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Closing the Real Estate 
Transaction 

■ LEARNING OBJECTIVES When you have finished reading this unit, you will be able to

■ describe the specific steps and processes involved in order to achieve con-
veyance of clear and marketable title, including compliance with all appli-
cable laws;

■ describe the closing procedures and the respective roles of all parties;
■ explain the provisions of the Real Estate Settlement Procedures Act

(RESPA) and the Mortgage Disclosure Improvement Act (MDIA);
■ describe and explain all buyer and seller charges and credits contained in

the closing statement;
■ explain the financial entries and mathematical calculations contained in the

closing statement;
■ review and confirm the accuracy of a closing statement; and
■ define the following key terms:

accrued items
affiliated business 

arrangement (ABA)
closing
Closing Disclosure
closing statement
credit
debit

escrow accounts
escrow closing
impound accounts
Loan Estimate
Mortgage Disclosure 

Improvement Act 
(MDIA)

mortgage servicing 
transfer statement 
prepaid items

prorations
Real Estate Settlement 

Procedures Act 
(RESPA)

survey

17U N I T
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316 Modern Real Estate Practice, Nineteenth Edition Update

OVERVIEW 

The conclusion of the real estate transaction is the closing, when title to the real 
estate is transferred in exchange for payment of the purchase price. Until closing 
preparations begin, a real estate professional’s relationship is primarily with the 
buyer or the seller. During the closing period, new players come on the scene: 
appraisers, inspectors, loan officers, insurance agents, and lawyers. Negotiations 
may continue, sometimes right up until the property is finally transferred. A thor-
ough knowledge of the closing process is the best defense against the risk of a 
transaction failing. 

PRECLOSING PROCEDURES 

Closing involves two major events. First, the promises made in the sales contract 
are fulfilled; second, the mortgage funds are distributed to the buyer. Before the 
property changes hands, however, each party—buyer and seller—usually will have 
specific concerns that must be addressed. As emphasized previously, the closing 
process is based on the provisions of the sales contract, making it important that 
the parties treat the negotiation for the purchase of the property—the process of 
offer and accept—very seriously. 

Many real estate professionals maintain a list of events that must take place prior 
to the actual closing in order to avoid surprises that might lead to delays. 

Buyer’s Issues 

Both the buyer and the buyer’s lender must be sure that the seller can deliver the 
title that was promised in the purchase agreement and that the property is now in 
essentially the same condition it was in when the buyer and the seller agreed to 
the sale. This involves examination of 

■■ the results of any inspections, such as termite or structural inspections, or 
required repairs; 

■■ the survey; 
■■ the title evidence, including the seller’s deed and any documents demon-

strating the removal of undesired liens and encumbrances; and 
■■ any lease, if a tenant resides on the premises. 

Final Property Inspection In the real estate contract, the buyer usually 
reserves the right to make a final inspection, often called a walk-through, shortly 
before the closing takes place. The buyer, accompanied by the real estate profes-
sional, verifies that necessary repairs have been made, that the property has been 
well maintained, that all fixtures are in place, and that no unauthorized removal 
or alteration of any part of the improvements has taken place. It is not a time to 
reopen negotiations, but to verify that the condition of the property is in compli-
ance with the terms of the contract. See Figure 17.1. 

Closing is the point at which 
ownership of a property is 
transferred in exchange for the 
payment of the purchase price. 
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317Unit 17  Closing the Real Estate Transaction 

FIGURE 17.1: For Your Protection, Get a Home Inspection 

U.S. Department of Housing 
and Urban Development
Federal Housing Administration (FHA)

 HUD-92564-CN (6/06) 

 

  Why a Buyer Needs a Home Inspection
   
   A home inspection gives the buyer more detailed information about the overall condition of the home  prior         
   to purchase. In a home inspection, a qualified inspector takes an in-depth, unbiased look at your potential           
   new  home to:        

  Evaluate the physical condition: structure, construction, and mechanical systems;
 Identify items that need to be repaired or replaced; and
 Estimate the remaining useful life of the major systems, equipment, structure, and finishes. 

  
  
  Appraisals are Different from Home Inspections

  An appraisal is different from a home inspection. Appraisals are for lenders; home inspections are for buyers.         
  An appraisal is required to:

  Estimate the market value of a house;
 Make sure that the house meets FHA minimum property standards/requirements; and
 Make sure that the property is marketable.

  
  FHA Does Not Guarantee the Value or Condition of your Potential New Home

If you find problems with your new home after closing, FHA can not give or lend you money for repairs, 
and FHA can not buy the home back from you. That is why it is so important for you, the buyer, to get 
an  independent home inspection. Ask a qualified home inspector to inspect your potential new home 
and give you  the information you need to make a wise decision.

Radon Gas Testing 

The United States Environmental Protection Agency and the Surgeon General of the United States have 
recommended that all houses should be tested for radon. For more information on radon testing, call the 
toll-free National Radon Information Line at 1-800-SOS-Radon or 1-800-767-7236.  As with a home inspection, 
if you decide to test for radon, you may do so before signing your contract, or you may do so after signing the 
contract as long as your contract states the sale of the home depends on your satisfaction with the results of 
the radon test.

Be an Informed Buyer 

It is your responsibility to be an informed buyer. Be sure that what you buy is satisfactory in every respect. You 
have the right to carefully examine your potential new home with a qualified home inspector.  You may 
arrange to do so before signing your contract, or may do so after signing the contract as long as your contract 
states that the sale of the home depends on the inspection. 

 

For Your Protection:  
Get a Home Inspection 

 

 

 

 

OMB Approval No:  2502-0538
(exp. 07/31/2009)
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318 Modern Real Estate Practice, Nineteenth Edition Update

Survey A survey provides information about the exact location and size of the 
property. Typically, the survey indicates the location of all buildings, driveways, 
fences, and other improvements located on the premises. The survey should also 
indicate any existing easements and encroachments. The cost of the survey is 
negotiated in the sales contract. The survey is important in verifying the legal 
description of the property. 

I N  P R A C T I C E  Relying on an old survey is not a good idea; the property should 
be resurveyed prior to closing, even in the rare instance that it is not required by the title 
company or lender. A current survey confirms that the property purchased is exactly what 
the buyer wants and that no encroachments have arisen since the last transfer of title. 

Title Evidence The buyer and the buyer’s lender will require that the seller’s 
title comply with the terms of the real estate contract. Although practices vary 
from state to state, most require that the seller produce a current abstract of title 
or title commitment from a title insurance company. When an abstract of title 
is used, the purchaser’s attorney examines it and issues an opinion of title. The 
attorney’s opinion of title is a statement of the quality of the seller’s title, and it 
lists all liens, encumbrances, easements, conditions, and restrictions that appear 
in the record and to which the seller’s title is subject. The attorney’s opinion is not 
a guarantee of title. You previously learned about how ownership is proven and 
the importance of examining the chain of title for various defects. 

When the purchaser pays cash or obtains a new loan to purchase the property, the 
seller’s existing loan is paid in full and satisfied on the record. The exact amount 
required to pay the existing loan is provided in a current payoff statement from 
the lender, effective the date of closing. The payoff statement notes the unpaid 
amount of principal, the interest due through the date of the proposed payment, 
the fee for issuing the certificate of satisfaction or release deed, credits to the seller 
(if any) for tax and insurance reserves, and the amount of any prepayment penalty. 
The same procedure is followed for any other liens, such as a second mortgage or 
home equity loan, that must be released before the buyer takes title. 

If the buyer assumes the seller’s existing mortgage loan, the buyer needs to know 
the exact balance of the loan as of the closing date. Usually, the lender is required 
to provide the buyer with a mortgage reduction certificate, which certifies the 
amount owed on the mortgage loan, the interest rate, and the date and amount of 
the last interest payment. 

The closing agent examines the title commitment or the abstract that was issued 
several days or weeks before the closing. Because liens may have been filed during 
the interval, two searches of the public record are often made. The first search 
shows the status of the seller’s title on that date. The second search, known as a 
bring down, is made after the closing and before any new documents are filed. 

As part of the later search, the seller may be required to execute an affidavit of 
title, a sworn statement in which the seller assures the title insurance company 
(and the buyer) that no other defects in the title have occurred since the date of 
the title examination (e.g., judgments, bankruptcies, divorce, unrecorded deeds or 
contracts, unpaid repairs or improvements that might lead to mechanics’ liens). 
The affidavit gives the title insurance company a basis on which to sue the seller 
should the statements in the affidavit be incorrect. 

The title or opinion of 
title discloses all liens, 
encumbrances, easements, 
conditions, and restrictions 
on the property.
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319Unit 17  Closing the Real Estate Transaction 

In areas in which real estate sales transactions are customarily closed through an 
escrow, the escrow instructions usually provide for an extended coverage policy to 
be issued to the buyer effective the date of closing. The seller then has no need to 
execute an affidavit of title. 

I N  P R A C T I C E  Real estate professionals often assist in preclosing arrangements 
as part of their service to customers. In some states, real estate professionals are required 
to advise the parties of the approximate expenses involved in closing when a real estate 
sales contract is signed. In other states, real estate professionals have a statutory duty 
to coordinate and supervise closing activities. Aside from state laws on this issue, a real 
estate professionals without a specific role in the closing may still be the person with the 
greatest knowledge of the details of the transaction. Because of this, many real estate 
professionals feel it is part of their fiduciary duty to be present at a face-to-face closing. 

Seller’s Issues 

Obviously, the seller’s main interest is to receive payment for the property, so the 
seller will want assurance that the buyer has obtained the necessary financing and 
will have sufficient funds to complete the sale. In turn, the seller should review the 
purchase agreement to ensure that she has completed the required tasks. Unless 
the seller owns the property free and clear of any mortgage debt, there must also be 
a payoff statement from the seller’s lender(s), noting the amount owed that will be 
paid out of the sale proceeds. Both parties, along with their attorneys or real estate 
professionals, will want to inspect the disclosure statement made prior to closing 
to make sure that all monies involved in the transaction have been accounted for 
properly. 

Real Estate Professional’s Role at Closing 

Depending on local practice, the real estate professional’s role at closing can vary 
from simply collecting the commission to conducting the proceedings. In the 
states that require an attorney’s participation, a real estate professional’s respon-
sibility is essentially finished as soon as the real estate contract is signed. Even so, 
most real estate professionals continue to be involved all the way through closing 
on behalf of their clients because it is also in a real estate professional’s best inter-
est that the transaction moves successfully and smoothly to a conclusion. This 
may mean actively arranging for title evidence, surveys, appraisals, and inspec-
tions or repairs related to structural conditions, water supplies, sewerage facilities, 
or toxic substances. 

