Indiana Real Estate Brokers

CONTINUING EDUCATION
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COURSE DESCRIPTION

This course is designed to help brokers understand the requirements for successfully closing a real
estate transaction. This course specifically addresses: the closing event; the Real Estate Settlement
Procedures Act (RESPA); financial settlement; computing prorations; taxes due at closing; closing
cost calculations; TILA Integrated disclosure rule; and reporting requirements. After completing
this course, students will have refreshed their understanding of the many aspects involved in
satisfactorily closing a real estate transaction.

HOW DOES THIS COURSE WORK?

To enhance comprehension, non-graded review questions will be asked throughout the course.
After reading the course, take the final exam. These questions will be graded.
If you do not pass the final exam, you can review the course material and retake the exam at no
additional cost.
If assistance is needed with this course you can contact PDH Academy at 888-564-9098 or at
support@pdhacademy.com
After completing the course and final exam, we ask that you take our course survey to help us
continue to provide high-quality continuing education.
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Closing Real Estate Transactions
Final Exam
1. The conditions of an escrow agreement cannot
be met and the related transaction cannot be
completed. In such a case, the escrow agent
a. levies a fine against the defaulting party.
b. assigns his or her fiduciary responsibilities to
the seller’s broker.
c. returns funds to the buyer.
d. cancels the sale contract and destroys the
transaction documents.
2. To avoid violating the Real Estate Settlement
Procedures Act, parties who are providing
services to the buyer or sellerin a transaction
must
a. be paid before the closing date for any service
they provide.
b. inform the closing agent of the cost of their
services at least one week before the closing
date.
c. receive payment only from the funds held in
escrow, not directly from buyer or seller.
d. disclose in writing any business relationships
they have with other parties involved in the
transaction.
3. A certain item is to be prorated between a buyer
and seller. If no outside party is concerned,
which of the followingstatements is true?
a. The item must be prorated and recorded as a
debit to one party and a credit to the other
party for the same amount.
b. The item must be prorated and recorded as a
debit to one party; the remainder is recorded as
a credit to the otherparty.
c. The party who is owed money receives a credit
for the entire item and a debit for the prorated
amount.
d. The party who owes money receives a debit for
the portion owed and a credit for the portion
that is not owed.
4. An item is said to be paid in arrears if it is
normally paid
a. on a monthly or yearly basis.
b. at some time after the expense is incurred.
c. only after it is billed.
d. whenever it is incurred.
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5. A seller received a rental payment of $900 in
advance. At closing, the seller has earned only
$320 of this rent. What should appear on the
closing statement?
a. A debit to the seller and credit to the buyer for
$320.
b. A debit to the seller for $580 and a credit to the
buyer for $320.
c. A debit to the seller for $320 and a credit to the
buyer for $900.
d. A debit to the seller and credit to the buyer for
$580.
6. A buyer will receive a water bill for an estimated
$100 at the end of the month. At closing, the
seller has used an estimated $43 in water. What
should appear on the closing statement?
a. A debit to the seller and credit to the buyer for
$57.
b. A debit to the seller and credit to the buyer for
$43.
c. A debit to the buyer and credit to the seller for
$57.
d. A debit to the buyer and credit to the seller for
$43.
7. A sale transaction closes on April 1, the ninetyfirst day of the tax year. The day of closing
belongs to the seller. Real estate taxes for the
year, not yet billed, are expected to be $2,190.
According to the 365-day method, what is the
seller’s share of the tax bill?
a. $1,644.00.
b. $546.00.
c. $959.30
d. $1,364.66.
8. A sale transaction closes on July 4. The day
of closing belongs to the seller. On January 1,
the seller paid a hazard insurance premium of
$375 for the calendar year. According to the
12-month/30-day method, what is the seller’s
share of the insurance premium?
a. $183.33.
b. $187.50.
c. $189.05.
d. $191.67.
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9. Waldo is buying Marianne’s house. The
closing date (day belongs to seller) of the sale
transaction is September 1 (day 244 of the year).
Current Year real estate taxes are $1,100 (will
be billed to buyer next year). Use the 365-day
method for prorating. What is Marianne’s share
of the real estate taxes?
a. $364.66.
b. $367.67.
c. $732.33.
d. $735.34.
10. Christie is buying John’s house. The closing date
(day belongs to seller) of the sale transaction
is September 1 (day 244 of the year). Existing
hazard insurance of $350 has been paid by John
through December 31. Use the 365-day method
for prorating. What is Christie’s share of the
existing hazard insurance already paid in full?
a. $116.03.
b. $117.99.
c. $232.01.
d. $233.97.
11. Julie is buying Florence’s house. The closing
date (day belongs to seller) of the sale
transaction is September 1 (day 244 of the year).
The buyer’s loan amount is $78,750 (90%; 30
years @ 8%). The monthly payment on this
loan is $577.84, with $525 going to interest in
the first month. At closing, Julie must pre-pay
interest for the period of Sept. 2-Sept. 30. Use
the 365-day method for prorating. What is
Julie’s prepaid interest amount?
a. $507.50.
b. $525.00.
c. $543.10.
d. $558.58.
12. Melissa is buying Raymond’s house. Melissa’s
loan amount is $88,750. She has agreed to pay
2 points at closing. How much will Melissa pay
for points?
a. $157.50.
b. $177.50.
c. $1,775.00.
d. $887.50.

14. A sale contract stipulates that a buyer is to pay
the seller’s transfer tax expenses. This practice is
not customary in the area. In this case,
a. the buyer and seller must amend the contract
before closing.
b. the contract is voidable, since the seller must
pay the expense.
c. the buyer may pay or not pay the expense, at
his or her option.
d. the buyer must pay the expense.
15. What a buyer has to pay at closing is equal to
a. the excess of the buyer’s debits over the buyer’s
credits.
b. the excess of the buyer’s credits over the
buyer’s debits.
c. the excess of the seller’s debits over the seller’s
credits.
d. the excess of the seller’s credits over the seller’s
debits.
16. The purpose of the closing event is to
a. confirm that the buyer has fulfilled all contract
requirements prior to title transfer immediately
after closing.
b. ensure that the seller has marketable title
before monies are transferred.
c. conclude the process for loan approval.
d. exchange legal title for the sale price.
17. A buyer’s financing arrangements are often
concluded at closing, because
a. lenders do not fund loans unless title is being
transferred.
b. the lender wants to ensure proper handling of
the collateral for the loan.
c. the loan term must coincide with title transfer.
d. the deed will be held as collateral for the loan.
18. The Real Estate Settlement and Procedures
Act prescribes closing procedures that must be
followed whenever
a. a first, second, or third mortgage lien is
involved.
b. the loan is to be sold to the FNMA.
c. the buyer pays all cash for the property.
d. the property is a residential complex in excess
of four units.

13. Tina is buying Terrell’s house for $187,500. The
broker’s commission, to be paid by the seller, is
6%. How much will Terrell pay the broker?
a. $31,250.
b. $2,625.00.
c. $4,725.
d. $11,250.
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19. A sale contract stipulates that a buyer is to
pay the seller’s title insurance expenses. This
practice is not customary in the area. In this
case,
a. the buyer and seller must amend the contract
before closing.
b. the contract is voidable, since the seller must
pay the expense.
c. the buyer may pay or not pay the expense, at
his or her option.
d. the buyer must pay the expense.
20. A prorated expense on the settlement statement
is
a. a debit to the buyer and seller
b. a credit to the buyer and seller
c. a debit and credit to the buyer and seller
d. a debit to one party and a credit to the other.
21. The amount a buyer owes at closing is equal to
a. the excess of the buyer’s debits over the buyer’s
credits.
b. the excess of the buyer’s credits over the
buyer’s debits.
c. the excess of the seller’s debits over the seller’s
credits
d. the excess of the seller’s credits over the seller’s
debits.
22. Which of the following are examples of closing
items not prorated between buyer and seller?
a. Taxes and rents
b. Title insurance and inspection fees
c. Utilities and hazard insurance
d. Condominium assessments and special
assessment payments
23. Which of the following items are paid in
arrears?
a. Taxes and insurance
b. Rents and interest
c. Taxes and interest
d. Rents and insurance
24. Which of the following items are paid in
advance?
a. Taxes and insurance
b. Rents and interest
c. Insurance and interest
d. Rents and insurance
25. If a sale contract indicates that the day of
closing is “the seller’s day,” this means that
a. the seller must pay prorated expenses inclusive
of the day of closing.
b. the seller does not own the property on the
day of closing.
c. the seller may elect the proration method on
the day of closing.
d. the seller must pay the buyer’s portion of
prorated expenses instead of the seller’s portion.
REAL ESTATE

