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I.  Introduction  

 

 The Real Estate Settlement Procedures Act (RESPA)  requires lenders and 

mortgage brokers to give you this booklet within three days of applying for a 
mortgage loan.  RESPA is a federal law that helps protect consumers from un fair  

practices by settlement service providers during the home -buying and loan process.  

  

 Buying a home is an important financial decision that should be considered  

carefully .  This booklet will help you become familiar with the various stages of the 
home -buying process , including  deciding whether  you are ready to buy a home , and 

providing  factors to consider in determining how much you can afford to spend.  You 
will learn about the sales agreement , how to use a Good Faith Estimate  to shop for 
the best  loan for you, required settlement services to close your loan , and the HUD-1 

Settlement Statement  that you will receive at closing .  

  

 This booklet will help you become familiar with how interest rates, points, 
balloon payments, and prepayment penalties can affect your monthly mortgage 
payments. In addition, there is important information about your loan after 

settlement, including how to resolve loan servicing problems with your lender, and 
steps you can take to avoid foreclosure.  After you have purchased your home, this 

booklet will help you indentify  issues to consider before getting a home  equity loan  or 
refinancing your mortgage.  Finally , contact information is provided to answer any 
questions you may have  after reading this b ooklet.   There is also a Glossary of Terms 

in the bookletôs Appendix. 

 

 Using this booklet as your guide will help you avoid the pitfalls and help you 
achieve the joys of home ownership.  
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II. Before You Buy   
 

Are You Ready to Be a Homeowner?  
 

 Buying a home is one of the most exciting events in your life  and is likely  to  be 
the most expensive purchase that you will ever make.  Before you make a 

commitment, make sure you are ready.   
 

 Avoid the pressure to buy  a home  that you cannot afford. Here are some things 
to consider:  
 

ü Are you ready to be a homeowner?   It is critical that you consider whether you 
have saved enough money to support a down payment in addition to your 

other debts.  You must have job stability  and a steady income.  
 

ü How long do you plan on living in your home?  R eal estate is not always an 

investment .  No one can predict what will happen with your local housing 
market.  If you plan to sell your home in the next few years, realize that the 
proper ty  may not increase substantially in value or  may have actually lost 

value.  Y ou may ultimate ly  owe more to pay off your mortgage than your home 
will be worth.  
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ü What is your estimated monthly payment for the home?   In addition to the 

monthly payment for principal and interest, you will have to pay for taxes and 

insurance and possibly homeowner association dues. If your down payment is 
less than 20%, your lender may require  that  you pay the added expense for 

mortgage insurance.  
 
ü What are the other costs of  owning a home?   Be realistic about the costs of 

owning a home like heating and cooling and other utilities .  You will generally 
need to budget for repairs and routine maintenance of your home, especially if 

you buy an older home.  
 

ü What can you afford?   Be confident that you can make the monthly payments.  
Have a financial plan and make a budget.  Do you have a steady source of 

reliable income to pay your mortgage should your interest rate increase in the 
future?  Consider how many long - term debts you have such as car or student 

loans, as well as credit card bills.   
 

ü Have you talked with a housing counseling agency?   Housing counselors can 
be very helpful, especially for first - time home buyers.  The U.S. Department of 

Housing and Urban Development (HUD) supports housing counseling agencies 
throughout the country that can provide free or low -cost advice.  You can 

search  online at HUDôs web site, or you can call HUDôs interactive voice 
system.  This contact information can be found in  the Appendix of this 
booklet.  

          After answering the questions above, have you determined that buying a 
house is right for you?  If so, congratulations!  Letôs start shopping for a house and a 
loan.  
 

 

III. Determining W hat You Can Afford  
 
 

 To determine how much you can afford , you first need to know your  monthly 
income .  Second, you will need to calculate your monthly expenses  which may include 

credit card bills , car payment s, insurance premiums  and all other debts.  There is a 
worksheet in the Appendix (ñDetermining What You Can Afford Worksheetò) 
that will help you calculate your income and expenses to help determine what you can 

afford.  