Although real estate professionals do not always conduct closing proceedings, they 
usually attend. Often, the parties look to their real estate professionals for guid-
ance, assistance, and information during what can be a stressful experience. Real 
estate professionals must be thoroughly familiar with the procedures involved in 
preparing the disclosure statement provided prior to closing, including the prora-
tion of costs involved in closing the transaction, which will be discussed later. 

I N  P R A C T I C E  Even in a state that does not require an attorney at closing, the 
real estate professional should never discourage the seller’s or the buyer’s use of an attor-
ney, before and/or at closing. The real estate professional can, however, provide guidance 
on the importance of selecting a competent, experienced real estate attorney. The attorney 
must be knowledgeable about real estate documents and closing practices in order for the 
transaction to close smoothly. 
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320 Modern Real Estate Practice, Nineteenth Edition Update

Lender’s Interest in Closing 

Whether a buyer obtains new financing or assumes the seller’s existing loan, the 
lender wants to protect its security interest in the property and ensure that its 
mortgage lien has priority over other liens. The lender may require a survey, a pest 
control or another inspection report, or a certificate of occupancy (for a newly 
constructed building). In order to ensure that the buyer takes good and market-
able title at closing, lenders generally require that the buyer obtain a mortgagee’s 
title insurance policy. 

The buyer must also provide a fire and hazard insurance policy (along with a receipt 
for the premium). Usually, the homeowners insurance policy the buyer purchases 
combines the required hazard insurance on the structure, as well as insurance on 
the buyer’s personal property. 

The lender typically will request that a reserve account be established for tax and 
insurance payments so that the buyer sets aside funds for these large expenses of 
homeownership. The lender may even require representation by its own attorney 
at closing. 

Internal Revenue Service Reporting Requirements 

Certain real estate closings must be reported to the Internal Revenue Service 
(IRS) on Form 1099-S. The affected properties include a sale or exchange of 

■■ land (improved or unimproved), including air space; 
■■ an inherently permanent structure, including any residential, commercial, or 

industrial building; 
■■ a condominium unit and its appurtenant fixtures and common elements 

(including land); or 
■■ shares in a cooperative housing corporation. 

Information to be reported includes the sales price, the amount of property tax 
reimbursement credited to the seller, and the seller’s Social Security number. If 
the closing agent does not notify the IRS, the responsibility for filing the form falls 
on the mortgage lender, although the real estate professionals or the parties to the 
transaction ultimately could be held liable. 

CONDUCTING THE CLOSING 

Closing is known by different names in different areas. In some areas, for instance, 
closing is called settlement and transfer. The closing process also takes different 
forms, depending on state law, local custom, or the convenience of the parties. 
In some parts of the country, the parties to a transaction sit around a table and 
exchange copies of documents as they are executed, a process known as passing 
papers. (“We passed papers on the new house Wednesday morning.”) In other 
regions, the buyer and the seller never meet; the paperwork is handled by an 
escrow agent in a process known as closing escrow. (“We’ll close escrow on our 
house next week.”) The main concerns are always that the buyer receive market-
able title and the seller receive the purchase price. 
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321Unit 17 Closing the Real Estate Transaction 

Face-to-Face Closing 

A face-to-face closing may be held at the office of the title company, the lending 
institution, an attorney for one of the parties, the real estate professional, the 
county recorder, or the escrow company. In many cases, this is the first and only 
time the buyer and the seller will meet. Those attending a closing may include 
■ the buyer;
■ the seller;
■ the real estate professionals (both the buyer’s and the seller’s

representatives);
■ the seller’s and the buyer’s attorneys;
■ a representative of the lending institution involved with the buyer’s new

mortgage loan, the buyer’s assumption of the seller’s existing loan, or the
seller’s payoff of an existing loan; and

■ a representative of the title insurance company.

Closing Agent or Closing Officer The closing agent may be a representative 
of the title company or lender, the real estate professional representing one of the 
parties, or the buyer’s or the seller’s attorney. Some title companies and law firms 
employ paralegal assistants who conduct closings for their firms. 

The closing agent orders and reviews the title insurance policy or title certificate, 
survey, property insurance policy, and other items. After reviewing the sales con-
tract, the lender prepares the disclosure statement that indicates the division 
of income and expenses between the parties. Finally, the time and place of 
closing is arranged. 

The Exchange The exchange is made when the parties are satisfied that every-
thing is in order. After the buyer and the seller have signed all the necessary 
paperwork, the seller delivers the signed deed to the buyer, who accepts it. All 
pertinent documents are then recorded in the correct order to ensure continuity 
of title. For instance, if the seller pays off an existing loan and the buyer obtains a 
new loan, the seller’s satisfaction of mortgage must be recorded before the seller’s 
deed to the buyer. Because the buyer cannot pledge the property as security for the 
new loan until ownership has been transferred, the buyer’s new mortgage or deed 
of trust is recorded only after the seller’s deed to the buyer is recorded. 

I N  P R A C T I C E   A face-to-face or roundtable closing can be challenging and 
may not be the best approach to use if there has been friction between buyer and seller 
leading up to the closing. In addition, there may be a confidentiality or privacy concern 
in having all parties present to hear all discussions, questions asked, or concerns raised. 
Having the closing agent ferry documents between separate rooms in which each of the 
parties and their representatives are sequestered may be the best way to avoid any risk of 
conflict at such a stressful moment. 

Closing in Escrow 

In an escrow closing, a disinterested third party is authorized to act as escrow 
agent, or escrow holder, and coordinate the closing activities. The selection of the 
escrow agent is determined by negotiation, custom, or state law. The escrow agent 
may be an attorney, a title company, a trust company, an escrow company, or the 
escrow department of a lending institution. Although a few states do not permit 

In a face-to-face closing, the 
parties may meet for the first 
time. 

In an escrow closing, a third 
party coordinates the closing 
activities on behalf of the buyer 
and the seller. 
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322 Modern Real Estate Practice, Nineteenth Edition Update

certain transactions to be closed in escrow, escrow closings are used to some extent 
in most states. 

Escrow Procedure After the sales contract is signed, the buyer and seller exe-
cute escrow instructions to the escrow agent. Once the escrow instructions are 
received by the escrow agent, they can be changed only at the written direction 
of both buyer and seller. The real estate professional who is holding the earnest 
money turns it over to the escrow agent, who deposits it in a special trust, or 
escrow, account. 

The buyer and the seller deposit all pertinent documents and other items with the 
escrow agent before the specified date of closing. 

The seller deposits 
■■ the deed conveying the property to the buyer; 
■■ title evidence (abstract and attorney’s opinion of title, certificate of title, 

title insurance, or Torrens certificate); 
■■ existing hazard insurance policies; 
■■ a letter or mortgage reduction certificate from the lender stating the exact 

principal remaining (if the buyer is assuming the seller’s loan); 
■■ affidavits of title (if required); 
■■ a payoff statement (if the seller’s loan is to be paid off); and 
■■ other instruments or documents necessary to clear the title or to complete 

the transaction. 

The buyer deposits 
■■ the balance of the cash needed to complete the purchase, usually in the form 

of a certified check; 
■■ loan documents (if the buyer secures a new loan); 
■■ proof of hazard insurance, including (where required) flood insurance; and 
■■ other necessary documents, such as inspection reports required by the lender. 

The escrow agent has the authority to examine the title evidence. When market-
able title is shown in the name of the buyer, all other conditions of the escrow 
agreement have been met, and the parties have received the disclosure state-
ment, the agent is authorized to disburse the purchase price to the seller, minus all 
charges and expenses. The agent then records the deed and, if a new loan has been 
obtained by the buyer, the mortgage or deed of trust. 

If the escrow agent’s examination of the title discloses liens, a portion of the pur-
chase price can be withheld from the seller. The withheld portion is used to pay 
the liens to clear the title. 

If the seller cannot clear the title, or if for any reason the sale cannot be consum-
mated, the escrow instructions usually provide that the parties be returned to their 
former status, as if no sale occurred. The escrow agent returns the documents of 
title to the seller and returns the purchase money to the buyer. 

LEGISLATION RELATED TO CLOSING 

The Real Estate Settlement Procedures Act (RESPA) is a federal law that requires 
certain disclosures about the mortgage and settlement process and prohibits cer-
tain practices that increase the cost of settlement services, such as kickbacks and 
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323Unit 17  Closing the Real Estate Transaction 

referral fees.  The Mortgage Disclosure Improvement Act (MDIA) has changed 
how buyers, sellers, lenders, mortgage brokers, title agents, and real estate profes-
sionals prepare for a closing. The Consumer Financial Protection Bureau (CFPB) 
issued the TILA-RESPA Integrated Disclosure rule (TRID) to implement pro-
visions of the Dodd-Frank Act intended to combine and clarify financing dis-
closures to consumers. This rule applies to transactions originating on or after 
October 3, 2015.

Real Estate Settlement Procedures Act (RESPA) 

RESPA regulations apply to a first-lien residential mortgage loan made to finance 
the purchase of a one- to four-family home, cooperative, or condominium, for 
either investment or occupancy, as well as second or subordinate liens for home 
equity loans when a purchase is financed by a federally related mortgage loan. A 
federally related loan is one made by a bank, savings association, or other lender 
whose deposits are insured by a federal agency; a loan insured by the FHA or guar-
anteed by the VA; a loan administered by HUD; and a loan intended to be sold by 
the lender to Fannie Mae, Ginnie Mae, or Freddie Mac. RESPA is administered 
by HUD. 

RESPA does not apply to the following: 
■■ Loans on large properties (i.e., more than 25 acres) 
■■ Loans for business or agricultural purposes 
■■ Construction loans or other temporary financing 
■■ Vacant land (unless a dwelling will be placed on the property within two 

years) 
■■ A transaction financed solely by a purchase-money mortgage taken back by 

the seller 
■■ An installment contract (contract for deed) 
■■ A buyer’s assumption of a seller’s existing loan—but if the terms of the 

assumed loan are modified, or if the lender charges more than $50 for the 
assumption, the transaction is subject to RESPA regulations 

RESPA prohibits certain practices that increase the cost of settlement services: 
■■ Section 8 prohibits kickbacks and fee-splitting for referrals of settlement 

services, and unearned fees for services not actually performed. Violators are 
subject to criminal and civil penalties, including a fine up to $10,000 and/or 
imprisonment up to one year. The consumer may privately pursue a viola-
tor in court; the violator may be liable for an amount up to three times the 
amount of the charge paid for the service. 