26. Documentary stamps are used to
a. document the procedures employed to close a
transaction.
b. document the payment of a transfer tax.
c. certify that a transaction was recorded.
d. mail closing documents to principal parties
after closing.
27. What is the Internal Revenue Service’s Form
1099-S?
a. The buyer’s and seller’s capital gain form
b. A form that summarizes and reports
transaction data from a closing
c. A form brokers must submit if the buyer or
seller is a foreigner
d. A lender’s tax form showing that a loan was
funded for a buyer
28. Assume a seller at closing must pay transfer
taxes at the rate of $1.00 for every $500 of
purchase price, or fraction thereof. If the sale
price is $345,600, how much tax must the seller
pay?
a. $69.12
b. $70.00
c. $691
d. $692
29. If a seller paid $488 for transfer taxes at closing,
and the rate was $1.00 for every $400 or
fraction thereof of the sale price, what was the
sale price?
a. $195,500
b. $1,950,000
c. $195,200
d. $1,952,000
30. During the period between the signing of the
sale contract and the closing date,
a. the seller may continue to accept offers on the
property.
b. the seller may not occupy or use the property.
c. buyer and seller are expected to remove any
contingencies that are stated in the contract.
d. buyer and seller continue to negotiate the
selling price if either party is dissatisfied.
31. When should a buyer undertake a “buyer’s
walk-through” of a property that is under
contract?
a. Immediately after the offer is accepted.
b. Immediately after closing.
c. As shortly before the closing date as possible.
d. As soon as all inspections have been
completed.
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32. If a sale transaction is to occur in escrow,
a. the broker has no further involvement.
b. an escrow agent holds funds and documents
until all parties have satisfied the conditions
necessary for closing.
c. the seller’s broker holds the sale documents
until the buyer has satisfied the terms of the
contract.
d. the buyer’s escrow agent and the seller’s escrow
agent complete the transaction.
33. If the conditions of an escrow agreement
are not met and the transaction cannot be
completed, the escrow agent
a. levies a fine against the defaulting party.
b. assigns his or her fiduciary responsibilities to
the seller’s broker.
c. returns funds to the buyer.
d. cancels the sale contract and destroys the
transaction documents.
34. A buyer and a seller have employed an escrow
agent to handle a closing. Which of the
following statements is true?
a. Buyer and seller do not need to attend the
closing.
b. The seller receives the earnest money deposit
from the escrow agent as soon as the buyer
delivers it.
c. The buyer receives legal title as soon as the
seller accepts the down payment.
d. The escrow agent certifies the buyer’s earnest
money check and provides the buyer with an
opinion of abstract.
35. If the Real Estate Settlement Procedures Act
applies to a transaction, the lender must
a. give the seller a booklet describing settlement
costs and procedures.
b. use a prescribed form to disclose settlement
costs to the buyer.
c. sign an agreement with seller and buyer to act
as closing agent.
d. allow the buyer to inspect the closing
statement at least one week prior to the closing
date.
36. To avoid violating the Real Estate Settlement
Procedures Act, parties who are providing services
to the buyer or seller in a transaction must
a. be paid before the closing date for any service
they provide.
b. inform the closing agent of the cost of their
services at least one week before the closing
date.
c. receive payment only from the funds held in
escrow, not directly from buyer or seller.
d. disclose in writing any business relationships
they have with other parties involved in the
transaction.
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37. In the context of a closing, proration refers to
a. determining the amount of the commission
that buyer and seller owe their respective
agents at the closing.
b. apportioning an amount paid, received, or due
according to the period of time that a party is
responsible for the item.
c. determining which expenses the buyer and
seller should pay unilaterally outside of the
closing.
d. completing the settlement statement.
38. If an item to be prorated affects buyer and
seller, and no outside party, which of the
following statements is true?
a. The item must be prorated and recorded as a
debit to one party and a credit to the other
party for the same amount.
b. The item must be prorated and recorded as a
debit to one party; the remainder is recorded as
a credit to the other party.
c. The party who is owed money receives a
credit for the entire item, and the party who
owes money receives a debit for the prorated
amount.
d. The party who owes money receives a debit for
the portion owed and a credit for the portion
that is not owed.
39. An item is said to be paid in arrears if it is
normally paid
a. on a monthly or yearly basis.
b. at some time after the expense is incurred.
c. only after it is billed.
d. whenever it is incurred.
40. Which of the following items is paid in arrears?
a. Apartment rent.
b. A flood insurance premium.
c. A loan origination fee.
d. A real estate tax bill.
41. Which of the following items is paid in
advance?
a. A special assessment for a sidewalk.
b. A commission to a real estate broker.
c. An insurance premium payment.
d. Interest on a home equity loan.
42. A seller paid a $100 item in advance. At closing,
the seller has “used” only $75 of this item. What
should appear on the closing statement?
a. A debit to the buyer and credit to the seller for $25.
b. A debit to the buyer for $25 and a credit to the
seller for $75.
c. A debit to the buyer for $25 and a credit to the
seller for $100.
d. A debit to the buyer and credit to the seller for
$75.
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43. A seller received a rental payment of $100 in
advance. At closing, the seller has “earned” only
$32 of this rent. What should appear on the
closing statement?
a. A debit to the seller and credit to the buyer for
$32.
b. A debit to the seller for $68 and a credit to the
buyer for $32.
c. A debit to the seller for $32 and a credit to the
buyer for $100.
d. A debit to the seller and credit to the buyer for
$68.
44. A buyer will receive a water bill for an estimated
$100 at the end of the month. At closing, the
seller has used an estimated $43 in water. What
should appear on the closing statement?
a. A debit to the seller and credit to the buyer for
$57.
b. A debit to the seller and credit to the buyer for
$43.
c. A debit to the buyer and credit to the seller for
$57.
d. A debit to the buyer and credit to the seller for
$43.
45. A sale transaction closes on April 1, the ninetyfirst day of the tax year. The day of closing
belongs to the seller. Real estate taxes for the
year, not yet billed, are expected to be $3,150.
According to the 365-day method, what is the
seller’s share of the tax bill?
a. $776.71.
b. $785.34.
c. $959.54
d. $2,364.66.
46. A sale transaction closes on July 4. The day
of closing belongs to the seller. On January 1,
the seller paid a hazard insurance premium of
$375 for the calendar year. According to the
12-month/30-day method, what is the seller’s
share of the insurance premium?
a. $183.33.
b. $187.50.
c. $189.05.
d. $191.67.
47. Which of the following correctly defines
“closing”?
a. A final inspection that should be done to make
certain that the property is in the condition in
which the seller states that it is.
b. Final expenses that buyer or seller must pay to
complete the transaction.
c. A meeting of principal parties where a seller
transfers title and a buyer pays monies owed
the seller and lender.
d. A statement specifying the amount of unpaid
principal and any interest due.
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48. Which of the following correctly defines
“payoff statement”?
a. A statement provided by the lender if the
seller’s mortgage lien(s) are to be satisfied
at closing specifying the amount of unpaid
principal and any interest due as of the closing
date, plus fees that will be due the lender and
any credits or penalties that may apply.
b. A statement provided by the holder of a note
secured by a trust deed to show any unpaid
balance. Even if the buyer is assuming the
seller’s mortgage loan, the buyer will want to
know the exact amount of the unpaid balance
as of the closing date.
c. A meeting of principal parties where a seller
transfers title and a buyer pays monies owed
the seller and lender.
d. None of the above.
49. Which of the following correctly defines
“escrow”?
a. Apportionment of expense and income items
at closing. Examples of items prorated between
buyer and seller include interest, insurance,
taxes, and rent.
b. An amount that one party must pay at closing
or has already paid prior to closing.
c. At the time of closing, the seller has paid some
items in advance that cover a period of time
that goes beyond the closing date. In effect,
the seller has prepaid some of the buyer’s
expenses, and the buyer must reimburse the
seller.
d. A closing where the principal parties deposit
funds and documents with the appointed
escrow agent, and the escrow agent disburses
funds and releases documents to the
appropriate parties when all the conditions of
the escrow have been met.
50. Which of the following correctly defines
“credit”?
a. An amount that one party must pay at closing
or has already paid prior to closing.
b. An amount that a party must receive at closing
or that has already been received prior to
closing.
c. Apportionment of expense and income items
at closing. Examples of items prorated between
buyer and seller include interest, insurance,
taxes, and rent.
d. None of the above.
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The setting
The closing event is the culmination of the real estate
transaction. During this event, the buyer pays the
purchase price and receives title to the purchased real
estate. At the same time, the buyer completes financing
arrangements, and buyer and seller pay all required
taxes, fees, and charges.
Customary Practices. Procedures and customary
practices for conducting real estate closings vary from
state to state. For example, it is common in some
states for sellers to pay title insurance, while in other
states the buyer and seller might share this expense.
Students should refer to supplemental state materials
to ascertain prevailing practices in their state.
Time. The sale contract sets the date of the closing,
usually within sixty days of signing. The time period
between signing and closing is expected to be sufficient
for the removal of any contingencies, such as the
buyer’s obtaining of financing, the performance of
inspections, and the correction of identified physical
defects. Failure of either buyer or seller to perform
pre-closing actions specified in the contract can delay
or terminate the transaction. If the contract includes a
statement that “time is of the essence,” all parties agree
to meet the time limitations exactly as stated. If both
parties consent, however, they can re-schedule the
closing date.
Location. Closings occur at various locations, such as
the office of the title company, the lender, the escrow
agent, one of the attorneys, the broker, or the county
recorder. The sale contract specifies the location.
Parties at closing. The primary parties at the
closing are normally buyer, seller, and a closing
agent or escrow officer. Other parties who might be
present include the title officer, attorneys, brokers
or agents, and the lender’s representative. It is not
actually necessary for any of these parties to attend
the meeting. The closing agent can complete the
transaction, provided all documents have been duly
executed in advance.