 

 Consider talking with a financial professional such as a housing counselor to 

help you determine what you can afford.   Keeping your paymen ts affordable is the 
best way to avoid foreclosure or other financial difficulties. While mortgage lenders 
will tell you how much they are willing to lend you (which is the loan amount you 

ñqualifyò for), you probably know your finances better than anyone, so you should 
determine how much you are willing and able to pay every month for your home.  
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IV.  Shopping for a House  
 
 Role of the Real Estate Agent or Broker  
 
 Frequently, the first person you consult about buying a home is a real estate 

agent or broker.  Although these agents and brokers  provide helpful advice,  they may 
legally be representing  the interests of the seller and not your s. You can ask your 

family an d friends for recommendations.  
 
 It is your responsibility to search for a n agent who will represent your interest s 

in the real estate transaction.  If you want someone to represent only you r 
interests , consider hiring an ñexclusive buyerôs agent ò, who will  be  working 

for you.    
 
 Even if the real estate agent  represents the seller, state laws usually require 

that you are treated  fairly.  If you have any questions concerning the behavior of an 
agent or broker, you should contact your Stateôs Real Estate Commission or licensing 

department.  
 
 Sometimes, the real estate broker will offer to help you obtain a mortgage 

loan.   He or she may also recommend that you deal with a particular lender, 
mortgage broker, title company , attorney , or settlement/closing agent.  You are not 

required to follow the real estate brokerôs recommendation, and  you should compare 
the costs and services offered by other providers before making a decision . 
 

Role of an Attorney  
 

 Before you sign a  sales  agreement, you might consider asking an attorney to 
review it  and tell you if it protects your interests.  If you have already signed your  

sale s agreement , you might still consider having an attorney review it.  
  
 If  choosing an attorney, you should shop  around and ask what services will be 

performed and  whether the attorney is experienced in representing homebuyers.  You 
may also wish to ask the attorney whether the attorney will represent anyone other 

than you in the transaction .  
 
         In some area s, an attorney will act as a settlement agent to handle your 

settlement.  
 

Terms of the Sale s Agreement  

 
 Before you sign a sales  agreement, here are some important points to 
consider.  While t he real estate broker will probably give you a preprinted form of the 

sales agreement , m any terms are negotiable so y ou may make changes or additions 
to the agreement . T he seller , however,  must a gree to every change you make in 

order for such changes to be incorporated into the sales agreement.  
  
 For most home buyers , the sales price is the most important term.  Make sure 

you know what the sales price includes, such as appliances.  Here are other important 
terms of the sales agreement:   



 

                                                              7 

 

 

× Mortgage Clause  
 
 The mortgage clause will p rovide whether or not your deposit will be 

refunded if the sale is cance lled should  you be unable to get a mortgage loan.   
Your agreement could allow  the purchase  to be canceled if you cannot obtain 

mortgage financing at or below a specific  interest rate  or through a specific 
loan program . 
 

× Settlement Costs  
 

 You can negotiate which settlement costs you will pay  and  which will be 
paid by the seller .  The seller may contribute  a lump sum  amount or may agree 

to pay for specific items on your behalf.  

 

× Inspections   
  

 Most buyers prefer to pay for  the following inspections so that the 
inspector  is working for them, not the seller.   You may want to include in your 
sales  agreement the ability to cancel the agreement or renegotiate the contract 

for a lower sales price or for the needed repairs if  you are not satisfied with the  
inspection results . 

 
o Home Inspection :  You should have the home inspected.  An  
     inspection  should determine the condition of the plumbing,  

     heating , cooling and electrical sys tems.   The structure should also  
be examined to assure it is sound and to determine the condition 

of the roof, siding, windows and doors.  The lot should be graded       
away from the house  so that water does not drain toward the  

     house  and into the basement.   You should be present to ask  

 any questions.  
 