■■ Section 9 prohibits the home seller from requiring that the buyer purchase 
title insurance from a particular company. The buyer may sue the seller for 
such a violation; the violator is liable for up to three times the amount paid 
for the title insurance. 

■■ Section 10 prohibits the lender from requiring excessive escrow account 
deposits for such items as taxes and hazard insurance. 

Affiliated Business Arrangement (ABA) To streamline the settlement pro-
cess, a real estate firm, title insurance company, mortgage broker, home inspection 
company, or even a moving company may agree to offer a package of services to 
consumers, a system known as an affiliated business arrangement (ABA). RESPA 
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permits an ABA between a real estate brokerage and a mortgage company or other 
settlement service provider when 

■■ there is a 1% or more common ownership between the companies, as long 
as the consumer is clearly informed of the relationship among the service 
providers,

■■ participation is not required,
■■ other providers are available, and
■■ the only thing of value received from the arrangement, in addition to per-

mitted payments for services provided, is a return on the ownership interest. 

Fees must be reasonably related to the value of the services provided and must not 
be fees exchanged among the affiliated companies simply for referring business to 
one another. 

Other RESPA Requirements RESPA prohibits the lender from requiring 
the borrower to deposit funds in an escrow account for taxes and insurance that 
exceed certain limits, thus preventing the lender from taking advantage of the 
borrower. While RESPA does not require that an escrow account be set up, cer-
tain government loan programs and some lenders require that an escrow account 
be established as a condition of a loan. RESPA places limits on the amount that a 
lender may require: on a monthly basis, the lender may require only one-twelfth 
of the total of the disbursements for the year, plus an amount necessary to cover a 
shortage in the account. No more than one-sixth of the year’s total disbursements 
may be held as a cushion (a cushion is not required). Once a year, the lender 
must perform an escrow account analysis and return any amount over $50 to the 
borrower.

A mortgage servicing transfer statement is required if the lender intends to sell 
or assign the right to service the loan to another loan servicer. The loan servicer 
must notify the borrower 15 days before the effective date of the loan transfer, 
including in the notice the name and address of the new servicer, toll-free tele-
phone numbers, and the date the new servicer will begin accepting payments. If 
the borrower makes a timely payment to the old servicer within 60 days of the 
loan transfer, the borrower cannot be penalized.

TILA-RESPA Integrated Disclosure Rule

The TILA-RESPA Integrated Disclosure rule (also called the “Know Before 
You Owe” mortgage disclosure rule or TRID) replaces the four previous disclosure 
forms with two new forms: the Loan Estimate and the Closing Disclosure. The 
Consumer Financial Protection Bureau (CFPB) prepared these forms to make it 
easier for consumers to understand the costs involved in closing. The new forms 
are required for transactions originating on or after October 3, 2015. The forms 
apply to most consumer mortgage transactions, but not to home equity lines of 
credit, reverse mortgages, or mortgages secured by a mobile home or a dwelling 
that is not attached to land. The forms also do not apply to a creditor who makes 
five or fewer mortgages in a year. Although the burden of implementing these 
reforms is the responsibility of the lender, real estate professionals should be aware 
of current requirements because failure to meet the standards can and will delay 
closings. 

Loan Estimate Form The Loan Estimate form replaces the initial Truth in 
Lending statement (TIL) and the Good Faith Estimate (GFE). This form highlights 
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325Unit 17  Closing the Real Estate Transaction 

the information that historically has been the most important to consumers. Inter-
est rate, monthly payment, and total closing costs are clearly presented on the first 
page. The Loan Estimate form must be provided to the consumer three business 
days after a loan application is submitted to the lender. The Loan Estimate must 
contain the exact language specified by the CFPB, making it easier for borrowers 
to compare loan conditions from one lender to another. 

The only fee that the lender may collect before the loan applicant receives the 
Loan Estimate is the fee for a credit report. Once the Loan Estimate is issued, the 
lender is committed to making the loan on the indicated terms and may only 
modify the Loan Estimate in certain specific instances. If certain information or 
circumstances change after the original Loan Estimate is issued, a new Loan Esti-
mate must be issued. 

Some closing costs or fees may or may not change prior to settlement.

The fees are divided into three categories:
■■ No tolerance—fees that may not increase before closing: lender charges for 

taking, underwriting, and processing the loan application, including points, 
origination fee, and yield spread premium

■■ 10% tolerance—fees that cannot increase by more than 10% in any given 
category: settlement services for which the lender selects the provider or for 
which the borrower selects the provider from the lender’s list, title services 
and title insurance if the lender selects the provider, and recording fees

■■ Unlimited tolerance—fees for services that are out of the lender’s control: 
services for which the borrower chooses the provider (such as escrow and 
title insurance), impounds for taxes, mortgage interest, and the cost of 
homeowners insurance

The last page of the Loan Estimate is a summary of the loan terms that the con-
sumer can use to compare different loans and terms to aid in price shopping. The 
lender is responsible for the accuracy of the Loan Estimate as well as the actual 
costs that the lender charges, which are shown on the Closing Disclosure form.

The new form is shown in Figure 17.2. Additional sample forms can be found at 
http://www.consumerfinance.gov/regulatory-implementation/tila-respa/.

http://www.consumerfinance.
gov/regulatory-implementation/
tila-respa/
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FIGURE 17.2: Loan Estimate 

Loan Terms Can this amount increase after closing?

Loan Amount

Interest Rate  

Monthly Principal & Interest
See Projected Payments below for your 
Estimated Total Monthly Payment

 

Does the loan have these features?

Prepayment Penalty

Balloon Payment

DATE ISSUED 
APPLICANTS 
  
  
PROPERTY  
SALE PRICE 

LOAN TERM 30 years 
PURPOSE Purchase
PRODUCT 5 Year Interest Only, 5/3 Adjustable Rate
LOAN TYPE   Conventional    FHA    VA    _____________
LOAN ID # 1330172608
RATE LOCK  NO    YES, until

Loan Estimate

Projected Payments

Payment Calculation

Principal & Interest

Mortgage Insurance

Estimated Escrow
Amount can increase over time

 
 
 

Estimated Total  
Monthly Payment

Estimated Taxes, Insurance  
& Assessments
Amount can increase over time

Before closing, your interest rate, points, and lender credits can 
change unless you lock the interest rate. All other estimated 
closing costs expire on                   

Save this Loan Estimate to compare with your Closing Disclosure.

PAGE 1 OF 3  •  LOAN ID # 1330172608LOAN ESTIMATE

      

Visit www.consumerfinance.gov/mortgage-estimate for general information and tools.

See Section G on page 2 for escrowed property costs. You must pay for other 
property costs separately.

This estimate includes In escrow?
 Property Taxes
 Homeowner’s Insurance
 Other: 

Costs at Closing

Estimated Closing Costs   Includes               in Loan Costs +               in Other Costs –                 
in Lender Credits. See page 2 for details.

Estimated Cash to Close    Includes Closing Costs. See Calculating Cash to Close on page 2 for details.
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327Unit 17  Closing the Real Estate Transaction 

FIGURE 17.2: Loan Estimate (continued)

Loan Costs Other Costs

E.  Taxes and Other Government Fees 
Recording Fees and Other Taxes 
Transfer Taxes 

F.  Prepaids  
Homeowner’s Insurance Premium (      months) 
Mortgage Insurance Premium (      months) 
Prepaid Interest  (             per day  for       days @           ) 
Property Taxes  (      months) 

G.  Initial Escrow Payment at Closing 
Homeowner’s Insurance  per month for  3  mo.   
Mortgage Insurance  per month for  0  mo. 
Property Taxes  per month for  3  mo. 

H.  Other 
Real Estate Broker Administration Fee $200
Title – Owner’s Title Policy (optional) $1,436

I.  TOTAL OTHER COSTS (E + F + G + H) 

J.  TOTAL CLOSING COSTS 

D + I 
Lender Credits 

Total Closing Costs (J) 

Closing Costs Financed (Paid from your Loan Amount)  

Down Payment/Funds from Borrower  

Deposit 

Funds for Borrower 

Seller Credits  

Adjustments and Other Credits  

Estimated Cash to Close 

Calculating Cash to Close 

PAGE 2 OF 3  •  LOAN ID # 1330172608LOAN ESTIMATE

Closing Cost Details

 Adjustable Payment (AP) Table

Interest Only Payments?   

Optional Payments?   

Step Payments?   

Seasonal Payments?

Monthly Principal and Interest Payments
   First Change/Amount 
   Subsequent Changes 
   Maximum Payment 

A.  Origination Charges 
       % of Loan Amount (Points) 
Desk Review Fee $150 
Loan Origination Fee $1,000
Processing Fee $300
Rate Lock Fee $525
Underwriting Fee  $675
Verification Fee $200

B.  Services You Cannot Shop For 
Appraisal Fee $305
Credit Report Fee $30
Flood Determination Fee $35
Lender’s Attorney $400

C.  Services You Can Shop For 
Pest Inspection Fee $125
Survey Fee $150
Title – Courier Fee $32
Title – Lender’s Title Policy $100
Title – Settlement Agent Fee $300
Title – Title Search $150

D.  TOTAL LOAN COSTS (A + B + C) 

 Adjustable Interest Rate (AIR) Table
Index + Margin
Initial Interest Rate
Minimum/Maximum Interest Rate
Change Frequency
   First Change
   Subsequent Changes
Limits on Interest Rate Changes
   First Change
   Subsequent Changes
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FIGURE 17.2: Loan Estimate (continued)

LENDER   
NMLS/        LICENSE ID 

LOAN OFFICER 
NMLS/        LICENSE ID 

EMAIL 
PHONE    

Comparisons Use these measures to compare this loan with other loans.

In 5 Years
  Total you will have paid in principal, interest, mortgage insurance, and loan costs.

             Principal you will have paid off.

Annual Percentage Rate (APR)      Your costs over the loan term expressed as a rate. This is not your interest rate. 

Total Interest Percentage (TIP)   The total amount of interest that you will pay over the loan term as a  
percentage of your loan amount.