The closing process
The closing process consists of buyer and seller
verifying that each has fulfilled the terms of the sale
contract. If they have, then the mortgage loan, if
any, is closed, all expenses are apportioned and paid,
the consideration is exchanged for the title, final
documents are signed, and arrangements are made to
record the transaction according to local laws.
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ransaction according to local laws.
The Closing Process
Confirm performance

Close loan

Pay expenses

Exchange funds & title

amount of unpaid principal and any interest due as of
the closing date, plus fees that will be due the lender
and any credits or penalties that may apply. The holder
of a note secured by a trust deed will provide a similar
statement, called a beneficiary statement, to show
any unpaid balance. Even if the buyer is assuming the
seller’s mortgage loan, the buyer will want to know the
exact amount of the unpaid balance as of the closing
date.
Finally, the seller produces and/or deposits with the
escrow agent the deed that conveys the property to the
buyer.

Transfer of purchase funds
The buyer usually produces and/or deposits with the
escrow agent the following:

Complete documents

• earnest money
• loan funds and documents

Record transaction

• any other cash needed to complete the purchase

Escrow procedures
The seller must produce evidence of marketable title, such as a commitment for
Transfer
of title
the closing occurs “in escrow” rather than face-totle insurance
by a title
insurer. Before making a title commitment, aIftitle
face,
the principal parties deposit funds and documents
ompany The
performs
title search
toevidence
discover of
any
liens, encumbrances,
restrictions,
selleramust
produce
marketable
title,
with
the appointed escrow agent, and the escrow
as a commitment
insurance by a title
onditions,such
or easements
attachingfortotitle
the title.

agent disburses funds and releases documents to the
insurer. Before making a title commitment, a title
appropriate parties when all the conditions of the
company
performs a or
title
search
discover
f there are
any encumbrances
liens
that to
damage
theany
title,liens,
the sellerescrow
is expected
have been met. If for any reason the transaction
encumbrances, restrictions, conditions, or easements
o remove these prior to the date specified in the contract. The most common
cannot
betitle
completed, for instance if the buyer refuses
attaching to the title.
loud is an unpaid lien.
the title as it is offered, or the buyer fails to produce
If there are any encumbrances or liens that damage the the necessary cash, the escrow instructions usually
is expected
to remove
theseof
prior
the that,
provide
mechanism for reconveying title to the seller
The sellertitle,
may the
alsoseller
be asked
to execute
an affidavit
titletostating
sinceathe
date specified in the contract. The most common title
and
funds
ate of the original title search, the seller has incurred no new liens, judgments,to the buyer. In such a case, both parties
cloud is an unpaid lien.
return to their original status as if no sale had occurred.

npaid bills for repairs or improvements, no unrecorded deeds or contracts, no
Theor
seller
may also
asked
to execute
affidavit
ankruptcies
divorces
that be
would
affect
title, oran
any
other defects the seller is
Lender closing requirements
ware of. of title stating that, since the date of the original
title search, the seller has incurred no new liens,
judgments, unpaid bills for repairs or improvements,
no unrecorded deeds or contracts, no bankruptcies or
divorces that would affect title, or any other defects the
seller is aware of.
The purchaser, purchaser’s lender, or title company
may require a survey to verify the location and size of
the property. The survey also identifies any easements,
encroachments, or flood plain hazard.
The buyer should inspect the property to make certain
that the property is in the condition in which the seller
states that it is, and that any repairs or other required
actions have been performed. A final inspection, called
a buyer’s walk-through, should be conducted as close
to the closing date as possible.

A lender is concerned about the quality of the
collateral a borrower is providing in return for the
mortgage loan. The collateral would be endangered by
defects in the title, by liens that would take precedence
over the mortgage lien, such as a tax lien, and by
physical damage to the property which is not repaired.
Consequently, the lender typically requires a survey; a
property inspection; hazard insurance; a title insurance
policy; a reserve account for taxes and insurance; and
possibly, private mortgage insurance. In some cases
the lender may also require a certificate of occupancy
verifying that any new construction performed
complies with local building codes.

If the seller’s mortgage lien(s) are to be satisfied at
closing, the lender will provide a payoff statement,
also called an offset statement, specifying the
REAL ESTATE
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Broker’s role
A broker usually continues to provide service between
the signing of the sale contract and the closing by
helping to make arrangements for pre-closing activities
such as inspections, surveys, appraisals and repairs and
generally taking steps to ensure that the closing can
proceed as scheduled.
A broker may conduct proceedings at the closing
meeting, or may have no further role in the transaction
after the sale contract is signed, depending on local
practices and the transaction in question. In many
states, the broker is charged with the responsibility for
accuracy and timely delivery of the closing documents
to the principal parties. A broker may also have the
responsibility for reporting the transaction to the
Internal Revenue Service.
Finally, if the seller of the property is a non-resident
alien, U.S. law may require the broker to withhold and
transmit to the Internal Revenue Service a portion of
the sale proceeds to cover the alien seller’s income tax
liability. There are also special reporting requirements
when the transaction involves a non-resident alien.

regulations. In 2013, the CFPB made substantive
and technical changes to the existing regulations.
Substantive changes included modifying the servicing
transfer notice requirements and implementing
new procedures and notice requirements related to
borrowers’ error resolution requests and information
requests. The amendments also included new
provisions related to escrow payments, force-placed
insurance, general servicing policies, procedures, and
requirements, early intervention, continuity of contact,
loss mitigation and the relation of RESPA’s servicing
provisions to State law. These RESPA amendments went
into effect on January 10, 2014.

TRID
Effective October 3, 2015, a TILA/RESPA Integrated
Disclosure Rule (TRID) integrates the disclosure
requirements of RESPA and Truth-in-Lending, replacing
the old Good Faith Estimate form and HUD-1 Uniform
Settlement Statement a new Loan Estimate form and
Closing Disclosure form, respectively.