o Pests :  Your lender may  require a certificate from a qualified  

inspector stating that the home is free from termites and other  
pests  and pest damage.   Even if your lender does not req uire a 
pest inspection, you may want to obtain a pest inspection to 

ensure the property does not have termites or other pests.   
 

o Lead -Based Paint Hazards :  If you  buy  a home built before 

1978, you have certain rights concerning lead -based paint and 
lead poisoning hazards.  The seller or sales  agent must give you 
the EPA pamphlet ñProtect Your Family From Lead in Your Homeò 

(or other EPA -approved lead hazard  information ).  The seller must 
also disclose any known lead -based paint hazards in the property 

thr ough a Lead Warning Statement and give you any relevant 
records or reports.    

   

o Other Environmental Concerns :  Your city or state may requir e 
sellers to disclose known  environmental hazards such as leaking 
underground oil tanks, the presence of radon or asbestos, lead 

water pipes, and other such hazards.   You may want to determine 
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the environmental condition of the home for your own safety.   
You could also be financially liable for the clean -up of any 
environmental hazards.    

 
× Sharing of Expenses   

   
You need to negotiate  with the seller about how  expenses related to the 
property such as taxes, water and sewer charges, condominium fees, 

and utility bills, are to be divided on the date of settlement.  Unless you 
agree otherwise, you should only be responsible for the portion of these 

expenses owed af ter the date of  sale.  
 

Affiliated Businesses  
 

 When you are shopping for your home and your mortgage, a settlement 
service provider may refer you to its affiliated business.  Affiliated business 

arrangements  exist when several businesses are owned or cont rolled by a common 
corporate parent.  When a lender, real estate broker, builder, or other s refer you to 

an affiliate d settlement service  provider , RESPA requires that the referring party give 
you an Affiliated Business Arrangement Disclosure. Except under  certain 
circumstances, you are generally not required to use the affiliate and are 

free to  shop for other service providers.   You should shop around to 
determine that you are receiving the best service and rate.  

 
Builders  
 

 If you are buying a newly constructed home , a builder may offer you an 

incentive or ñdealò if you select its  affiliated mortgage company or other settlement 
service business.  You should shop and compare interest rates and other settlement 

charges before entering a contractual agre ement to use these affiliated companies.  
 

 

V. Shopping f or a Loan  
 
 Your choice of mortgage lender or broker , as well as  type of loan  itself, will 
influence your settlement costs  and  your monthly mortgage payment .  You may find a 
listing of local  lenders and mortgage brokers  in the yellow pages and  a listing of rates 

in your local newspaper.   You may also wish to search the internet for lenders and 
brokers and their advertised rates.  You can ask your family and friends about loan 

originators they have used and recommend.  
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Loan Originator        
 

 A loan originator is a lender or a mortgage broker.   
 

o Mortgage Brokers     Some companies, known as ñmortgage brokers,ò offer 
to find you a mortgage lender willing to make you a loan.  A mortgage 

broker may operate as an independent business and may not be operating 
as your ñagentò or representative.  
  

o Lenders    A lender typically make s loan s to borrowers directly. They receive 
payment through fees charged to you at settlement, payment from interest 

when you make your monthly mortgage payment s and payments if they sell 
your loan or the servicing of your loan after settlement . 

 

Note:  Whether you apply for a loan with a lender or mortgage broker, you should 
receive Good Faith Estimates  of settlement costs from multiple loan originators to 

make certain you get the best loan product at the lowest interest rate and lowest 
settlement cost s. 
 

Types of Loans  and Programs     
 

 Shopping for your loan is probably the most important step in your home -

buying process.  Mortgage brokers and lenders have a wide variety of mortgage 
products.  The type of loan  product  and your interest rate will not only influence your 
total settlement c osts  but will determine the amount of your monthly mortgage 

payment .   
 