Other Considerations

Additional Information About This Loan

MORTGAGE BROKER 
NMLS/        LICENSE ID 

LOAN OFFICER 
NMLS/        LICENSE ID 

EMAIL 
PHONE   

PAGE 3 OF 3  •  LOAN ID # 1330172608LOAN ESTIMATE

Confirm Receipt
By signing, you are only confirming that you have received this form. You do not have to accept this loan because you have signed or 
received this form.

Applicant Signature Date Co-Applicant Signature Date

 We may order an appraisal to determine the property’s value and charge you for this 
appraisal. We will promptly give you a copy of any appraisal, even if your loan does not close. 
You can pay for an additional appraisal for your own use at your own cost.

If you sell or transfer this property to another person, we 
    will allow, under certain conditions,  this person to assume this loan on the original terms. 
    will not allow assumption of this loan on the original terms.

This loan requires homeowner’s insurance on the property, which you may obtain from a 
company of your choice that we find acceptable.

If your payment is more than ___ days late, we will charge a late fee of                                                                    
    .

Refinancing this loan will depend on your future financial situation, the property value, and 
market conditions. You may not be able to refinance this loan.

We intend 
    to service your loan. If so, you will make your payments to us.
    to transfer servicing of your loan.

Appraisal 

Assumption

Homeowner’s 
Insurance

Late Payment

Refinance

Servicing
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329Unit 17  Closing the Real Estate Transaction 

Closing Disclosure Form The Closing Disclosure form itemizes all 
charges that are normally paid by a borrower and a seller in connection with 
settlement, whether required by the lender or another party, or paid by the lender 
or any other person. The Closing Disclosure form replaces the HUD-1 Settlement 
Statement and the final TIL. The form provides more information about the costs 
of taxes and insurance and how the interest rate and payments may change in the 
future. It also warns consumers about things they may want to avoid such as pre-
payment penalties. The borrower must receive a completed Closing Disclosure at 
least three business days before the closing. If a new Closing Disclosure is required 
because a creditor has made a significant change to the loan terms (such as an 
increase in the APR greater than 0.125%, a different loan product, or the addition 
of a prepayment penalty), a new three-day waiting period begins. 

A completed sample form is shown in Figure 17.3. For more information and 
updates from the Consumer Financial Protection Bureau (CFPB) regarding this 
rule, visit the CFPB website. 

http://www.consumerfinance.
gov/regulatory-implementation/
tila-respa/
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FIGURE 17.3: Closing Disclosure 

 Projected Payments

 Loan Terms Can this amount increase after closing?

Loan Amount $162,000 NO

Interest Rate 3.875% NO

Monthly Principal & Interest
See Projected Payments below for your 
Estimated Total Monthly Payment

$761.78
 

NO

Does the loan have these features?

Prepayment Penalty YES •  As high as $3,240 if you pay off the loan during the 
first 2 years

Balloon Payment NO

 Costs at Closing

 CLOSING DISCLOSURE  PAGE 1 OF 5 • LOAN ID # 123456789

Payment Calculation Years 1-7 Years 8-30

Principal & Interest

Mortgage Insurance

Estimated Escrow
Amount can increase over time

 $761.78

+ 82.35

+ 206.13

$761.78

+ —

+ 206.13

Estimated Total  
Monthly Payment $1,050.26 $967.91

Estimated Taxes, Insurance  
& Assessments
Amount can increase over time
See page 4 for details

$356.13
a month

See Escrow Account on page 4 for details. You must pay for other property 
costs separately.

This estimate includes In escrow?
x  Property Taxes YES
x  Homeowner’s Insurance YES
x  Other: Homeowner’s Association Dues NO

Closing Costs $9,712.10  Includes $4,694.05 in Loan Costs + $5,018.05 in Other Costs – $0  
in Lender Credits. See page 2 for details.

Cash to Close $14,147.26  Includes Closing Costs. See Calculating Cash to Close on page 3 for details.

Transaction  Information
Borrower Michael Jones and Mary Stone
 123 Anywhere Street
 Anytown, ST 12345
Seller Steve Cole and Amy Doe
 321 Somewhere Drive
 Anytown, ST 12345 
Lender Ficus Bank

Loan  Information
Loan Term 30 years
Purpose Purchase
Product Fixed Rate 
                        
Loan Type  x  Conventional    FHA   

 VA    _____________
Loan ID # 123456789
MIC # 000654321

Closing  Information
Date Issued 4/15/2013
Closing Date 4/15/2013
Disbursement Date 4/15/2013
Settlement Agent Epsilon Title Co.
File # 12-3456
Property 456 Somewhere Ave
 Anytown, ST 12345 
Sale Price $180,000

This form is a statement of final loan terms and closing costs. Compare this 
document with your Loan Estimate.Closing Disclosure
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331Unit 17  Closing the Real Estate Transaction 

FIGURE 17.3: Closing Disclosure (continued)

Borrower-Paid Seller-Paid Paid by  
OthersAt Closing Before Closing At Closing Before Closing

A.  Origination Charges $1,802.00
01  0.25  % of Loan Amount (Points) $405.00
02 Application Fee $300.00
03 Underwriting Fee $1,097.00
04 
05 
06 
07  
08 
B.  Services Borrower Did Not Shop For $236.55
01 Appraisal Fee to  John Smith Appraisers Inc. $405.00
02 Credit Report Fee to  Information Inc. $29.80
03 Flood Determination Fee to  Info Co. $20.00
04 Flood Monitoring Fee to  Info Co. $31.75
05 Tax Monitoring Fee to  Info Co. $75.00
06 Tax Status Research Fee to  Info Co. $80.00
07 
08 
09 
10 
C.  Services Borrower Did Shop For  $2,655.50
01 Pest Inspection Fee to  Pests Co. $120.50
02 Survey Fee to  Surveys Co. $85.00
03 Title – Insurance Binder to  Epsilon Title Co. $650.00
04 Title – Lender’s Title Insurance to  Epsilon Title Co. $500.00
05 Title – Settlement Agent Fee to  Epsilon Title Co. $500.00
06 Title – Title Search to  Epsilon Title Co. $800.00
07 
08 
D. TOTAL LOAN COSTS (Borrower-Paid) $4,694.05
Loan Costs Subtotals (A + B + C) $4,664.25 $29.80

Loan Costs

CLOSING DISCLOSURE     PAGE 2 OF 5 • LOAN ID # 123456789

J. TOTAL CLOSING COSTS (Borrower-Paid) $9,712.10
Closing Costs Subtotals (D + I) $9,682.30 $29.80 $12,800.00 $750.00 $405.00
Lender Credits

Closing Cost Details

Other Costs
E. Taxes and Other Government Fees $85.00
01 Recording Fees               Deed: $40.00     Mortgage: $45.00 $85.00
02 Transfer Tax to Any State $950.00
F. Prepaids $2,120.80
01 Homeowner’s Insurance Premium ( 12  mo.)  to Insurance Co. $1,209.96
02 Mortgage Insurance Premium (      mo.)
03 Prepaid Interest  ( $17.44  per day from 4/15/13  to  5/1/13 ) $279.04
04 Property Taxes  (  6  mo.) to Any County USA $631.80
05 
G. Initial Escrow Payment at Closing $412.25
01 Homeowner’s Insurance $100.83  per month for  2  mo. $201.66
02 Mortgage Insurance per month for     mo.
03 Property Taxes $105.30 per month for  2 mo. $210.60
04 
05 
06 
07 
08 Aggregate Adjustment – 0.01
H. Other $2,400.00
01 HOA Capital Contribution to  HOA Acre Inc. $500.00
02 HOA Processing Fee to  HOA Acre Inc. $150.00
03 Home Inspection Fee to Engineers Inc. $750.00 $750.00
04 Home Warranty Fee to XYZ Warranty Inc. $450.00
05 Real Estate Commission to Alpha Real Estate Broker $5,700.00
06 Real Estate Commission to Omega Real Estate Broker $5,700.00
07 Title – Owner’s Title Insurance (optional) to  Epsilon Title Co. $1,000.00
08 
I. TOTAL OTHER COSTS (Borrower-Paid) $5,018.05
Other Costs Subtotals (E + F + G + H) $5,018.05
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FIGURE 17.3: Closing Disclosure (continued)

Calculating Cash to Close 

BORROWER’S TRANSACTION

K. Due from Borrower at Closing $189,762.30

01 Sale Price of Property $180,000.00
02 Sale Price of Any Personal Property Included in Sale
03 Closing Costs Paid at Closing (J) $9,682.30
04 
Adjustments
05 
06
07
Adjustments for Items Paid by Seller in Advance
08 City/Town Taxes to   
09 County Taxes to
10 Assessments to
11 HOA Dues            4/15/13 to   4/30/13 $80.00
12 
13
14
15

L. Paid Already by or on Behalf of Borrower at Closing $175,615.04
01 Deposit $10,000.00
02 Loan Amount $162,000.00
03 Existing Loan(s) Assumed or Taken Subject to
04 
05 Seller Credit $2,500.00
Other Credits
06 Rebate from Epsilon Title Co. $750.00
07 
Adjustments
08
09 
10 
11 
Adjustments for Items Unpaid by Seller
12 City/Town Taxes   1/1/13 to  4/14/13 $365.04
13 County Taxes to   
14 Assessments to
15 
16
17

CALCULATION

Total Due from Borrower at Closing (K) $189,762.30
Total Paid Already by or on Behalf of Borrower at Closing (L) – $175,615.04

Cash to Close   x   From    To Borrower $14,147.26

SELLER’S TRANSACTION

M. Due to Seller at Closing $180,080.00

01 Sale Price of Property $180,000.00
02 Sale Price of Any Personal Property Included in Sale
03 
04 
05 
06 
07 
08
Adjustments for Items Paid by Seller in Advance
09    City/Town Taxes to   
10    County Taxes to
11    Assessments to
12    HOA Dues             4/15/13 to   4/30/13 $80.00
13
14
15
16

N. Due from Seller at Closing $115,665.04
01 Excess Deposit 
02 Closing Costs Paid at Closing (J) $12,800.00
03 Existing Loan(s) Assumed or Taken Subject to
04 Payoff of First Mortgage Loan $100,000.00
05 Payoff of Second Mortgage Loan
06 
07 
08 Seller Credit $2,500.00
09 
10
11
12
13
Adjustments for Items Unpaid by Seller
14      City/Town Taxes  1/1/13 to  4/14/13 $365.04
15      County Taxes to  
16      Assessments to
17      
18
19

CALCULATION

Total Due to Seller at Closing (M) $180,080.00
Total Due from Seller at Closing (N) – $115,665.04

Cash    From  x   To Seller $64,414.96

Summaries of Transactions

CLOSING DISCLOSURE  PAGE 3 OF 5 • LOAN ID # 123456789

Loan Estimate Final Did this change?