Information booklet

REAL ESTATE SETTLEMENT
PROCEDURES ACT
The Real Estate Settlement Procedures Act
(RESPA) is a consumer protection statute enacted in
1974. Its purpose is to clarify settlement costs and to
eliminate kickbacks and fees that increase settlement
costs. RESPA specifies certain closing procedures when
a purchase:
• involves a residential property, including oneto four-family residences, cooperatives and
condominiums;
• involves a first or second mortgage lien; and
• is being financed by a “federally-related” mortgage
loan, which includes loans made by a federallyinsured lender; loans insured or guaranteed by the
VA or FHA, loans administered by HUD, and loans
intended to be sold to FNMA, FHLMC, or GNMA.
RESPA regulations do not apply to transactions being
otherwise financed except in the case of an assumption
in which the terms of the assumed loan are modified
or the lender’s charges for the assumption are greater
than $50.
RESPA is directed at lenders and settlement companies,
but licensees should be familiar with requirements and
changes implemented as of January, 2014. The DoddFrank Act of 2010 granted rule-making authority under
RESPA to the Consumer Financial Protection Bureau
(CFPB) and generally granted the CFPB authority to
supervise and enforce compliance with RESPA and its
implementing
36

| Closing Real Estate Transactions

A lender subject to RESPA must give loan applicants
the CFPB booklet, “Your Home Loan Toolkit,” within
three days of receiving a loan application. This
booklet describes loans, closing costs, and the Closing
Disclosure form.

Loan Estimate
A lender must give the applicant, at the time
of application or within three business days of
application, a Loan Estimate (H-24) of likely settlement
costs. This estimate is usually based on comparable
transactions completed in the area. The terms stated
in the Closing Disclosure must agree with those of the
Loan Estimate within certain limits.

Mortgage servicing disclosure
The lender must disclose to the buyer whether the
lender intends to service the loan or convey it to
another lender for servicing. This disclosure must also
be accompanied by information as to how the buyer
can resolve complaints.

Closing Disclosure
Under CFPB rules, a lender must use the Closing
Disclosure (H-25) to disclose settlement costs to the
buyer. This form covers all costs that the buyer will
have to pay at closing, whether to the lender or
to other parties. Use of this form enforces RESPA’s
prohibitions against a lender’s requiring a buyer to
deposit an excessive amount in the tax and insurance
escrow account or to use a particular title company
REAL ESTATE

for title insurance. The consumer must receive the
completed form not later than three business days
before closing and has the right to inspect a revised
form one business day before closing. A description
and example of this form are provided later in this
chapter.

Disclosures after settlement
Loan servicers must provide borrowers with an annual
escrow statement which summarizes all inflows and
outflows in the prior 12-month period. The statement
must also disclose shortfalls or overages in the account,
and how the discrepancies will be resolved.

Limits on escrow accounts
Section 10 of RESPA limits the amounts lenders can
require borrowers to place in escrow for purposes of
paying taxes, hazard insurance, and other propertyrelated expenses. The limitation applies to the initial
deposits as well as deposits made over the course of the
loan’s term.

Selling terms and closing costs
Selling terms are the price of the property, the
buyer’s deposit and downpayment, and the terms
and amounts of the buyer’s financing arrangements.
Closing costs are final expenses that buyer or seller
must pay at closing to complete the transaction.
The sale contract identifies all selling terms and who
pays which costs. The apportionment of expenses is
subject to negotiation, and in the absence of a specific
agreement, is determined by custom. Closing costs
include such items as brokerage fees, mortgage-related
fees, title-related expenses, and real estate taxes.

Debits and credits
The closing statement accounts for the debits and
credits of the buyer and seller to settle and complete
the transaction. A debit is an amount that one party
must pay at closing or has already paid prior to closing.
A credit is an amount that a party must receive at
closing or that has already been received prior to
closing.

Debit and Credit

Referral fees and kickbacks
RESPA prohibits the payment of fees as part of a
real estate settlement when no services are actually
rendered. This prohibition includes referral fees for
such services as title searches, title insurance, mortgage
loans, appraisals, credit reports, inspections, surveys,
and legal services.

Business relationships and affiliations among real
estate firms, mortgage brokers, title insurance firms
and other such companies that are involved in a
The excess of the buyer’s debits over the buyer’s credits
transaction are permitted, provided the relationships
buyer
must
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the bring
buyer's
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over
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the
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companies do not exchange fees for referrals.
An individual expense item that one party owes to a
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The process of settlement consists of five basic steps:

Buyer's debits and credits. To determine how much money the buyer ow
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in
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1. Identify selling terms and closing costs.

5. Disburse funds.

in the form of a cashier’s check or certified check. The
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debited and
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illustrated in the following exhibit.

Buyer’s Credits
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cally debited and credited to the buyer are illustrated in the following exhibit.
Prorated items

Buyer's Credits and Debits
Buyer’s Credits
earnest money
loan amount (borrowed or assumed)
seller’s share of prorated items the buyer will pay

Buyer’s Debits
purchase price
expenses (per agreement or custom)
buyer’s share of prorated items prepaid by seller

Many of the items to be settled at the closing are
partly the responsibility of the buyer and partly of
the seller. Some are expense items that the seller has
paid in advance, where the buyer owes the seller part
of the expense. Some are income items that the seller
received in advance, and the seller owes the buyer a
part of the income. Others are items the buyer will
have to pay in arrears, and the seller owes the buyer
part of the expense. The method of dividing financial
responsibility for such items is proration. With a
prorated item, there is always a debit to one party and
a corresponding credit for the same amount to the
other party.

Items paid in advance. At the time of closing,
the seller has paid some items in advance that cover
a period of time that goes beyond the closing date.
In effect, the seller has prepaid some of the buyer’s
er's credits and debits. To determine how much the seller will receive
expenses, and the buyer must reimburse the seller.
osing, theSeller’s
same procedure
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seller's debits
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debits.for
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Seller'sdebited
Debitsand
andcredited
Credits
items typically
to the seller are
to the buyer.
illustrated in the following exhibit.
For an expense
the sellerthe
paid
in advance,
the buyerthereceives
Seller’s Debits
For an expense
seller
paid in advance,
buyer a debit and
seller receives
aacredit.
receives
debit
and
the
seller
receives
a
credit.
Seller’s Debits
expenses
(per agreement or custom)
seller’s share of prorated items the buyer will payFor income the seller received in advance, the buyer
For income
the seller received in advance, the buyer receives a credit an
expenses
(perbalance
agreement
or custom)
receives a credit and the seller receives a debit.
loan
or other
lien to be paid off
seller’s share of prorated items the buyer will pay seller receives a debit.
loan balance or other lien to be paid off
Items
paid in At
arrears.
Atof
the
time ofthe
closing,
the incurred cer
Items paid
in arrears.
the time
closing,
seller has
seller
has
incurred
certain
expenses
that
have
not
expenses that have not been billed or paid at the time of closing and that
been billed or paid at the time of closing and that
Seller’s Credits
buyer will have to pay later. Typical items are real estate taxes, utility bil
the buyer will have to pay later. Typical items are real
interest on
an assumed
mortgage.
Seller’s Credits
estate
taxes, utility
bills and interest on an assumed
purchase price
buyer’s share of prorated items prepaid by seller mortgage.
purchase price
For an item the buyer will pay in arrears, the buyer receives a credit and
For an item the buyer will pay in arrears, the buyer
buyer’s share of prorated items prepaid by seller seller receives
a debit.
receives a credit and the seller receives a debit.

Items Paid in Arrears and Advance
Non-prorated items are costs incurred by one party only. Items not prorated
include
those
the nextby
exhibit.
n-prorated
items
arelisted
costsinincurred
one party only. Items not prorated
arrears
advance
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lude those listed in the next exhibit.
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Non-prorated items are costs incurred by one party only.
Items not prorated include
those listedItems
in the next exhibit.
Non-Prorated

Non-Prorated Items
Buyer usually pays

Seller usually pays

real estate taxes

x

insurance premiums
mortgage interest

x
x

Buyer usually
pays recording fees
Seller usually
pays
rents received by seller
x
Mortgage
Stamp
tax on deed
Documentary stamp tax
Title insurance
Mortgage recording
Stamp tax Brokerage
on deed fee
utilities
x
Intangiblefees
tax on mortgage
Documentary stamp tax
Title insurance
Inspection fees
Mortgage-related fees: appraisal,
Intangible tax on mortgage
Brokerage Title-related
fee
expenses
credit, survey, loan origination
Inspection fees
Mortgage-related fees: appraisal,
Impound reserves: insurance, taxes
Attorney fees
Title-related expenses
Charging shares. If the seller has paid the buyer's share of an item, char
credit, survey, loan origination
Attorney fees
Impound reserves: insurance, taxes
Attorney fees
buyer for the buyer's share of the period. If the buyer will pay the seller's
Attorney fees
an item, charge the seller for the seller's share of the
period. If the seller
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received the buyer's share of an income item, charge the seller for the bu
share of the period.