Government Programs   

  
 You may be eligible for a loan insured by the Federal Housing Administration 

(FHA) , guaranteed by the Department of Veterans Affairs  (VA)  or offered by the Rural 
Housing Service  (RHS) .  T hese  programs usually require a smaller down payment.  
Ask your lender or mortgage broker  about these programs.   You should shop and 

compare quotes from different loan originators  because each may offer different rates 
and lo an terms.  

 
 If you are a first time homebuyer, ask your real estate agent/broker and loan 
originator about the availability of local or state programs such as reductions  in 

transfer taxes, special income tax deductions or state homestead exemption 
discount s. 
 

Types of Mortgages  
 
 Two of the most common types of mortgage loans are fixed -rate mortgages 

and adjustable rate mortgages.  The interest rate on a fixed -rate mortgage will 
remain the same for the entire life of your loan  while t he interest rate on an 

adjustable rate mortgage ( ARM) may adjust  at regular intervals and may be tied to an 
economic index, such as a rate for Treasury securities. When the interest rate on an 
ARM adjusts it may cause your payment to increase .   
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 Some adjustable rate mortgages allow the borrower to pay either the ñinterest 
onlyò or less than the ñinterest only.ò  In both options , none of the mortgage payment 
is applied towards the loan balance (principal).   In a less than ñinterest onlyò option, 

the unpaid interest is added to y our loan balance and you can owe more than the 
amount you initially borrowed.  When the loan balance increases to the 

maximum amount the loan is ñrecastò and your loan payment may double or 
even triple .  When  faced with ñpayment shock,ò you may discover to o late that the 
loan payments no longer fit within your budget and that the loan is difficult to 

refinance. You may then be in danger of losing your home.  
 

WARNING:  Choosing an A RM product could affect your ability to pay your 

mortgage in the future resulting in loan default or foreclosure.  You need to become 
familiar with the features of ARM products to find the one that best fits your needs.  
If you decide to obtain an ARM, consid er obtaining additional information.  Additional 

information may be found by contacting the Federal Reserve Board.  Contact 
information is given in the Appendix to  this booklet . 

 
Taxes and Insurance  
    

 In addition to the principal and interest portion of  your mortgage payment, you 
will have to pay property taxes and insurance to protect the property in the event of 

disaster such as a fire or flood.  Based on your down payment, you may also have to 
pay mortgage insurance.  Your lender may require an escrow  or impound account to 
pay these items with your monthly mortgage payment.  If an escrow account is not 

required, you are responsible for making these payments.  
 

 Mortgage insurance  may be required by your lender if your down payment is 
less than 20% of t he purchase price.  Mortgage insurance protects the lender if you 
default on your loan.  You may be able to  cancel mortgage insurance in the future 

based on certain criteria , such as paying down  your loan balance to a certain amount.  
Before you commit to paying for mortgage insurance, find out the specific 

requirements for cancellation.   Mortgage insurance should not be confused with 
mortgage life, credit life, or disability insurance that are d esigned to pay off a 
mortgage in the event of a borrowerôs death or disability.  Your Good Faith Estimate  

should not have any charges for mortgage life, credit life, or disability insurance.  
 

 Homeownerôs (hazard) insurance protects your property in the event of a 
loss such as fire.  Many lenders require that you get a homeownerôs policy before 

settlement.  
 
 Flood insurance will  be required if the house is in a flood hazard area.  After 

your loan is settled, i f a change in f lood insurance maps brings your home within a 
flood hazard area, your lender or servicer may require you to buy flood insurance at 

that time.  
 

VI. Good Faith Estimate  (GFE)  

 
 The GFE is a three  page form designed to encourage you to shop for a 
mortgage loan and settlement services so you can determine which mortgage is best 

for you.  It shows the loan terms and the settlement charges you will pay if you 
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decide to go forward with the loan process and are approved for the loan.  It explains 
which charges can change before your settlement  and which charges must remain the 
same.  It co ntains a s hopping chart allowing you to easily compare multiple mortgage  

loans  and settlement costs , making it easier for you to shop for the best loan. The 
GFE may be provided by a mortgage broker  or the lender.   Until they give you a 

GFE loan  originators are only permitted to charge you for the cost of a credit  
report . 
 