Total Closing Costs (J) $8,054.00 $9,712.10 YES • See Total Loan Costs (D) and Total Other Costs (I)

Closing Costs Paid Before Closing $0 – $29.80 YES •  You paid these Closing Costs before closing

Closing Costs Financed  
(Paid from your Loan Amount) $0 $0 NO

Down Payment/Funds from Borrower $18,000.00 $18,000.00 NO

Deposit – $10,000.00 – $10,000.00 NO

Funds for Borrower $0 $0 NO

Seller Credits $0 – $2,500.00 YES • See Seller Credits in Section L

Adjustments and Other Credits $0 – $1,035.04 YES • See details in Sections K and L

Cash to Close $16,054.00 $14,147.26

Use this table to see a summary of your transaction.

Use this table to see what has changed from your Loan Estimate.
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333Unit 17  Closing the Real Estate Transaction 

FIGURE 17.3: Closing Disclosure (continued)

Assumption
If you sell or transfer this property to another person, your lender

   will allow, under certain conditions, this person to assume this 
loan on the original terms.

   will not allow assumption of this loan on the original terms.

Demand Feature
Your loan 

   has a demand feature, which permits your lender to require early 
repayment of the loan. You should review your note for details. 

  does not have a demand feature. 

Late Payment
If your payment is more than 15 days late, your lender will charge a 
late fee of 5% of the monthly principal and interest payment. 

Negative Amortization (Increase in Loan Amount)
Under your loan terms, you 

   are scheduled to make monthly payments that do not pay all of 
the interest due that month. As a result, your loan amount will 
increase (negatively amortize), and your loan amount will likely 
become larger than your original loan amount. Increases in your 
loan amount lower the equity you have in this property.

   may have monthly payments that do not pay all of the interest 
due that month. If you do, your loan amount will increase 
(negatively amortize), and, as a result, your loan amount may 
become larger than your original loan amount. Increases in your 
loan amount lower the equity you have in this property. 

  do not have a negative amortization feature.

Partial Payments
Your lender 

   may accept payments that are less than the full amount due 
(partial payments) and apply them to your loan.

   may hold them in a separate account until you pay the rest of the 
payment, and then apply the full payment to your loan.

   does not accept any partial payments.
If this loan is sold, your new lender may have a different policy.

Security Interest
You are granting a security interest in   
 456 Somewhere Ave., Anytown, ST 12345

You may lose this property if you do not make your payments or 
satisfy other obligations for this loan.

CLOSING DISCLOSURE    PAGE 4 OF 5 • LOAN ID # 1234567890

Loan Disclosures

Escrow Account
For now, your loan 

   will have an escrow account (also called an “impound” or “trust” 
account) to pay the property costs listed below. Without an escrow 
account, you would pay them directly, possibly in one or two large 
payments a year. Your lender may be liable for penalties and interest 
for failing to make a payment. 

Escrow

Escrowed  
Property Costs  
over Year 1

$2,473.56 Estimated total amount over year 1 for 
your escrowed property costs:
Homeowner’s Insurance
Property Taxes

Non-Escrowed 
Property Costs  
over Year 1

$1,800.00 Estimated total amount over year 1 for 
your non-escrowed property costs:
Homeowner’s Association Dues

You may have other property costs.

Initial Escrow  
Payment

$412.25 A cushion for the escrow account you 
pay at closing. See Section G on page 2.

Monthly Escrow 
Payment

$206.13 The amount included in your total 
monthly payment. 

No Escrow

Estimated  
Property Costs 
over Year 1

Estimated total amount over year 1. You 
must pay these costs directly, possibly 
in one or two large payments a year.

Escrow Waiver Fee

   will not have an escrow account because   you declined it    your 
lender does not offer one. You must directly pay your property 
costs, such as taxes and homeowner’s insurance. Contact your 
lender to ask if your loan can have an escrow account.

In the future,  
Your property costs may change and, as a result, your escrow pay-
ment may change. You may be able to cancel your escrow account, 
but if you do, you must pay your property costs directly. If you fail 
to pay your property taxes, your state or local government may (1) 
impose fines and penalties or (2) place a tax lien on this property. If 
you fail to pay any of your property costs, your lender may (1) add 
the amounts to your loan balance, (2) add an escrow account to your 
loan, or (3) require you to pay for property insurance that the lender 
buys on your behalf, which likely would cost more and provide fewer 
benefits than what you could buy on your own. 

Additional Information About This Loan

x

x

x

x

x
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FIGURE 17.3: Closing Disclosure (continued)

Contact Information

Confirm Receipt

Other Disclosures

Appraisal
If the property was appraised for your loan, your lender is required to 
give you a copy at no additional cost at least 3 days before closing. 
If you have not yet received it, please contact your lender at the 
information listed below. 

Contract Details
See your note and security instrument for information about 

• what happens if you fail to make your payments, 
• what is a default on the loan,
•  situations in which your lender can require early repayment of the

loan, and 
• the rules for making payments before they are due.

Liability after Foreclosure
If your lender forecloses on this property and the foreclosure does not
cover the amount of unpaid balance on this loan,

   state law may protect you from liability for the unpaid balance. If you 
refinance or take on any additional debt on this property, you may 
lose this protection and have to pay any debt remaining even after 
foreclosure. You may want to consult a lawyer for more information.

  state law does not protect you from liability for the unpaid balance. 

Refinance
Refinancing this loan will depend on your future financial situation, 
the property value, and market conditions. You may not be able to 
refinance this loan.

Tax Deductions
If you borrow more than this property is worth, the interest on the 
loan amount above this property’s fair market value is not deductible 
from your federal income taxes. You should consult a tax advisor for 
more information.

By signing, you are only confirming that you have received this form. You do not have to accept this loan because you have signed or received 
this form.

Applicant Signature Date Co-Applicant Signature Date

CLOSING DISCLOSURE   PAGE 5 OF 5 • LOAN ID # 123456789

Total of Payments. Total you will have paid after 
you make all payments of principal, interest, 
mortgage insurance, and loan costs, as scheduled. $285,803.36

Finance Charge. The dollar amount the loan will 
cost you. $118,830.27

Amount Financed. The loan amount available after 
paying your upfront finance charge. $162,000.00

Annual Percentage Rate (APR). Your costs over 
the loan term expressed as a rate. This is not your 
interest rate. 4.174%

Total Interest Percentage (TIP). The total amount 
of interest that you will pay over the loan term as a 
percentage of your loan amount. 69.46%

Loan Calculations

x

Lender Mortgage Broker Real Estate Broker 
(B)

Real Estate Broker 
(S)

Settlement Agent

Name Ficus Bank FRIENDLY MORTGAGE 
BROKER INC.

Omega Real Estate 
Broker Inc.

Alpha Real Estate 
Broker Co.

Epsilon Title Co.

Address 4321 Random Blvd. 
Somecity, ST 12340

1234 Terrapin Dr.
Somecity, MD 54321

789 Local Lane
Sometown, ST 12345 
45

987 Suburb Ct.
Someplace, ST 12340

123 Commerce Pl.
Somecity, ST 12344

NMLS ID 222222

ST License ID Z765416 Z61456 Z61616

Contact Joe Smith JIM TAYLOR Samuel Green Joseph Cain Sarah Arnold

Contact NMLS ID 12345 394784

Contact  
ST License ID

P16415 P51461 PT1234

Email joesmith@
ficusbank.com

JTAYLOR@ 
FRNDLYMTGBRKR.CM

sam@omegare.biz joe@alphare.biz sarah@ 
epsilontitle.com

Phone 123-456-7890 333-444-5555 123-555-1717 321-555-7171 987-555-4321

Questions? If you have questions about the 
loan terms or costs on this form, use the contact 
information below. To get more information  
or make a complaint, contact the Consumer 
Financial Protection Bureau at  
www.consumerfinance.gov/mortgage-closing?
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335Unit 17  Closing the Real Estate Transaction 

Your Home Loan Toolkit

The CFPB developed an information booklet called Your Home Loan Toolkit, 
which must be provided by a creditor to a mortgage applicant as part of the loan 
application process, although other real estate professionals, such as brokers, are 
encouraged to make the booklet available to prospective borrowers. The booklet 
provides the borrower with general information about settlement (closing) and 
how to find the best mortgage. It provides numerous resources for further infor-
mation, as well as a line-by-line description of the Loan Disclosure form. More 
information on Your Home Loan Toolkit is available from the CFPB at http://files 
.consumerfinance.gov/f/201503_cfpb_your-home-loan-toolkit-web.pdf. Effective 
October 3, 2015, Your Home Loan Toolkit replaced the previously mandated Settle-
ment Cost Booklet. 

Kickbacks and Referral Fees

RESPA prohibits the payment of kickbacks, or unearned fees, in any real estate 
settlement service.

It prohibits a referral fee when no services are actually rendered. The payment 
or receipt of a fee, a kickback, or anything of value for a referral for settlement 
services includes activities such as mortgage loans, title searches, title insurance, 
attorney services, surveys, credit reports, and appraisals.

I N  P R A C T I C E  Although RESPA’s requirements are aimed primarily at lenders, 
real estate professionals fall under RESPA when they refer buyers to particular lenders, title 
companies, attorneys, or other providers of settlement services. Real estate professionals 
who offer computerized loan origination are also subject to regulation. Remember: Buyers 
have the right to select their own providers of settlement services. 

Mortgage Disclosure Improvement Act

The Mortgage Disclosure Improvement Act (MDIA), which took effect July 31, 
2009, changed how buyers and sellers, lenders, mortgage brokers, title agents, and 
real estate professionals prepare for a closing. The intent of this law is to prevent 
the consumer from receiving an enticingly low interest rate at the initial loan 
application and then learning at settlement that the lender is charging more in 
fees. 

The requirements of the MDIA are now incorporated into the CFPB disclosure 
requirements. Until the applicant/borrower receives the Loan Estimate, the lender 
may collect only a reasonable fee for accessing the applicant’s credit history. In 
addition, the lender must provide a statement to the loan applicant indicating 
that the applicant is not obligated to complete the transaction simply because 
disclosures were provided or because the individual applied for a loan. Generally, 
if the APR increases more than 0.125% from that stated in the Closing Disclo-
sure, the creditor must provide a new disclosure with a revised APR and wait an 
additional three business days before closing the loan. The consumer is permitted 
to accelerate the process if a personal emergency, such as a foreclosure, exists. 

