum 
possible 
payment, and 
effective years 
(E)

Balance 
owed after 
10 years 

(F) 

Equity in 
Year 10 with 
$30,000 
down payment 
(G)

1.  Traditional fixed-rate with 
3.50% interest rate

$1212.43 (PI) $1212.43 (PI) $1212.43 (PI) $1212.43 (PI) 
from years 1-30

$209,052 $90,948

2.  Traditional 5/1 ARM with 
2.125% interest rate for 5 
years; interest rate may change 
annually thereafter

$1014.93 (PI) $1119.38 (PI) $1262.31 (PI) $1687.23 (PI) 
from years 6-30

$201,835 $98,165

3.  Fixed-rate with interest-
only with 3.50% interest rate;  
Interest-only payment for first 
10 years; Principal repayment 
begins in year 11

$787.50 (IO) $787.50 (IO) $787.50 (IO) $1565.90 (PI) 
from years 11-30

$270,000 $30,000

4.  5/1 Interest-only ARM with 
2.125% interest rate for 5 
years; Interest rate may change 
annually thereafter;  Interest-
only payment first 10 years; 
Principal repayment begins in 
Year 11

$478.13 (IO) $675.00 (IO) $928.12 (IO) $2113.62 (PI) 
from years 11-30

$270,000 $30,000

Mortgage type 
with a 15-year term

(A)

During Year 1 

 
(B)

During Year 
6 even with 
constant 
index rate 
(C)

During Year 6 
with 2% rate 
increase 

(D)

Maximum 
possible 
payment, and 
effective years 
(E)

Balance 
owed after 
10 years 

(F) 

Equity in 
Year 10 with 
$30,000 
down payment 
(G)

5.  Traditional fixed-rate with 
2.625% interest rate

$1816.27 $1816.27 $1816.27 $1816.27 $102,021 $197,979

These monthly payments exclude any homeowners insurance, taxes, 
and Private Mortgage Insurance (PMI) that may be due

No home 
valuation 
changes are 
assumed
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Section 6: How mortgage features impact payments and equity (continued)

Please note the following: 

• Mortgage types 1 and 2 require principal and interest (PI) payments from the beginning of a loan term.

• Mortgage types 3 and 4 have interest-only (IO) payments for the first 10 years. As a result:

o Column F shows that, by year 10, the mortgage principal balance remains at the original loan  

amount of $270,000 for mortgage types 3 and 4, which have required only interest payments  

through this period.

o Column G shows an increase in equity beyond the original $30,000 down payment for mortgage  

types 1 and 2 in year 10, and no additional equity for mortgage types 3 and 4.

• Mortgage type 5 requires principal and interest payments from the beginning of the loan term

• The adjustable-rate mortgages (ARMs) in mortgage types 2 and 4 start with an interest rate that is lower than the 

rate for the fixed-rate mortgages. However, the interest rate increase on these ARMs could be up to 5% in year 6, 

making the payments higher than those required by a fixed-rate mortgage. 

• Column C shows that the monthly payments could change even if the ARM’s index rate (the market rate used  

as the basis for rate adjustments) is the same as it was five years earlier, at the mortgage’s inception. See page 10, 

Section 1: Interest Rates for more information about how ARM interest rates are determined.

• Column E shows that the monthly principal and interest payment on mortgage type 2 could jump from $1014.93 

in year 5 to a maximum of $1687.23 in year 6.

• For mortgage type 2, Columns F and G assume the highest possible interest rate path in years 6 through 10.   

Lower rates would generate a lower outstanding balance and additional home equity, just as higher rates would 

result in a higher outstanding balance and less home equity.
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Section 7: How you make your mortgage payments

Q: What other charges are included in my regular monthly payment? 

A: Principal and interest are included with each “regular” amortizing mortgage payment. 

• Additionally, homeowners are responsible for paying: 

o Property taxes 

o Homeowners insurance (sometimes known as hazard insurance) 

• Some homeowners are also required to pay for: 

o Private mortgage insurance (PMI), if the down payment or equity is less than 20% 

o Flood insurance, if the property is in a government-designated flood plain 

o Condominium, association, maintenance or other fees, if the home is a condo, co-op, PUD or townhouse

o Second mortgage payments if they have a home equity loan or line of credit 

• Escrow payments. You may want to, or be required to, include taxes and insurance and some of the other above  

costs in your monthly payment to Wells Fargo Home Mortgage. The funds to cover these costs go into an escrow 

account — a holding account Wells Fargo Home Mortgage establishes on your behalf. You can monitor your  

escrow account activity online at yourwellsfargomortgage.com. 

o Typically, you prepay some of these funds at closing to open your escrow account. 

o Every month, Wells Fargo Home Mortgage collects a portion of the funds needed annually for taxes  

and insurance, along with your principal and interest payments. 

o On specific due dates, Wells Fargo Home Mortgage makes tax, insurance, private mortgage insurance 

(PMI), and other payments on your behalf. 

o Once a year, Wells Fargo Home Mortgage evaluates your escrow account.  

o In some instances, we might have collected too much, and will return that money to you. 

o In other instances, the money we paid out for your taxes, insurance, or other fees may have been  

higher than the amount in your escrow account. In that instance, we’ll work with you to help you  

repay the money you owe.  