Charging shares. If the seller has paid the buyer’s

share of an item, charge the buyer for the buyer’s share of
the period. If the buyer will pay the seller’s share of an
item, charge the seller for the seller’s share of the period. If
the seller has received the buyer’s share of an income
item, charge the seller for the buyer’s share of the period.
For example, a seller has paid for hazard insurance in
advance for the whole calendar year, and is transferring
title to a buyer in the month of August. The buyer’s
share, already paid by the seller, is the amount that
pertains to the remainder of the year after the day of
closing. This amount should be charged to the buyer,
i.e., be debited to the buyer and credited to the seller.
On the other hand, the buyer will receive a sewer and
water bill in September for the month of August. The
buyer will be paying the seller’s share, which is the
amount that pertains to the month of August up to
and including the day of closing. This amount should
be charged to the seller-- debited to the seller and
credited to the buyer.
Who Gets Charged

COMPUTING PRORATIONS
The primary methods of calculating prorations are
the 360/30-day method, which computes prorations
on the basis of a 360-day year and 30-day month, and
the 365-day method, which computes prorations on
the basis of a 365-day year. The360/30-day method
is commonly used for prorating mortgage interest
andinsurance premiums. Either method may be used
for real estate taxes, dependingon local practice.
It is customary in most states that the seller owns the
property up to and including the day of closing unless
stated otherwise in the contract. Thus the closing day
is apportioned to the seller in computing prorations.
The method of prorating, if not specified in the
contract, will follow local custom.

12-month / 30 day method
The 12-month/30-day method determines an average
daily rate of payment for an item to be prorated based
on a 30-day month and a 360-day year. The method
consists of the following steps for annual and monthly
items.
Annual items
1. Identify the total amount to be prorated.
2. Divide this amount by 12 to obtain an average
monthly rate.
3. Divide the monthly rate by 30 to obtain an
average daily rate.
4. Multiply the monthly amount times the seller’s
number ofmonths of ownership in the year of the
sale up to the month ofclosing. For the month
of closing, multiply the seller’s number ofdays of
ownership times the daily amount and add the
result to the previous result. The final result is the
seller’s pro rata share of this item.
5. The buyer’s pro rata share of an item is the total
amount less theseller’s pro rata share.

ORATIONS

method

y

Monthly items
1. Identify the total amount to be prorated.
2. Divide this amount by 30 to obtain the average

The primary methods of calculating prorations are the 360/30-day method, which
daily amount.
computes prorations on the basis of a 360-day year and 30-day month, and the
365-day method, which computes prorations on the basis of a 365-day year. The 3. Multiply the daily amount times the seller’s
360/30-day method is commonly used for prorating mortgage interest and
number of days ofownership. The result is the
insurance premiums. Either method may be used for real estate taxes, depending
seller’s pro rata share of this item.
on local practice.
It is customary in most states that the seller owns the property up to and including
the day of closing unless stated otherwise in the contract. Thus the closing day is
apportioned to the seller in computing prorations. The method of prorating, if not
specified in the contract, will follow local custom.
The 12-month/30-day method determines an average daily rate of payment for an
item to be prorated based on a 30-day month and a 360-day year. The method
consists of the following steps for annual and monthly items.
REAL ESTATE
Annual items

4. The buyer’s pro rata share of an item is the total
amount less theseller’s pro rata share.
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Prorating Annual Item: Real Estate Tax
12-month/30-day Method
Prorating Annual Item: Real Estate Tax - 12-month/30-day Method
A sale transaction on a single-family house closes on March 2. County taxes for
the previous year, to be paid in arrears, amount to $1,730. The seller owns the
house through the day of closing. What are the seller's and buyer's prorated shares
of this item?

Total amount due:
Monthly amount:
Daily amount:
Seller's share:

Buyer's share

1,730 ÷ 12
144.17 ÷ 30
144.17 x 2 mo.
4.81 x 2 days
288.34 + 9.62

=
=
=
=
=
=

$ 1,730.00
$
144.17
$
4.81
$ $288.34
$
9.62
$
297.96

1,730 - 297.96

=

$ $1,432.04

Closing statement entries. The seller will be charged for the seller's share of the
proration; an amount of $297.96 will be entered as a debit to the seller and a
credit to the buyer because the buyer will have to pay the seller's share when the
tax bill is received.

Prorating Monthly Item: Rent Received
12-month/30-day Method

Prorating Monthly Item: Rent Received - 12-month/30-day Method

The house in the previous example has been rented during the listing and
selling period at a rate of $900 per month. Rent for the month of March was
paid to the seller on March 1. What is the buyer's prorated share of this rent?
The day of closing belongs to the seller.
Total amount received:
Daily amount:
Seller's share:

900 ÷ 30
30.00 x 2 days

=
=
=

$
$
$

900.00
30.00
60.00

Buyer's share:

900.00 - 60.00

=

$

840.00

Closing statement entries. The seller will be charged for the buyer's share of
the proration; an amount of $840.00 will be debited to the seller's account and
credited to the buyer's account because the seller has received rent that belongs
to the new owner after closing.

od
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The 365-day method uses the actual number of days in the calendar. The steps in
the calculation are the same for annual and monthly prorations. The steps are:
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1.

Identify the total annual or monthly amount to be prorated.
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365-day method
The 365-day method uses the actual number of days in the calendar. The steps in the calculation are the same for
annual and monthly prorations. The steps are:
1. Identify the total annual or
monthly amount to be prorated.
2. For an annual proration,
divide the total amount by
365 toobtain a daily amount
(366 in a Leap Year). For a
monthlyproration, divide the
total amount by the actual
ofdays in the month to
Prorating number
an Insurance
Premium,
obtain the daily amount.

3. Multiply the daily amount times
the seller’s number ofdays of
ownership. The result is the
seller’s pro ratashare of the item.
4. The buyer’s pro rata share of an
item is the total amountless the
seller’s pro rata share.

365-day Method

Prorating an Insurance Premium, 365-day Method
The buyer in the previous example is taking over the hazard insurance policy
from the seller. The annual premium is $330, paid annually in advance on
December 1. Closing is on the following March 2. What is the buyer's prorated
share of this item?
Total amount due:
Daily amount:
Seller's share:

330 ÷ 365
92 days x .90

=
=
=

$
$
$

330.00
.90
82.80

Buyer's share:

330 - 82.80

=

$

247.20

Closing statement entries. The buyer will be charged for the buyer's share of
the proration; an amount of $247.20 will be debited to the buyer's account and
credited to the seller's account because the seller has paid the buyer's share of the
insurance premium in advance.

TAXES DUE AT CLOSING
Certain transfer taxes that are due in connection with
the closing appear and are accounted for on the closing
statement. These include state taxes relating to the
deed and to the buyer’s mortgage. In addition to stateCLOSING
imposed taxes, counties and municipalities may also
impose a tax on the real estate transfer.

n the deed
State taxes on the deed
n the mortgage

up to the next 100. For instance, if a property sells for
$115,730 and the tax rate is $.55 per $100.00 “or any
fraction thereof,” the tax stamps will cost:
115,730 ÷ 100.00 = 1,157.30
1,157.30 rounded up = 1,158
1,158 x $.55 = $ 636.90

Most states impose a transfer tax when real estate
State taxes on the mortgage
is conveyed. The tax is usually paid when the deed
is recorded, often in the form of documentary
Some states also impose a tax on instruments that
stamps
purchased
from
the
recorder
where
the
deed
promises
to appear
pay money,
Certain transfer taxes that are due in connectioncontain
with the
closing
andsuch
are as mortgages,
is recorded. The stamps must be attached to deeds and
notes, and contracts. Such taxes may be paid by the
accounted
for on
the
statement. These include
taxes relating
to the
conveyances
before
they
areclosing
recorded.
purchasestate
of documentary
stamps
from the agency
deed
and
to
the
buyer's
mortgage.
In
addition
to
state-imposed
taxes,
counties
which will record the instrument. Inand
addition, some
Tax rates are specific to each state. Methods of stating
states
impose
a further tax on the mortgage as an item
municipalities
may
also
impose
a
tax
on
the
real
estate
transfer.
the transfer tax due include quoting the tax as a
of intangible personal property.
percentage of the taxable consideration and as a dollar
rate per $100.00 of total selling price. If the number
Taxes on the mortgage are typically paid by the buyer/
Most states impose a transfer tax when real estate
is conveyed. The tax is
of 100’s is not a whole number, it must be rounded
borrower.

usually paid when the deed is recorded, often in the form of documentary
Closing Real Estate Transactions
stamps purchased from the recorder where the deed is recorded.
The stamps
must be attached to deeds and conveyances before they are recorded.
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CLOSING COST CALCULATIONS:
CASE STUDY
The Closing Disclosure summarizes the financial
settlement of a transaction. At closing, the closing
agent also generally provides a statement to the buyer
and/or seller detailing receipts and disbursements from
relevant escrow accounts to which the buyer and seller
have contributed funds as part of the transaction. The
following illustration shows how some of these cost
components are calculated and allocated in a sample
transaction.