Before closing, everyone involved in the real estate transaction should check and 
double-check that the Loan Estimate and Closing Disclosure forms are consistent 
with the original application. 

http://files.consumerfinance 
.gov/f/201503_cfpb_your-home 
-loan-toolkit-web.pdf
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PREPARATION OF CLOSING STATEMENTS 

A typical real estate transaction requires accounting for the expenses incurred by 
either party, generally on the Closing Disclosure, which is required for any feder-
ally related closing. All expenses must be itemized to arrive at the exact amount 
of cash required from the buyer and the net proceeds that will be paid to the seller. 
These include prorated items—those prepaid by the seller for which the seller 
must be reimbursed (such as taxes) and expenses the seller has incurred but for 
which the buyer will be billed (such as mortgage interest paid in arrears when a 
loan is assumed). 

How the Closing Statement Works 

The closing statement is an accounting of the parties’ debits and credits. A debit 
is a charge—an amount that a party owes and must pay at closing. A credit is an 
amount entered in a person’s favor—an amount that has already been paid, an 
amount being reimbursed, or an amount the buyer promises to pay in the form of 
a loan. 

To determine the amount a buyer must bring to closing, any buyer expenses and 
prorated amounts for items prepaid by the seller are added to the purchase price. 
Then the buyer’s credits are totaled. Credits to the buyer include the earnest 
money (already paid), the balance of the loan the buyer obtains or assumes, and 
the seller’s share of any prorated items the buyer will pay in the future. 

Finally, the total of the buyer’s credits is subtracted from the total of the buyer’s 
debits to arrive at the actual amount of cash the buyer must bring to closing. The 
buyer usually brings a cashier’s or certified check. 

A similar procedure is followed to determine the net proceeds to the seller. The 
seller’s debits are subtracted from the seller’s credits. Seller credits include the pur-
chase price plus the buyer’s share of any prorated items that the seller has prepaid. 
The seller’s debits include expenses to be paid by the seller, the seller’s share of 
prorated items to be paid by the buyer, and the balance of any mortgage loan or 
other lien that the seller must satisfy. (See Figure 17.3.) 

Broker’s Commission The responsibility for paying a real estate broker’s com-
mission will have been determined by previous agreement. If the broker represents 
the seller, the seller is normally responsible for paying the commission. If a repre-
sentation agreement exists between a broker and the buyer or if two representa-
tives are involved, one for the seller and one for the buyer, the commission may 
be distributed as an expense between both parties or according to some other 
arrangement. 

Attorney’s Fees If either of the parties’ attorneys will be paid from the closing 
proceeds, that party will be charged with the expense in the closing statement. 
This expense may include fees for the preparation or review of documents or for 
representing the parties at settlement. 

Recording Expenses The seller usually pays for any recording charges (fil-
ing fees) necessary to clear all defects and furnish the purchaser with a market-
able title. Items customarily charged to the seller include the recording of any 
release deed or satisfaction of mortgage, quitclaim deed, affidavit, or satisfaction of 

A debit is an amount to be paid 
by the buyer or the seller. 

A credit is an amount payable 
to the buyer or the seller. 
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a mechanic’s lien. The buyer pays for recording charges that arise from the actual 
transfer of title. Usually, such items include the recording of the deed that conveys 
title to the purchaser and a mortgage or deed of trust executed by the buyer for the 
benefit of the lender. 

Transfer Tax Most states, counties, and local municipalities require some form 
of transfer tax, conveyance fee, or tax stamps on real estate conveyances. Respon-
sibility for this charge varies according to local practice and the terms of the sales 
contract. 

Title Expenses Responsibility for title expenses varies according to local cus-
tom. In most areas, the seller is required to furnish evidence of good title and pay 
for the title search. If the buyer’s attorney inspects the evidence or if the buyer 
purchases title insurance policies, the buyer is charged for the expense. 

Loan Fees For a new loan, the lender generally charges an origination fee and 
could possibly charge discount points, particularly if the borrower wants a below-
market interest rate. 

Tax Reserves and Insurance Reserves (Escrow or Impound Accounts)  
Most mortgage lenders require that borrowers provide funds to pay future real 
estate taxes and insurance premiums. These funds are held in an escrow account 
or impound account. A borrower starts the account at closing by depositing funds 
to cover at least the amount of unpaid real estate taxes from the date of the lien 
to the end of the current month. (The buyer receives a credit from the seller at 
closing for any unpaid taxes.) Afterward, an amount equal to one month’s portion 
of the estimated taxes is included in the borrower’s monthly mortgage payment. 

The borrower is responsible for maintaining adequate property insurance as a con-
dition of the mortgage loan. The first year’s premium is paid in full at closing if it 
has not been paid earlier by the buyer, effective on the date of closing. The bor-
rower’s monthly loan payment typically will include principal and interest on the 
loan (unless the payment is interest-only), plus one-twelfth of the estimated taxes 
and insurance (PITI) that will be owed at the end of the coming year. The taxes 
and insurance are held by the lender in an escrow account until the bills are due. 

I N  P R A C T I C E  RESPA permits lenders to maintain a cushion equal to one-sixth 
of the total estimated amount of annual taxes and insurance. However, if state law or mort-
gage documents allow for a smaller cushion, the lesser amount prevails. 

Appraisal Fee Either the seller or the purchaser pays the appraisal fee, depend-
ing on who orders the appraisal. When the buyer obtains a mortgage, it is custom-
ary for the lender to require an appraisal, in which case, the buyer usually bears 
the cost, although this is always a negotiable item. If the fee is paid at the time of 
the loan application, it is reflected on the closing statement as having been paid 
before closing. 

Survey Fee The purchaser who obtains new mortgage financing customarily 
pays a survey fee. The sales contract may require that the seller furnish a survey. 

Additional Fees If the borrower’s loan is insured by FHA, the borrower owes 
a lump sum for payment of the mortgage insurance premium (MIP) if it is not 
financed as part of the loan. The borrower of a VA-guaranteed loan pays a funding 
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fee directly to the Department of Veterans Affairs at closing. If a conventional 
loan carries private mortgage insurance (PMI), the buyer prepays one year’s mort-
gage insurance premium at closing. 

Accounting for Expenses 

Expenses paid out of the closing proceeds are debited only to the party making the 
payment. Occasionally, an expense item (e.g., an escrow fee, a settlement fee, or a 
transfer tax) may be shared by the buyer and the seller. In that case, each party is 
debited for that individual’s share of the expense. 

PRORATIONS 

Most closings involve the division of financial responsibility between the buyer 
and the seller for such items as loan interest, taxes, rents, fuel, and utility bills. 
These allowances are allocated between the parties in the required proportions, 
or prorations. Prorations are necessary to ensure that expenses and credits are 
divided fairly between the seller and the buyer. 

General Rules for Prorating 

The rules or customs governing the computation of prorations for the closing of 
a real estate sale vary widely from state to state. The following are some general 
guidelines for preparing the closing statement: 

■■ In most states, the seller owns the property on the day of closing, and prora-
tions or apportionments are usually made up to and including the day of 
closing. A few states specify that the buyer owns the property on the closing 
date. In that case, adjustments are made as of the day preceding the day on 
which title is closed. 

■■ Mortgage interest, general real estate taxes, water taxes, insurance premiums, 
and similar expenses are usually computed by using 360 days in a year and 
30 days in a month. In some areas, however, prorations are computed on 
the basis of the actual number of days in the calendar month of closing. The 
agreement of sale should specify which method will be used. 

■■ On almost every mortgage loan, the interest is paid in arrears. A mortgage 
payment due on June 1, for example, includes interest due for May. The 
buyer who places a new mortgage loan on May 31 may be pleasantly sur-
prised to learn that the first mortgage payment is not due for another month. 

■■ Accrued or prepaid general real estate taxes are usually prorated at the 
closing. In some states, real estate taxes are paid in advance; that is, if the 
tax year runs from January 1 to December 31, taxes for the coming year are 
due on January 1. In this case, the seller, who has prepaid a year’s taxes, 
should be reimbursed for the portion of the year remaining after the buyer 
takes ownership of the property. In other areas, taxes are paid in arrears, 
on December 31 for the year just ended. In that case, the buyer should be 
credited by the seller for the time the seller occupied the property. When the 
amount of the current real estate tax cannot be determined definitely, the 
proration is usually based on the last obtainable tax bill, often with a per-
centage increase—say, 10%—to account for a likely reassessment. 

■■ Special assessments for municipal improvements such as sewers, water mains, 
or streets are usually paid in annual installments over several years, with 
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annual interest charged on the outstanding balance of future payments. The 
seller normally makes the current payments, and the buyer assumes all future 
payments. The special assessment installment generally is not prorated at 
the closing. A buyer may insist that the seller allow the buyer a credit for the 
seller’s share of the interest to the closing date. The agreement of sale may 
address the manner in which special assessments will be handled at closing. 

■■ Rent is usually adjusted on the basis of the actual number of days in the 
month of closing. The seller customarily receives the rents for the day of 
closing and pays all expenses for that day. If any rents for the current month 
are uncollected when the sale is closed, the buyer often agrees by a separate 
letter to collect the rents, if possible, and remit the prorated share to the 
seller. 

■■ A security deposit made by a tenant to cover the cost of repairing damage 
caused by the tenant, or the last month’s rent which has been collected in 
advance, are generally transferred by the seller to the buyer without prorat-
ing. The only exception would be if the property were being transferred in 
the last month of the lease; thus, the last month’s rent would be prorated. 

Accrued items are expenses to be prorated (such as water bills and interest on an 
assumed mortgage) that are owed by the seller but will be paid after the sale by 
the buyer. The seller pays for these items by giving the buyer credits for them at 
closing. 

Prepaid items are expenses to be prorated (such as fuel oil in a tank) that have 
been prepaid by the seller but not fully used up, so they become credits to the 
seller. 

The Arithmetic of Prorating 

The computation of a proration involves identifying a yearly charge for the item 
to be prorated, then dividing by 12 to determine a monthly charge for the item. 
Also, it is usually necessary to identify a daily charge for the item by dividing the 
monthly charge by the number of days in the month. These smaller portions are 
then multiplied by the number of months or days in the prorated period to deter-
mine the accrued or unearned amount that will be figured in the settlement. 