          In the loan application  process, the loan originator will need  your name, Social 
Security number , gross monthly income, property address, estimate of the value of 

the property, and the amount of the mortgage loan  you want  to determine the GFE.  
Your Social Security number is used to obtain  a credit report showing you r credit 
history, including past and present debts and the timeliness of repayment.  

 

Your GFE Step -by -Step  

 

 Now letôs go through the GFE step-by -step. The top of page 1 of the GFE shows 
the property address, your name and contact information and your l oan  originatorôs 

contact information.  

 

Important Dates  

  

 
  

  The Important Dates section of the GFE includes key dates of which  you should 
be aware.   

               Line 1 discloses the date and time the interest rate offer is good through.  

 Line 2 discloses the date ñAll Other Settlement Chargesò is good through. This 

date must be open for at least 10 business days from the date the GFE was issued  to 
allow you to shop for the best loan for you .  

         Line 3 discloses the interest rate lock time p eriod, such as 30, 45 or 60 days, 

that the GFE was based on. It does not mean that you r  interest rate is locked.     

 Line 4 discloses  the number of days prior to going to settlement that y ou must 

lock your interest rate . 

   

Note:  ñLocking inò your rate and  points at the time of application or during the 
processing of your loan will keep the interest rate and points from changing until the 
rate lock period expires .   
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Summary of Your Loan  

 

 
 

  The Summary  of Your Loan Terms  discloses your loan amount, loan term, the 
initial interest rate and the principal, interest and mortgage insurance portion of your 

monthly mortgage payment.  It also informs you if your interest rate can increase, if 
your loan balance can rise, whether your mortgage payment can rise  and if there is a 
prepayment penalty or balloon payment.  

 

  In the example above, the loan amount is $200,000 which will be paid over 30 
years. The initial interest rate is 5 percent and the initial monthly mortgage payment 

is $ 1,173 which  includes mortga ge insurance, but does not include any amounts to 
pay for property taxes and homeownerôs insurances if required by the lender.   

     

  In our example, the loan has an adjustable interest rate.  Since the interest 
rate can rise, the óyesô box was checked, and the loan originator disclosed that the 

initial interest rate of 5 percent could rise as high as 10 percent.  The first time your 
interest rate could rise is 6 months after settlement which could  increase your 

payments to $1,290 . Over the life of your lo an your monthly payments could increase  

from $1,173 to $1,842.  

 

 This example does not contain a balloon payment or a prepayment penalty.   
 

NOTE :  A prepayment penalty is a charge that is assessed if you pay off the loan 
within a specified time period, such as three years.  A balloon payment is due on a 
mortgage that usually offers a low monthly payment  for an initial period of time.  

After that period of time elapses, the balance must be paid by the b orrower , or the 
amount must be refinanced.  You should think carefully before agreeing to th ese 

kind s of mortgage  loans .  If you are unable to refinance or pay the balance of the 
loan, you could put your home at risk.  
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Escrow Account Information  

 

  
   
 

 The GFE also includes a separate section referred to as óóEscrow account 

information,ôô which indicates whether or not an escrow account is required. This 
account holds funds needed to pay property taxes, homeownerôs insurance, flood 

insurance (if required  by your lender) or other property - related charges.  

   

 If the GFE specifies that you will have an escrow account, you will probably 

have to pay an initial amount at settlement to start the account and an additional 
amount with each monthôs regular payment.  If you wish to pay your property taxes 

and insurance directly, some lenders will give  you a higher interest rate or charge you 
a fee.  If your lender does not require an escrow account, you must pay these 
items directly when they are due.   