Selling terms and closing costs
Lawrence and Sandy Binder have accepted an offer on
their house located at 928 Elm Street, Littleburg. The
buyers, Bill and Dillis Waite, offered $175,000, with
earnest money of $25,000 and the remaining $150,000
of the purchase price to come from a new conventional

loan from Scepter Mortgage Company. The loan is for
30 years at 6.5% interest, with a monthly principal plus
interest payment of $948.10. The lender is charging
1.5 points and a 1% origination fee. Closing is set to
occur at Alta Title Company at 4 p.m. on May 10 of the
current year.
The Binders have an agreement to pay a broker’s
commission of 6% to Littleburg Realty. Their unpaid
mortgage loan balance as of May 1 will be $92,000.
Their monthly interest payments are $878.00. The
annual interest rate is 7%. The previous year’s county
taxes, amounting to $1,572, have been paid by the
seller in arrears. The current year’s taxes, not yet billed
or paid, are assumed to be the same as the previous
year’s. The parties agree to prorate using the 360/30day method, and that the day of closing belongs to
the seller. The relevant facts and costs, and who pays
them according to the terms of the sale contract, are
summarized below.

Selling terms
Sale price:
Deposit/downpayment
Loan amount

$175,000
$25,000
$150,000

Seller-paid Costs
Commissions:
Real estate taxes:
Title insurance:
Seller's attorney:
Record Release Deed:
Survey:
Transfer stamps
state:
county:
Seller's loan:

6% of sale price
$1,572.00, to be prorated
$450 owner's coverage
$500
$9
$75
$62.50
$62.50
$92,000 + interest to closing @ 7%/year

Buyer- paid Costs
Sale price:
Appraisal fee:
Credit report:
Closing fee:
Recording fees:
Title insurance:
Buyer's attorney:
Pest inspection:
Buyer's loan:
Hazard insurance:
Real estate taxes:
Tax and insurance escrow:
Prepaid interest:

$175,000 ($25,000 earnest money already paid
by buyer)
$250 already paid by buyer
$50 already paid by buyer
$130
$22.00
$95 for lender's coverage
$500
$40
$150,000, 30-year fixed @ 6.5%
points: 1.5% of loan amount
origination fee: 1.0% of loan amount
$350/year
$1,572.00, to be prorated
8 months' taxes, 4 months' insurance
from day after closing to end of month
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and charges
According to the summarized sale contract, the only cost to be prorated and

Prorations and charges

Insurance:

According to the summarized sale contract, the only
cost to be prorated and shared between seller and
buyer is the real estate tax. Other costs to be computed
are the broker’s commission, the seller’s unpaid
mortgage interest, the buyer’s loan fees and points,
the buyer’s tax and insurance escrows, and the buyer’s
prepaid mortgage interest.

Annual amount:

Commission. The commission paid by the seller is:
$175,000 x 6% = $10,500.00
At closing this amount will be charged, or debited, to
the seller.
Real estate taxes. As closing is set for May 10, the
closing day is ten days into the fifth month of the
year. When the next tax bill comes due, the buyer
will pay in arrears a bill that includes this period of
four months and ten days during which the property
belonged to the seller. At closing, the seller’s share is
charged to the seller and the buyer is credited with the
same amount.
Total amount due:

= $1,572.00

Monthly amount

1,572 - 12

=

$131.00

Daily amount:

131.00 – 30

=

$4.367

131.00 x 4 mo

=

$524.00

4.367 x 10 days

=

$43.67

524.00 + 43.67

=

$567.67

Seller’s share:

Seller’s unpaid mortgage interest. Since mortgage
interest is paid in arrears, the seller owes the lender for
interest not yet charged for the ten days of the month
of closing. This amount is therefore debited to the
seller.
Daily amount:

878 - 30

= $29.267

Seller’s share:

29.267 x 10 days

= $292.67

Buyer’s loan origination and points. The buyer’s
debits for loan fees and points are:
Fee:

150,000 x 1%

= $1,500.00

Points:

150,000 x 1.5%

= $2,250.00

Buyer’s escrow. The lender requires the buyer to
establish an escrow account to cover eight months of
real estate taxes and four months of hazard insurance.
The debits charged to the buyer are therefore:
Taxes:
Annual amount:

= $1,572.00

Monthly amount:

1,572 - 12

= $131.00

Amount due:

131 x 8 mo

= $1,048.00

REAL ESTATE

= $350.00

Monthly amount:

350 - 12

= $29.17

Amount due:

29.17 x 4 mo.

= $116.67

Prepaid interest. The lender requires the buyer
(borrower) to pay, in advance, the interest on the loan
amount disbursed at closing to cover the 21 days of the
closing month that would be due in arrears later. Note
that the lender is not charging the borrower for interest
for the day of closing. The buyer’s first mortgage
payment, which will cover the month of June, will not
be due until July 1. Charged to buyer:
Monthly amount:

150K x .065 - 12

= $812.50

Daily amount:

812.50 - 30

= $27.08

27.08 x 21 days

= $568.68

TILA/RESPA INTEGRATED
DISCLOSURE RULE
Forms and procedures
As mentioned earlier, the TILA/RESPA Integrated
Disclosures (TRID) rule is in effect as of October 3,
2015. These changes introduce new mandatory forms
and procedures to replace the old ones, as follows.
• Lenders must give the consumer a copy of the
booklet, “Your Home Loan Toolkit” at the
time of loan application.
• Lenders must deliver or mail the Loan Estimate
(Form H-24) to the consumer no later than
the third business day after receiving a loan
application. (A “business day” in this context is
any day on which the lender’s offices are open
for business. An “application” exists when the
consumer has given the lender or mortgage
broker six pieces of information: name; income;
Social Security number; property address;
estimated value of property; loan amount
sought).
• Lenders must provide the Closing Disclosure
(Form H-25) to the consumer at least three
business days before consummation of
the loan. (A “business day” in this context is
any calendar day except a Sunday or the day
on which a legal public holiday is observed.
“Consummation” refers to the day on which the
borrower becomes indebted to the creditor; this
may or may not correspond to the day of closing
the transaction.)
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Good faith
Creditors are responsible for ensuring that the figures
stated in the Loan Estimate are made in good faith
and consistent with the best information reasonably
available to the creditor at the time they are disclosed.
Good faith is measured by calculating the difference
between the estimated charges originally provided in
the Loan Estimate and the actual charges paid by or
imposed on the consumer in the Closing Disclosure.
Generally, if the charge paid by or imposed on the
consumer exceeds the amount originally disclosed on
the Loan Estimate it is not in good faith, regardless
of whether the creditor later discovers a technical
error, miscalculation, or underestimation of a charge,
although there are exceptions.

Types of charges
For certain costs or terms, creditors are permitted to
charge consumers more than the amount disclosed on
the Loan Estimate without any tolerance limitation.
These charges are:
• prepaid interest; property insurance premiums;
amounts placed into an escrow, impound, reserve
or similar account
• charges for services required by the creditor if the
creditor permits the consumer to shop and the
consumer selects a third-party service provider
not on the creditor’s written list of service
providers
• charges paid to third-party service providers for
services not required by the creditor (may be paid
to affiliates of the creditor)
However, creditors may only charge consumers more
than the amount disclosed when the original estimated
charge, or lack of an estimated charge for a particular
service, was based on the best information reasonably
available to the creditor at the time the disclosure was
provided.
Charges for third-party services and recording fees paid
by or imposed on the consumer are grouped together
and subject to a 10% cumulative tolerance (“10%
tolerance” charges). This means the creditor may
charge the consumer more than the amount disclosed
on the Loan Estimate for any of these charges so long
as the total sum of the charges added together does not
exceed the sum of all such charges disclosed on the
Loan Estimate by more than 10%.
For all other charges (“zero tolerance” charges),
creditors are not permitted to charge consumers more
than the amount disclosed on the Loan Estimate under
any circumstances other than changed circumstances
that permit a revised Loan Estimate.
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If the amounts paid by the consumer at closing exceed
the amounts disclosed on the Loan Estimate beyond
the applicable tolerance threshold, the creditor must
refund the excess to the consumer no later than 60
calendar days after consummation.