Using this general principle, there are two methods of calculating a proration: 
■■ The yearly charge is divided by a 360-day year (called a banking or statutory 

year), or 12 months of 30 days each. 
■■ The yearly charge is divided by 365 (a calendar year) to determine the daily 

charge, and the actual number of days in the proration period is determined, 
with this number multiplied by the daily charge. 

The final proration figure will vary slightly, depending on which computation 
method is used. The final figure also will vary according to the number of decimal 
places to which the division is carried. All the proration calculations here are 
computed by carrying the division to three decimal places and then rounding to 
the nearest cent only after the final proration figure is determined. 

Accrued Items 

When the real estate tax is levied for the calendar year and is payable during that 
year or in the following year, the accrued portion is for the period from January 1 

Accrued items = Buyer credits 

Prepaid items = Seller credits 
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to the date of closing (or to the day before the closing in states where the sale date 
is excluded). If the current tax bill has not yet been issued, the parties must agree 
on an estimated amount based on the previous year’s bill and any known changes 
in assessment or tax levy for the current year. If the assessment for the current year 
is not known, the parties may agree to add an estimated amount, say 10%, to the 
amount of the last assessment. 

Sample Proration Calculation Assume that a sale is to be closed on Septem-
ber 17. Using a 360-day year, prorate the current real estate taxes of $3,600 for the 
accrued period of 8 months, 17 days. First determine the prorated cost of the real 
estate tax per month and day: 

$3,600 ÷ 12 months = $300 per month  
$300 ÷ 30 days = $10 per day 

Next, multiply these figures by the accrued period and add the totals to determine 
the prorated real estate tax: 

$300 × 8 months = $2,400  
$10 × 17 days = $170  
$2,400 + 170 = $2,570 

Thus, the accrued real estate tax for 8 months and 17 days is $2,570. This amount 
represents the seller’s accrued earned tax. It will be a credit to the buyer and a 
debit to the seller on the closing statement. 

FIGURE 17.4: Credits and Debits 

 Item Credit to Buyer Debit to Buyer Credit to Seller Debit to Seller Prorated 

Principal amount of new mortgage √ 

Payoff of existing mortgage √ 

Unpaid principal balance if 
assumed mortgage 

√ √ 

Accrued interest on existing 
assumed mortgage 

√ √ √ 

Tenant's security deposit √ √ 

Purchase money mortgage √ √ 

Unpaid water and other utility bills √ √ √ 

Buyer's earnest money √ 

Selling price of property √ √ 

Fuel oil on hand (valued at current 
market price) 

√ √ √ 

Prepaid insurance and tax reserve 
for mortgage assumed by buyer 

√ √ √ 

Refund to seller of prepaid 
water charges and similar utility 
expenses 

√ √ √ 

Prepaid general real estate taxes √ √ √ 

Note: This chart is based on generally applicable practices. Closing practices may be different in your state or county. 
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To compute this proration using the actual number of days in the accrued period, 
the following method is used: 

The accrued period from January 1 to September 17 runs 260 days (January’s 
31 days plus February’s 28 days and so on, plus the 17 days of September). 

$3,600 ÷ 365 days = $9.863 per day  
$9.863 × 260 days = $2,564.38 

Although these examples show proration as of the date of settlement, the agree-
ment of sale may indicate otherwise. For instance, if the buyer’s possession date 
does not coincide with the settlement date, the parties could prorate according to 
the date of possession. 

I N  P R A C T I C E  On state licensing examinations, tax prorations are usually based 
on a 30-day month (360-day year) unless specified otherwise. This may differ from local 
custom regarding tax prorations. Many title insurance companies provide proration charts 
that detail tax factors for each day in the year. To determine a tax proration using one of 
these charts, multiply the factor given for the closing date by the annual real estate tax. 

MATH CONCEPTS

Computing Interim Interest

Interim interest is charged by a lender when a borrower obtains a new loan. This interest 
is called interim because it is for the interim period of time from the day of closing through 
the end of the closing month. Most real estate loan interest is paid in arrears, but interim 
interest is an example of interest paid in advance. 

If closing on a loan on June 12, the borrower will owe interim interest for 19 days. The 
first full payment (PI) will be due August 1; this payment will include interest for July. If the 
closing is September 21, interim interest for 10 days will be paid at closing, and the first 
full payment will be due November 1 (paying interest for October). 

F O R  E X A M P L E  A borrower is closing on a $114,300 loan with an interest rate 
of 4.75% on November 18. How much interim interest will be due at closing? The first full 
payment is due January 1. 

30 days in November – 18 (days until closing) = 12 days + 1 (day of closing) = 
13 days 

$114,300 × 4.75% = 5,429.25 annual interest 

$5,429.25 ÷ 360 = $15.081 interest per day 

$15.081 × 13 days = $196.053 interim interest due at closing 

$196.05 interim interest due at closing is the answer (rounded to the nearest cent). 

Prepaid Items 

A tax proration might be a prepaid item. Because real estate taxes may be paid 
in the early part of the year, a tax proration calculated for a closing that will take 
place later in the year must reflect the fact that the seller has already paid the tax. 
For example, in the preceding problem, suppose that all taxes had been paid. The 
buyer would then have to reimburse the seller; the proration would be credited to 
the seller and debited to the buyer. 
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In figuring the tax proration, the number of future days, months, and years for 
which taxes have been paid must be ascertained. The formula commonly used for 
this purpose is as follows: 

Years Months Days 

Taxes paid to (Dec. 31, end of tax year) 20XX 12 30 

Date of closing (Sept. 17, 20XX) 20XX – 9 – 17 

Period for which tax must be paid 3 13 

This formula will calculate the amount the buyer will reimburse the seller for the 
unearned portion of the real estate taxes. The prepaid period determined by the 
formula for prepaid items is three months and 13 days. Three months at $300 per 
month equals $900, and 13 days at $10 per day equals $130. Add these two figures 
to determine that the proration is $1,030 credited to the seller and debited to the 
buyer. 

Sample Prepaid Item Calculation One example of a prepaid item is a water 
bill. Assume that the unmetered water is billed in advance by the city. The six 
months’ billing is $480 for the period ending October 31 ($480 ÷ 6 = $80 per 
month). The sale is to close on August 3. Because the water bill is paid through 
October 31, the prepaid time must be computed. Using a 30-day basis, the prepaid 
period is the 27 days left in August plus two full months. To compute one day’s 
cost, divide $80 by 30, which equals $2.667 per day. The computation is as follows: 

27 × $2.667 per day =  $72.009  
2 months × $80 =  $160.000  
 $232.009 or $232.01 

This is a prepaid item; it is credited to the seller and debited to the buyer on the 
closing statement. 

To figure this proration based on the actual days in the month of closing, the fol-
lowing process would be used: 

$80 per month ÷ 31 days in August  =  $2.581 per day  
August 4 through August 31  =  28 days  
28 days × $2.581  =  $72.268  
2 months × $80  =  $160.000  
$72.268 + $160  =  $232.268 or $232.27

SAMPLE CLOSING STATEMENT 

Settlement computations take many possible forms. The elements of a sample transaction follow, and you are to compute the 
charges paid by the buyer and the seller. Because customs differ in various parts of the country, the way certain expenses are 
charged in some locations may be different from the illustration. The charges to be made to the parties, and the computations 
involved, are shown at the end of the example.

Basic Information of Offer and Sale 

A couple lists a property at 3045 North Racine Avenue in Riverdale, East Dakota, 
for sale with a real estate brokerage. The listing price is $237,000, and possession 
will take place within two weeks after all parties have signed the contract. Under 
the terms of the listing agreement, the sellers agree to pay the listing agent a com-
mission of 6% of the sales price. 
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The Offer to Purchase On May 18, the real estate brokerage company sub-
mits a contract offer to the seller from the buyer, who resides at 22 King Court, 
Riverdale. The buyer offers $230,000, with earnest money and down payment of 
$46,000. The buyer expects to obtain a conventional 30-year fixed-rate mortgage 
for 80% of the purchase price and, therefore, will not need private mortgage insur-
ance (PMI). The seller accepts the buyer’s offer on May 29, with a closing date of 
June 15. 

In this real estate transaction, taxes are paid in arrears. Taxes for this year, esti-
mated at last year’s figure of $3,450, have not been paid. According to the con-
tract, prorations will be made on the basis of 30 days in a month. 

The Buyer’s Loan Application The buyer’s new loan is for $184,000. The 
buyer’s locked-in rate of 5% is good until 4 pm June 20, 20XX. The buyer will pay 
interest on the loan for the remainder of the month of closing: 15 days at $25.56 
per day ($383.40). The first full payment, including July’s interest, will be due on 
August 1. The loan origination fee is 1.25%, or $2,300. In connection with this 
loan, the buyer must provide a flood certification ($12), a survey ($395), and a 
pest inspection ($65). 

The buyer will be charged $500 to have the property appraised. The buyer is only 
charged for the credit report at the time of loan application, but the appraisal fee 
must be paid upon loan approval and before closing. 

The cost of a one-year hazard insurance policy is $3 per $1,000 of appraised 
value ($230,000 ÷ 1,000 × 3 = $690) and will be paid at closing to the insur-
ance company. The lender requires a reserve account for property taxes and insur-
ance. The buyer’s initial deposit is ⁷⁄₁₂ of the anticipated county real estate tax of 
$3,450 ($2,012.50) and two months of the insurance policy ($115). The lender 
requires that ¹⁄₁₂ of the annual insurance premium ($57.50) and taxes ($287.50) 
be included in the monthly payment. 

Closing Costs The unpaid balance of the seller’s mortgage as of June 1, 20XX, 
will be $115,500. Payments are $825 per month, with interest at 7% per year on 
the unpaid balance. 

The seller submits evidence of title in the form of a title insurance binder at a cost 
of $30. The title insurance policy, to be paid by the buyer at the time of closing, 
costs an additional $540, which includes $395 for the lender’s coverage and $145 
for the owner’s coverage. The seller must pay $20 for the recording of two instru-
ments to clear defects in the seller’s title. The seller must also pay an attorney’s 
fee of $600 for preparing the deed and for legal representation, which will be paid 
from the closing proceeds. 

The buyer has agreed to pay for the state transfer tax stamps in the amount of 
$230 ($0.50 per $500 of the sales price or fraction thereof). The buyer must pay 
an attorney’s fee of $500 for examining the title evidence and for legal representa-
tion. The buyer must pay $20 to record the deed and $50 to record the mortgage. 

