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Once you sign a contract or finan-
cial agreement, you’re expected to
comply with its terms, so it’s prudent

to carefully check the wording of every
financial agreement you sign to make
sure you understand what you’re
getting into. “It is important for
consumers to read the fine print when-
ever entering into a financial agree-
ment,” says Dennis M. Filangeri, a certi-
fied financial planner in San Diego.
“While one shouldn’t expect a free
lunch when conducting business,
one should be aware of all the hidden
costs that might make the deal not
worth pursuing.”

Financial contracts often contain
provisions that a layperson may not
fully understand but that have the
potential to greatly increase the cost
of the contract. Here are some things to
look for in common consumer contracts.

Mortgage Settlement Statements
The fine print of mortgage settlement state-
ments is replete with traps for the unwary.
Anything written in that contract should be
fully understood by you so there are no
unpleasant surprises later. Typically, a
consumer doesn’t have the same level of
knowledge about home buying as a realtor
and loan officer. Realty law is a career unto
itself, so it’s not surprising that consumers
start out at a distinct disadvantage. 

One of the most important documents
that every home buyer signs is a HUD-1
settlement statement. This is a federally
required form designed by the Department
of Housing and Urban Development. This
form itemizes different financial details of
a borrower’s home purchase. A very impor-
tant piece of information is contained in the
form’s 800 Section. That’s where the lender
itemizes loan origination fees, points, and
other fixed charges such as appraisal charges
and credit report charges. Generally, 2 or 3%
of a home’s sales price goes toward closing
costs. Buyers should review these charges

line by line. There are many “processing” and
“messenger” fees that can set you back
$40–$50 each if you don’t question them. 

Such added charges don’t just appear in
settlement statements. They are also found

in home equity line-of-credit documents.
Ask for an explanation of the costs outlined
in the fine print if a lender tells you
you’re getting a no-fee loan or have no clos-
ing costs. Check it out for yourself. If you
read the fine print, you’ll often find that
fees are only waived for the first year of a
loan. If you have a 10-year loan agreement,
for example, you may wind up owing $50
a year for every year except the first year
of the loan. Filangeri says, “Be sure to
consider all the costs when shopping for a
loan, not just the advertised annualized
percentage rate. These are particularly
important when refinancing.” 

Adjustable Rate Mortgages
Whenever interest rates start edging up,
adjustable rate mortgages (ARMs), gain in
popularity. Instead of paying a fixed rate
of interest for the life of your mortgage,
ARMs allow you to pay a rate that varies
year by year. ARMs often start off with a low
rate to entice you to get an ARM or refi-
nance from a fixed-rate to an ARM. Because
ARMs have built-in “caps” that prevent a
loan rate from adjusting up too much in any
single year as well as over the lifetime of the

loan, borrowers think that they have protec-
tion. Think again. Annual caps aren’t what
borrowers think they are. Most annual caps
prevent a mortgage from going up by more
than two percentage points for one year—
that’s all. They can go up by another two
percentage points the following year. There’s
usually a lifetime cap of six percentage points.
Most people would be better off with a fixed

rate, especially people who just bought
their home and plan to stay there. With
a fixed-rate mortgage, you know what
you’re going to have to pay every
month. It is very important to sit down
with a qualified loan consultant to
review all of your mortgage options
and fully understand them. 

Bank Statements
“Many persons have a lot of confi-
dence in banks, perhaps because they
advertise their federal insurance
through FDIC or FSLIC,” says Filangeri.
“What they don’t realize is that banks

make mistakes like anyone else and the
insurance may not cover these errors if the
consumer doesn’t act expeditiously in bring-
ing them to the bank’s attention.” Although
few people bother to reconcile their bank
statement with their checkbook each month,
it’s really something worth doing. Banks
typically will not investigate an incorrect
entry on their statement if it isn’t report-
ed within a specified time frame. The amount
of time varies among banks. Many a bank
customer has learned this the hard way.
Some banks stick rigidly to posted rules and
regulations. They won’t correct an error that
they made—even if you have concrete
evidence—if it is brought to their atten-
tion beyond the posted time frame. 

The Uniform Commercial Code (UCC),
a set of guidelines that businesses gener-
ally follow, covers items that are not specif-
ically mentioned in bank rules and regu-
lations. Banks are free to set stricter rules
so long as they notify the customer and
the customer does not object. When you
open a bank account and sign various
papers, one of them says that you agree
to the bank’s terms and agreements. As
long as a bank’s regulation doesn’t violate
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a UCC rule, it can be issued. 
Of course, banks have to be reasonable.

They can’t give you just one day to noti-
fy them of an error. But in Minnesota, a
court ruled that it was acceptable for a
bank to give its customers only 14 days
to report errors in their bank statements.
Many banks allow just 30 days. 

Automobile Leases
“Automobile leasing has gained popular-

ity among individual consumers over the
years because it provides lower monthly
payments for automobile acquisition than
a conventional auto loan,” says Filangeri.
“Leasing has its benefits, but it has pit-
falls too.” People often sign an automo-
bile lease without understanding many of
the terms of the contract. All they care
about is the monthly payment. They don’t
pay attention to end-of-lease charges and
penalties. The Florida attorney general’s

office reported that the average leasing
customer is overcharged by $1500. Most
of the problems stem from inadequate dis-
closure. Federal disclosure rules issued dur-
ing the past few years are an attempt to
remedy the problem.

Dealers are required to itemize month-
ly payment calculations, costs, and cred-
its, such as trade-in allowances and rebates,
when a lease is being drawn up. End-of-
lease charges and penalties must also be
itemized. Before the federal law was enact-
ed, these charges could be scattered
throughout the leasing paperwork, which
made it easy to hide them. Now they
must be grouped together on a single form.
The price of the automobile must be
clearly identified along with any added
options or costs. The car’s trade-in value,
cash payment, or rebate must also be clear-
ly specified, along with the bottom-line
price of the car. Leasing customers must
be given a copy of all documents they sign. 

Often, when a customer returns a car
at the end of a lease, the customer is
surprised by end-of-lease charges. Many
leases carry a low monthly lease rate but
limit the customer to 10,000 or 12,000
miles a year, with excess mileage penalties
of 10 to 25 cents a mile. 

Excess wear and tear is another stick-
ing point.  The dealer will measure the tread
on the car’s tires and inspect the body for
scratches. Not keeping track of mainte-
nance—oil changes, tire rotation, even wind-
shield wiper blades—can result in excess
wear-and-tear charges. Save all receipts.

Filangeri adds, “You must be sure to
carry adequate insurance too, when leas-
ing a vehicle. In the early days of a lease,
your financial obligation to the lessor is
more than the vehicle’s replacement value.”

To avoid problems with a lease contract,
make sure you understand all the terms
before signing the contract. If you’re not
prepared to spend 5–10 hours researching
lease contracts before you walk into a car
dealer, don’t lease a car. Remember, no
matter what kind of document you sign,
your signature conveys your agreement
to abide by its terms. If you’re not sure
what you’re signing, don’t!

Milton Zall is a freelance writer who special-
izes in taxes, investments, and HR/business
issues. He is a certified internal auditor and
a registered investment adviser. Send your
comments or questions about this article to
tcaw@acs.org or to the Editorial Office
address on page 6. ◆
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