Applicable transactions
The Integrated Disclosures rule applies to most closedend consumer mortgages. It does not apply to:
• home equity lines of credit (HELOCs)
• reverse mortgages
• mortgages secured by a mobile home or by a
dwelling that is not attached to real property (i.e.,
land)
• loans made by persons who are not considered
“creditors” by virtue of the fact they make five or
fewer mortgages in a year.
However, certain types of loans that used to be subject
to TILA but not RESPA are now subject to the TILARESPA rule’s integrated disclosure requirements,
including:
• construction-only loans
• loans secured by vacant land or by 25 or more
acres
• credit extended to certain trusts for tax or estate
planning
Guides and detailed information about the current
TILA-RESPA rule can be found on the Consumer
Financial Protection Bureau (CFPB) website at
http://www.consumerfinance.gov/regulatoryimplementation/tila-respa/

The H-25 Closing Disclosure form
The H-25 Closing Disclosure form consists of five
pages. Pages 1, 4, and 5 vary, depending on the loan
type. To illustrate the form, we use a sample disclosure
for a 30-year fixed rate loan that is presented on the
CFPB website.
Page 1 has four sections: general information, Loan
Terms, Projected Payments, and Costs at Closing.
General information. This section has three
columns:
• Closing information –issue date, closing date,
disbursement date, settlement agent, file number,
property address, and sale price
• Transaction information – names and addresses
for borrower, seller and lender
• Loan information – loan term, loan purpose,
product type, loan type and loan ID number
REAL ESTATE

Loan Terms. This section states the loan amount,
interest rate, and monthly principal and interest
payment, and indicates whether any of those amounts
can increase after closing. It also gives specifics of any
prepayment penalty or balloon payment.
Projected Payment. This section displays the
borrower’s payment for principal and interest and
mortgage insurance, an estimated escrow payment,
and the total estimated monthly mortgage payment
for years 1-7 and 8-30 of the loan term. It also provides
an estimate of monthly tax, insurance, and assessment
payments and indicates whether the payments will be
held in escrow.
Costs at Closing. The last section of page 1 shows the
borrowers’ total closing costs (brought forward from
page 2) and the total amount of cash the buyer needs
to close (brought forward from page 3).
Page 2 details the closing costs. There are two sections
divided into four columns:
• Description of the costs—loan costs and other
costs
• Costs paid by the borrower – “at closing” or
“before closing”
• Costs paid by the seller – “at closing” or “before
closing”
• Costs paid by others (in the example, someone
other than buyer or seller pays for the appraisal)
Loan Costs. The first section deals with the loan costs:
A. Origination charges, such as points, application
fee, andunderwriting fee
B. Charges for services the borrower did not shop for
- items thelender requires, such as appraisals and
credit reports
C. Services the borrower did shop for - items
the borrower orders on hisown, such as pest
inspections, survey fees, and title insurance
D. The total of A, B, and C above
Other Costs. The second section deals with additional
transaction-related costs:
E. Taxes and other government fees, such as
recording fees andtransfer taxes
F. Prepaid items, such as homeowner’s insurance,
mortgage insurance,prepaid interest, and property
taxes to be paid before the firstscheduled loan
payment
G.Initial escrow payment at closing – an amount
the borrower willpay the lender each month to be
held in escrow until due, typicallyfor insurance
premiums and tax instalments
H.Other costs not covered elsewhere on the
disclosure, such as itemsas association fees, home
REAL ESTATE

warranty fees, home inspection fees, realestate
commission, and prorated items
I. The total of the costs of E, F, G, and H above
J. The total borrower-paid closing costs from D + I
above. This totalis carried to the bottom of page 1
as “Costs at Closing – ClosingCosts.”
Page 3 has two sections, one for calculating cash to
close, the other for summarizing the transactions of
borrower and seller.
Calculating Cash to Close. The first section
compares the final costs of the loan with the lender’s
original Loan Estimate. This calculation considers costs
paid before closing, down payment, deposits, seller
credits, adjustments, and other credits. The last line
of the calculation is “Cash to close,” the amount the
borrower needs to produce at closing.
When an amount has changed, the creditor must
indicate where the consumer can find the amounts
that have changed on the Loan Estimate. For example,
if the Seller Credit amount changed, the creditor can
indicate that the consumer should “See Seller Credits
in Section L.” When the increase in Total Closing Costs
exceeds the legal limits, the creditor must disclose
this fact and the dollar amount of the excess in the
“Did this change?” column. A statement directing the
consumer to the Lender Credit on page 2 must also be
included if the creditor owes a credit to the consumer
at closing for the excess amount.
Summaries of Transactions. The second section
of page 3 is divided into two columns (or subsections),
one to summarize the borrower’s transaction and
the other for the seller’s transaction. The borrower’s
column includes:
K. amounts due from the borrower at closing,
including the sale priceand adjustments for items
paid by the seller in advance.
L. amounts already paid by or on behalf of the
borrower at closing,such as deposit, loan amount,
loan assumptions, seller credits, othercredits, and
adjustments for items unpaid by the seller, such
astaxes and assessments.
The calculation at the bottom of the left column
subtracts the totals already paid by the borrower (line
L) from the total due from the borrower (line K) to
derive the Cash to Close due from the borrower at
closing. This figure is the same as that at the bottom of
page 1 under “Costs at Closing – Cash to Close.”
The seller’s column of the Summaries section includes:
M. amounts due to the seller at closing, including
the sale price of theproperty and adjustments for
items paid by the seller in advance.
N.amounts due from the seller at closing, such as
closing costs theseller will pay, payoff of first or
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second mortgages, seller credit,and adjustments
for items unpaid by the seller, such as taxes
andassessments.
The calculation at the bottom of the right column
subtracts the total due from the seller (line N) from
the total due to the seller (line M) to derive the Cash
to Seller, which is the amount the seller will receive at
closing.
Page 4 provides additional Loan Disclosures:
• Assumption –whether the lender will allow a loan
assumption on a future transfer
• Demand feature –whether the lender can require
early repayment
• Late payment – the fee the lender will charge for
a late payment
• Negative amortization –whether the loan is
negatively amortized, which increases loan
amount and diminishes the borrower’s equity
over the term
• Partial payments –whether the lender accepts
partial payments and applies them to the loan
• Security interest –identifies the property securing
the loan
• Escrow account – itemizes what is included in the
escrow account and states the monthly escrow
payment
Page 5 provides additional calculations, disclosures,
and contact information:
• Loan Calculations –the total amount of all
payments on the loan, the dollar amount of the
finance charges over the life of the loan, the
amount financed, the annual percentage rate
(APR), and the total interest percentage (TIP)
• Other Disclosures –other important information
for the borrower, including the right to a copy of
the appraisal report and an indication of whether
the borrower is protected against liability for the
unpaid balance in the event of a foreclosure
• Contact Information –names, addresses, license
numbers, contact names, email addresses, and
phone numbers for persons involved in the
transaction.
• Confirm Receipt –the borrowers’ signatures
confirming receipt of the Closing Disclosure
document. Signing the document does not
indicate acceptance of the loan.
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Sample H-25 Closing Disclosure, Page 1
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Sample H-25 Closing Disclosure, Page 2
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Sample H-25 Closing Disclosure, Page 3

REAL ESTATE

Closing Real Estate Transactions |

49

Sample H-25 Closing Disclosure, Page 4
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Sample H-25 Closing Disclosure, Page 5

REAL ESTATE

Closing Real Estate Transactions |

51

REPORTING REQUIREMENTS
Who must report
The Tax Reform Act of 1986 requires that persons
designated by the act as “real estate brokers” must
report a closed real estate transaction to the Internal
Revenue Service and provide the information
contained in the report to each party to the
transaction. The act defines “real estate broker” as any
of the following:
• the seller’s broker
• the buyer’s broker
• the settlement agent, escrow agent, attorney, title
company or other party responsible for closing
the transaction
• the mortgage lender
• anyone so designated by the Internal Revenue
Service

What must be filed
The person reporting files a Form 1099-S information
return with the Internal Revenue Service. This form
includes the names and addresses of the parties to the
transaction and information about the sale proceeds.
The reporting person also provides each party to the
transaction with a written statement showing the
name and address of the reporting party as well as the
information reported in the 1099.
If the transaction involves a non-resident alien,
the reporting person may also have tax reporting
and withholding responsibilities under the Foreign
Investment and Real Property Tax Act of 1980
(FIRPTA), the Deficit Reduction Act of 1984 (DEFRA),
and/or the Branch Profits Tax and Technical and
Miscellaneous Revenue Act of 1988 (TAMRA).

review questions...
The following 10 questions will be a review of the
content from this section. These questions will NOT
be graded. Answers to the review questions can be
found on the next page.