Computing the Prorations and Charges The following list illustrates the 
various steps in computing the prorations and other amounts that are part of this 
transaction: 

■■ Closing date: June 15 
■■ Commission: 6% (0.06) × $230,000 sales price = $13,800 
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■■ Seller’s mortgage interest: 7% (0.07) × $115,400 principal due after June 1 
payment = $8,078 interest per year; $8,078 ÷ 360 days = $22.44 interest per 
day; 15 days of accrued interest to be paid by the seller × $22.44 = $336.60 
interest owed by the seller; $115,400 + $336.60 = $115,736.60 payoff of 
seller’s mortgage 

■■ Real estate taxes (estimated at $3,450): $3,450 ÷ 12 months = $287.50 per 
month; $287.50 ÷ 30 days = $9.58 per day 

■■ The earned period, from January 1 to and including June 15 (5 months, 
15 days): $287.50 × 5 months = $1,437.50; $9.58 × 15 days = $143.70; 
$1437.50 + $143.70 = $1,581.20 seller owes buyer 

■■ Transfer tax ($0.50 per $500 of consideration, or fraction thereof): $230,000 
÷ $500 = $460; $460 × $0.50 = $230 transfer tax paid by buyer 

■■ Buyer’s tax reserve payment: $2,012.50 paid to separate account (⁷⁄₁₂ of the 
anticipated county real estate taxes of $3,450) 

■■ Buyer’s one-year hazard insurance payment: $3 per $1,000 of appraised value 
($230,000 ÷ 1,000 × 3 = $690 paid in advance to insurance company) 

■■ Buyer will pay 15 days of interest for June (15 × $25.56 = $383.40) at closing 
■■ Buyer’s first full payment will be due on August 1 

The seller’s loan payoff is $115,736.60. The seller must pay an additional seller’s 
fee of $25 to record the mortgage release, as well as $100 for a pest inspection and 
$200 for a survey, as negotiated between the parties. 

KEY POINT REVIEW 

Closing (settlement and transfer) is the point at which ownership of a property is 
transferred in exchange for the selling price. 

To complete the transaction, the buyer requires the survey; title evidence; results 
of necessary inspections; an affidavit of title from the seller and, where applicable, 
documents showing the removal of prior encumbrances; the deed from the seller; 
and the lease, if a tenant resides on the premises. The buyer will expect to make a 
successful final property inspection (walk-through) and to receive a closing state-
ment showing the amount and distribution of funds. 

To complete the transaction, the seller will need the payoff statement from the 
seller’s lender noting the amount owed; evidence that the buyer has the necessary 
funds; and a closing statement showing the distribution of funds. 

The lender will want assurance that its lien rights will have priority and will want 
the buyer to obtain a mortgagee’s title insurance policy. 

The Internal Revenue Service (IRS) may require completion and submission 
of the Form 1099-S statement of income to the seller showing the seller’s Social 
Security number. Form 1099-S is filed by a closing agent or the mortgage lender, 
with the real estate professionals or the parties being ultimately liable for the 
filing. 

Depending on state law and local custom, closing may take place at a face-to-face 
meeting of the parties at the escrow company, title company, lender’s office, or 
attorney’s office, or the parties may execute documents separately and never meet. 
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An escrow holder (escrow agent) is a disinterested third party authorized to coor-
dinate the closing activities. 

The Real Estate Settlement Procedures Act (RESPA) is a federal law enacted 
to protect consumers in the settlement process by requiring accurate and timely 
information about the actual costs of a transaction, eliminating kickbacks and 
other referral fees, prohibiting the seller from requiring the buyer to buy title insur-
ance from a particular company, and prohibiting lenders from requiring excessive 
escrow account deposits. 

RESPA does not apply to a transaction financed solely by a purchase-money 
mortgage taken back by a seller, installment contracts (contract for deed), or a 
buyer’s assumption of a seller’s existing loan. 

The CFPB has produced Your Home Loan Toolkit, a booklet that must be provided 
by a lender to every person from whom they receive or for whom they prepare a 
loan application (except for refinancing). 

A Loan Estimate form must be provided to the borrower no later than three busi-
ness days after receiving a loan application. The Closing Disclosure given to the 
borrower and the seller itemizes all charges to be paid in connection with closing. 

The Loan Estimate and Closing Disclosure forms developed by the CFPB are 
required for transactions originating on or after October 3, 2015. 

Affiliated business arrangements (ABA) that make use of companies with a shared 
ownership require notice to clients. 

A mortgage servicing transfer statement must be given by the lender to the bor-
rower if the lender intends to sell or assign the servicing rights to the borrower’s 
loan. 

A closing statement involves an accounting of the amounts paid by or received 
by the parties. 

A debit (give) is a charge that must be paid by the buyer or the seller at closing. A 
credit (receive) is the amount entered in favor of the buyer or the seller. In most 
instances, a debit to one party is a credit to the other party. 

Certain charges are prorated, divided between the buyer and the seller, in one of 
two ways. A yearly charge can be divided by a 360-day year (banking year), or 
12 months of 30 days each. A yearly charge could be divided by a 365-day year 
(366 days in leap year) to determine the daily charge, the actual number of days 
in the proration period is determined, and the number of days is multiplied by the 
daily charge. In most states, the charges are prorated as of the date of closing, with 
the seller being responsible for the date of closing. 
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UNIT 17 QUIZ

1. Which statement is TRUE of real estate closings 
in most states? 
a. Closings are generally conducted by real 

estate professionals. 
b. The buyer usually receives the rent for the 

day of closing. 
c. The buyer must reimburse the seller for any 

title evidence provided by the seller. 
d. The seller usually pays the expenses for the 

day of closing. 

2. All encumbrances and liens shown on the report 
of title, other than those waived or agreed to by 
the purchaser and listed in the contract, must be 
removed so that the title can be delivered free 
and clear. The removal of such encumbrances is 
typically the duty of the 
a. buyer. 
b. seller. 
c. real estate professional. 
d. title company. 

3. Legal title ALWAYS passes from the seller to the 
buyer 
a. on the date of execution of the deed. 
b. when the closing statement has been signed. 
c. when the deed is placed in escrow. 
d. when the deed is delivered and accepted. 

4. Which item would a lender generally require at 
the closing? 
a. Title insurance commitment 
b. Market value appraisal 
c. Application 
d. Credit report 

5. A buyer purchases a home in an area where clos-
ings are traditionally conducted in escrow. Which 
item would a buyer deposit with the escrow agent 
before the closing date? 
a. Deed to the property 
b. Title evidence 
c. Estoppel certificate 
d. Cash needed to complete the purchase 

6. The Closing Disclosure must be used to illustrate 
all settlement charges for 
a. every real estate transaction. 
b. transactions financed by VA and FHA loans 

only. 
c. residential transactions financed by federally 

related mortgage loans. 
d. all transactions involving commercial 

property. 

7. A mortgage reduction certificate is executed by 
a(n) 
a. abstract company. 
b. attorney. 
c. lending institution. 
d. grantor. 

8. At closing, the principal amount of a purchaser’s 
new mortgage loan is a 
a. credit to the seller. 
b. credit to the buyer. 
c. debit to the seller. 
d. debit to the buyer. 

9. At closing, the earnest money left on deposit 
with a real estate professional is a 
a. credit to the seller. 
b. credit to the buyer. 
c. balancing factor. 
d. debit to the buyer. 

10. The annual real estate taxes on a property 
amount to $1,800. The seller has paid the taxes 
in advance for the calendar year. If the closing is 
set for June 15, which statement is TRUE? 
a. Credit the seller $825; debit the buyer $975. 
b. Credit the seller $1,800; debit the buyer 

$825. 
c. Credit the buyer $975; debit the seller $975. 
d. Credit the seller $975; debit the buyer $975. 
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11. If a seller collected rent of $900 from the buyer, 
payable in advance, on August 1, which state-
ment is TRUE at the closing on August 15, if 
the closing date is an expense to the seller? (Use 
a 30-day month)
a. The seller owes the buyer $900. 
b. The buyer owes the seller $900. 
c. The seller owes the buyer $450. 
d. The buyer owes the seller $450. 

12. Security deposits should be listed on a closing 
statement as a credit to the 
a. buyer. 
b. seller. 
c. lender. 
d. real estate professional. 

13. A building was purchased for $850,000, with 
10% down and a loan for the balance. If the 
lender charged the buyer two discount points, 
how much cash did the buyer need at closing if 
the buyer incurred no other costs? 
a. $17,000 
b. $85,000 
c. $100,300 
d. $102,000 

14. Which charge noted on the Closing Disclosure 
must be the same or less than the charge noted 
on the Loan Estimate form? 
a. Cost of settlement services when the lender 

selects the provider 
b. Lender charges for taking and underwriting 

the loan 
c. Cost of settlement services when the bor-

rower selects the provider from the list 
provided by the lender 

d. Cost of homeowners insurance 

15. At closing, the listing agent’s commission is usu-
ally shown as a 
a. credit to the seller. 
b. credit to the buyer. 
c. debit to the seller. 
d. debit to the buyer. 

16. At the closing of a real estate transaction, the 
person performing the settlement gave the 
buyer a credit for certain accrued items. These 
items were 
a. bills relating to the property that had 

already been paid by the seller. 
b. bills relating to the property that the buyer 

needed to pay. 
c. all of the seller’s real estate bills. 
d. all of the buyer’s real estate bills. 

17. At closing, a prepaid item by the seller is 
a. debited to the seller. 
b. evenly divided between the buyer and the 

seller. 
c. credited to the buyer. 
d. credited to the seller. 

18. The purpose of the Real Estate Settlement Pro-
cedures Act (RESPA) is to 
a. make sure buyers do not borrow more than 

they can repay. 
b. make real estate professionals more respon-

sive to buyers’ needs. 
c. help buyers know how much money is 

required. 
d. ensure that buyers know all settlement costs 

that will be charged to them. 

19. The document that provides the borrower with 
general information about settlement costs, 
RESPA provisions, and what happens at settle-
ment is 
a. the loan application. 
b. Your Home Loan Toolkit. 
c. the Closing Disclosure form. 
d. the Loan Estimate form. 

20. Under the TILA-RESPA Integrated Disclosure 
rule (TRID), a lender must extend the closing 
how many days if the annual percentage rate 
(APR) has changed more than 0.125% before 
closing? 
a. Two business days 
b. Three business days 
c. Four business days 
d. Five business days
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