• If your mortgage does not require escrow and you don’t want Wells Fargo Home Mortgage to make these payments 

for you, they are your responsibility under your mortgage terms. That’s why it’s important to budget accordingly. 

• It’s also important to remember that once your mortgage is paid in full, you are still responsible for your taxes, 

homeowners insurance and other fees that may be associated with your property.

Q: Are there different ways to make my mortgage payments? 

A: Yes. Wells Fargo Home Mortgage provides multiple ways for you to make on-time payments based on your needs —  

i.e., convenience, security, ease in managing your household budget, or your desire to build equity and pay down your 

mortgage sooner.  

Who benefits? All our customers do. Because Wells Fargo Home Mortgage provides so many ways to make  

mortgage payments, you have the opportunity to select the option that best meets your individual needs: 
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Section 7: How you make your mortgage payments (continued)

• Make budgeting easier with free, automatic Preferred Payment PlanSM withdrawals from one or more bank 

accounts, with or without additional principal. Partial payment will not be applied to your mortgage until full 

payment is received. Partial payment is anything less than the current monthly payment listed on your billing 

statement: 

o Weekly – payment amount on the weekday of customer’s choice 

o Biweekly – payment amount every other week on the weekday of customer’s choice 

o Semi-monthly – payment amount on the 1st and 15th of each month 

o Monthly – full payment amount due, typically on the 1st through 5th day of each month 

• One-time last-minute payments via phone or online (see next question below) 

• Online via Wells Fargo Online® Bill Pay or transfers, with or without additional principal  

• By check, with or without additional principal 

What are the drawbacks?   

• Although your regular on-time payment methods are free, rush payments are fee-based, and late payments  

are subject to a late fee.  

• If you choose to use a service from outside Wells Fargo, you could be charged fees from that company. 

• Wells Fargo home equity products have has different payment options.

Q: How can last-minute payments be made? 

A: Wells Fargo Home Mortgage customers can make a one-time same-day or next-day payment online at 

yourwellsfargomortgage.com or by calling 1-800-288-3212. The funds are posted the same day or next day. 

Who benefits? Customers who: 

• Do not use automatic payment methods, have forgotten the payment, or are away from home. 

• Need extra time right before the due date to accumulate the funds for the monthly payment. 

• Want to avoid a late fee that would have been charged due to postal delays. 

What are the drawbacks? 

• Fees can vary by payment method.

Q: What if a payment or payments can’t be made? 

A: At Wells Fargo, we know circumstances may arise that impact our customers’ ability to make one or more payments. 

It’s in our customers’ best interests to call our servicing team as soon as they doubt their ability to make one or more 

payments. We are committed to helping you any way we possibly can. 

Who benefits? Customers who: 

• Call us early, before their circumstances are dire. 

• Can be helped with a variety of tools, providing alternatives to the worst-case scenario of foreclosure. 
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Section 7: How you make your mortgage payments (continued)

What are the drawbacks? 

• Many customers can be helped, but there are exceptions. 

• Legal or investor constraints may limit available options. 

Q: If I’m late making a payment, is there a fee? 

A: Late fees differ by mortgage type and the state where your property is located. The late fee for your mortgage is on  

your Mortgage Note. The best way to show how late fees work is to provide an example, which does not apply for every 

mortgage type: 

• Let’s say a customer has a mortgage with payments due on the 1st of the month, with a 15-day grace period. 

• Although the payment is considered late after the 1st of the month, we allow additional time for the customer  

to send us the payment due. 

• If we receive payment on or before the 16th of the month, no late fee will be charged. 

• If we receive payment after the 16th, a late fee will be charged.

If you have any questions about the information in this guide, please call your Wells Fargo Home 
Mortgage consultant. 

For a complete explanation of documents required in the mortgage application process, visit our online document library 

at www.wellsfargo.com/home_center/reference.

Legal note: Because the home office of Wells Fargo Bank is located in the state of South Dakota, the laws of that state will apply 
to your mortgage and home equity financing for all interest, fees and other amounts (including prepayment penalties) charged or 
accruing thereon that are considered “interest” charges by applicable law. Other rights and remedies of your mortgage and home 
equity financing are governed and interpreted by federal law and the consumer protection laws of the state where your property  
is located excluding any state laws that are preempted by federal law. 

Note on refinancing a “special subsidized mortgage”: If you are already a homeowner and have a “special subsidized mortgage”  
on your current home, please notify Wells Fargo as soon as possible. We want to ensure that refinancing provides you with a benefit. 
For clarification, a “special subsidized mortgage” means that it was originated or subsidized through a state, local or  
tribal government or nonprofit organization. This mortgage may have a below-market interest rate, an interest  
recapture provision, may not have to be repaid, or may only require partial payments. 

If you are a service member on active duty, prior to seeking a refinance of your existing mortgage loan, please consult with your 
legal advisor regarding the loss of any benefits you are entitled to under the Servicemembers Civil Relief Act or applicable state law.
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