 

Summary of Y our Settlement Charges  

 

 
   

 The final section on page 1 of the GFE contains the adjusted origination 

charges and the total estimated charges for other settlement services which  are 
detailed on page  2.  You should compare the ñTotal Estimated Settlement Chargesò on 

several GFEs.  

 
 

 
 

Page 2 of the GFE  
 

 The price of a home mortgage loan is stated in terms of an interest rate and 

settlement costs.   Often, you can pay lower total settlement costs in exchange for a 
higher interest rate and vice versa .  Ask your l oan originator  about different interest 

rate s and settlement costs  options . 
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Your Adjusted Origination Charges , Block A  

 

  
 

 Block 1, ñOur origination chargeò contains  the lender ôs and the mortgage 
broker ôs charges and point(s)  for originating your loan.   

 

 Block 2, ñYour credit or charge point (s)  for the specific interest rate chosen .ò 

 

o If box 1 is checked, the credit or charge for the interest rate is part of the 
ori gination charge shown in Block 1.  

o If box 2 is checked, you will pay a higher interest rate and receive a credit to 
reduce your adjusted origination charge and other settlement charges.  

o If box 3 is checked, you will be paying point (s)  to reduce your interest rate and, 
therefore, will pay higher adjusted origination charges.  

 

Note: A point is equal to one percent of your loan amount.  

 

 After adding or subtracting Block 2 from Block 1, ñYour Adjusted Origination 

Chargeò is shown in Block A.   

 

 In the example shown, the origination charge is $6,750.  N o points were paid 

to reduce the interest rate. Instead , because of the interest rate chosen, the offer 
contains a $3,000 credit  that reduc es the adjusted origination charge to $3,750.   
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Your Charges for All Other Settlement Services, Blocks 3 through 11  

 

 In addition to the charges  to originate your loan , there are other  charges for 

services that will  be required to get  your mortgage.  For s ome of the services , the 
loan originator will choose the company that performs the service (Block 3). The loan 

originator usually permits you to select the settlement service provider for ñTitle 
services and lenderôs title insuranceò (Block 4).  ñOwnerôs title insuranceò is also 
disclosed  (Block 5).  Other required services that you may shop for are included in 

ñRequired services that you can shop forò (Block 6) .  

 

 
 

 Block 3 contains charges for required services for which the loan originator 
selects the settlement service provider. These are not ñshoppableò services and often 
include  items such as the property appraisal, credit report, flood certification, tax 

service and any required mortgage insurance.  

 

 Block 4 contains the charge for title services, the Lenderôs title insurance  policy  
and the services of a title , settlement or escrow agent to  conduct  your settlement.  

   

 Block 5 contains the charge for a n Ownerôs title insurance policy that protects 
your interests.      

          

NOTE:   Under RESPA, the seller may not require you, as a condition of the sale, to 
purchase title insurance from any particular title company.   

 

 Block 6 contains charges for required services for which you may shop for the 

provider.  Some of these items may inc lude a survey  or  pest inspection .  
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 Block 7 contains charges by governmental entities to record the deed and 
documents re lated to the loan .  

    

 Block 8 contains charges by state and local governments for taxes related to 
the mortgage and transferring title to the  property.  

   

 Block 9 contains the initial amount you will pay at settlement to start the  
escrow  account , if required by the lender.   

 

 Block 10 contains the charge for the daily interest on the loan from the day of 

settlement to the first day of the following month.   

 

  Block 11 contains the annual charge for any insurance the lender requires to 

protect the property such as homeownerôs insurance and  flood insurance.   

 

Total Estimated Settlement Charges  

 

 

   

  ñYour charges for All Other Settlement Servicesò, Blocks 3 through 11, are 

totaled in Block B.  Blocks A and B are added together resulting in the total estimated 
settlement char ges associated with getting the loan. These Blocks are carried forward 

to the bottom of page 1 of the GFE.  

 
  


