
 

                                    
 

Oscar Castillo   :   BROKER – REALTOR           (858) 775-1057          DRE# 01140298          www.OscarSellsHomes.com  
___________________________________________________________________________________________________________ 

 

Is there a Prepayment Penalty with VA Loans 

 

Another benefit with a VA loan that is often not given the attention it deserves is that there is “no penalty for 
prepayment”.  This is a standard feature with VA loans and can potentially save borrowers significant amounts 
of money. 

A Prepayment Penalty Mortgage (PPM) is a loan with terms that require a borrower to pay a fee if the loan is 
paid in full before the end of the loan’s complete duration or a different specified period.  

Sometimes, the prepayment penalty terms are such that a penalty fee is paid only if the borrower pays the 
loan early, such as when the borrower pays back all or part of the principal of the loan within the first three 
years; especially on a loan for which all or most of the payments are usually applied toward interest. 

Prepayments occur when a borrower pays all or part of a mortgage debt early.  A common prepayment 
scenario occurs when a loan is refinanced, because one loan is paid off by another.  A prepayment can even be 
triggered by paying extra toward principal in addition to a monthly payment.  Many lenders who make PPM’s 
also consider prepayment to have occurred when a house is sold and a loan is paid off.  

If offered such a loan, a borrower should carefully consider the pros and cons of these loans against costs and 
benefits of loans that do not have prepayment penalties.   

There can be benefits to PPM’s such as lower lending fees and smaller interest rates.  Borrowers should fully 
understand all the terms and conditions surrounding prepayment penalties and the cost associated with 
making a prepayment.  PPM terms could cost an unsuspecting borrower thousands of dollars.  

The law requires that prepayment penalty terms be disclosed by the lender. So, the borrower should always 
have the choice to accept or reject a loan that includes a prepayment penalty.  Borrowers should always read 
loan documents carefully before signing to be certain that prepayment terms, (if any) are as they expect them 
to be.   If unsure and if you desire a loan with no prepayment penalty,  a borrower can ask the lender to show 
where it says in writing “no prepayment penalty”.  If there is a prepayment penalty, the provision should be 
read carefully to be sure the penalty terms are something the borrower feels comfortable with.  Seeing 
prepayment penalty terms in print before signing may prevent unwanted surprises. 
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A typical prepayment penalty is 80% of 6 months interest.  That can translate to thousands of dollars.  If an 
unexpected life change forces a PPM borrower to prepay a mortgage, this penalty can result in a substantial 
and unpleasant financial hit.  

Borrowers should understand that a PPM can hinder their ability to refinance should an opportunity to get a 
lower rate arise.  In the current economy there is no telling how low interest rates will go.  And, what might 
have seemed like a good rate on a PPM might later not seem so good especially if interest rates keep falling 
and a borrower wishes to take advantage of a lower rate and wishes to refinance 

If a borrower with a PPM wants, or needs, to get cash out of the equity to make home improvements or pay 
down debts, he or she might wish he or she had not agreed to the penalty.  PPMs can “paralyze” a borrower in 
this situation, because he or she feels stuck with the loan due to the prepayment penalty terms.  

Just know that a VA Loan carries a NO prepayment penalty - this means the borrower can sell the home at any 
time and pay off the loan at any time without incurring a prepayment penalty 
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