1. Which of the following correctly defines
“proration”?
a. Apportionment of expense and income
items at closing. Examples of items prorated
between buyer and seller include interest,
insurance, taxes, and rent.
b. At the time of closing, the seller has
incurred certain expenses that have not
been billed or paid at the time of closing
and that the buyer will have to pay later.
c. A tax when real estate is conveyed.
d. An amount that one party must pay at
closing or has already paid prior to closing.
2. Which of the following correctly defines “in
arrears”?
a. Documentary stamps purchased from the
recorder where the deed is recorded.
b. Final expenses that buyer or seller must pay
at closing to complete the transaction. The
sale contract identifies all selling terms and
who pays which costs.
c. At the time of closing, the seller has paid
some items in advance that cover a period
of time that goes beyond the closing date.
In effect, the seller has prepaid some of
the buyer’s expenses, and the buyer must
reimburse the seller.
d. At the time of closing, the seller has
incurred certain expenses that have not
been billed or paid at the time of closing
and that the buyer will have to pay later.

Questions continued on the next page
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Questions 3-10 use the following data:
Closing date (day belongs to seller): September 1
(day 244 of the year)
Sale price: $87,500

6. What is the buyer’s prepaid interest?
a. $507.50.
b. $525.00.
c. $543.10.
d. $558.58.

Earnest money: $1,200
Loan amount (buyer’s): $78,750 (90%; 30 years @
8%)
Points (buyer pays): 2
Monthly payment: $577.84 ($525 interest first
month)

7. How much will the buyer pay for points?
a. $157.50.
b. $175.00.
c. $1,575.
d. $1,750.

Tax and insurance escrow (buyer’s loan): 6 months
Pre-paid interest (buyer’s loan): Sept. 2-Sept. 30
Hazard insurance (existing): $350 (paid by seller
through Dec. 31)
Hazard insurance (new): $350 (to be prorated in tax
and insurance escrow)
Current Year real estate taxes : $1,100 (will be billed
to buyer next year)
Broker’s commission (seller pays): 6%
Lender’s title insurance (buyer pays): $250
Escrow fee (seller and buyer share equally): $500

8. How much will the seller pay the broker?
a. $2,362.50.
b. $2,625.00.
c. $4,725.
d. $5,250.
9. How much will the seller receive at closing?
a. $79,583.66.
b. $79,699.69.
c. $82,250.00.
d. $80,899.69.

Recording fee (buyer pays): $25

3. d
8. d

4. a
9. d

Review Question Answers:

5. c
10. d

3. What is the seller’s share of the real estate
taxes?
a. $364.66.
b. $367.67.
c. $732.33.
d. $735.34.

10. How much will the buyer have to pay at
closing?
a. $8,750.00.
b. $9,139.66.
c. $9,875.00.
d. $10,263.19.

2. d
7. c

Complete the attached closing worksheet and then
answer the questions. Use the 365-day method for
prorating.

1. a
6. a

Transfer tax (seller pays): $481

4. What is the buyer’s share of the existing
hazard insurance already paid in full?
a. $116.03.
b. $117.99.
c. $232.01.
d. $233.97.
5. How much is the buyer’s tax and insurance
escrow?
a. $425.69.
b. $715.07.
c. $725.00.
d. $851.37.

REAL ESTATE

Closing Real Estate Transactions |

53

Closing Real Estate Transactions
Snapshot Review
THE CLOSING EVENT
The setting

●

sale contract sets date, location, and who participates

The closing process

●

verify contract fulfillment; exchange consideration and title; pay expenses; sign final
documents; arrange for recording the transaction

Transfer of title

●

Transfer of
purchase funds

seller gives evidence of marketability-- title abstract or title insurance commitment;
may also need affidavit stating no new encumbrances incurred; seller must remove
encumbrances or liens prior to the specified date; if seller is paying off mortgage lien,
lender provides a payoff statement

●

buyer produces funds and documents needed to complete the transaction

Escrow procedures

●

Lender
closing requirements

if closing "in escrow," escrow agent holds and disburses funds and releases
documents when escrow conditions have been met

●

common: survey, inspections, hazard insurance, title insurance, certificate of
occupancy, reserves for taxes and insurance, private mortgage insurance

Broker's role

●

REAL ESTATE
SETTLEMENT
PROCEDURES ACT

broker's role ranges from nil to conducting the proceedings to reporting the
transaction

●

for residential property, first or second mortgage, federally-related mortgage,
assumption modifying loan terms, lender charging over $50 for assumption

Information booklet

●

lender must provide borrower with CFPB booklet, "Your Home Loan Toolkit"

Loan Estimate

●

lender must provide CFPB’s H-24 Loan Estimate of settlement costs

Mortgage servicing
disclosure

●

lender must disclose who will be servicing loan

Closing
Disclosure

●

lender must use CFPB's H-25 Closing disclosure

Disclosures after
settlement

●

loan servicers must provide annual escrow statements to borrowers

Limits on escrow
accounts

●

places ceiling on amounts lenders may compel borrowers to place in escrow

Referral fees
and kickbacks

●

RESPA prohibits payment of referral fees and kickbacks; business relationships
between firms involved in the transaction must be disclosed

Settlement process

●

Selling terms
and closing costs

identify closing costs; determine who pays what; do prorations; assign debits and
credits; complete closing statement; disburse funds

●

price, deposits, downpayment, financing, final expenses to be paid at closing;
apportionment of expenses determined by sale contract or custom

Debits and credits

●

excess of buyer's debits over credits is amount buyer must produce at closing;
excess of seller's credits over debits is amount seller must receive

Non-prorated items

●

incurred by one party only; not shared

FINANCIAL SETTLEMENT
OF THE TRANSACTION
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Prorated items

●

incurred by buyer or seller in advance or arrears; shared by buyer and seller; typical:
real estate taxes, insurance premiums, mortgage interest, rents

COMPUTING
PRORATIONS

●

12-month/30-day
method

sale contract or local custom establishes methods of proration to be used for
particular items

●

determines average daily amount based on 12-month year and 30-day month

365-day method

●

determines an amount using the actual number of calendar days

State taxes on deed

●

state, counties and municipalities may impose taxes on transfer

State taxes on
mortgage

●

state may impose taxes on mortgages, notes and contracts

●

effective October 3, 2015
mandatory: Your Home Loan Toolkit booklet at loan application; Loan Estimate form
3 business days after loan application; Closing disclosure 3 business days before
consummation

TAXES DUE
AT CLOSING

TILA/RESPA INTEGRATED
DISCLOSURES RULE
Forms and
procedures

●

Good faith

●
●

Types of charges

●
●

Applicable
transactions

●
●
●

The H-25 form

Loan Estimate costs based an best information available
Closing Disclosure costs equal estimate costs within certain tolerances
no limitation on increase over estimate
10% tolerance charges
0 tolerance charges
most closed-end consumer mortgages, including: construction loans, loans secured
by vacant land, loans to trusts
not covered: home equity loans, reverse mortgages, loans on mobile homes, loans by small
lenders (no more than 5 loans per year)

●

5 pages, variable by loan type

Who must report

●

"real estate broker" defined by the Tax Reform Act of 1986; bu yer's or seller's
broker, settlement agent, mortgage lender, other IRS -designated party

What must be filed

●

Form 1099-S Information Return
statements to each party
tax reporting and withholding if FIRPTA applies (non -resident alien)

REPORTING
REQUIREMENTS

●
●

REAL ESTATE
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