





lowest rate available that will not cost additional funds to obtain. This means that any rate below
that you will have to pay a premium.

Lets price out the loan: the Originator charges (in item 1) 1% Loan Origination fee (He/She will
almost always call this the Bank or Lender Origination Fee - he has told you his first lie) and .5%
Mortgage Broker Fee and he prices the loan at 6.0% interest rate on your $200,000 mortgage. Your
principal and interest payment will be $1,193.14 (plus city and /or county property taxes and
homeowners insurance). The Originator will earn $3,000 paid at closing by the buyer and $2,500
paid by the lender outside of closing. I believe this is excessive compensation and my compensation
will never be this high.

Moving on, item 2 contains any number of fees that the lender charges and often calls them
many different things. The trend is now to lump all of these fees into one and call it underwriting.
The total fees paid to the lender varies from about $450 to $985 (depending on the lender policy)
and constitutes the only fee paid to the lender for all the people who have to work on the loan.
These include Account Executives who assist Originators, Underwriters, fraud experts, Government
liaison, managers and processors. Also, the Federal Government requires a Flood Certificate be
provided with the loan package.

Three other fees in that first section that you (always) have to pay is the Appraisal Fee, Loan
Discount Fee and the Credit Report. In Knoxville, the appraisal is $300 to $350. You may choose
your own appraiser or use the Bank’s (not a good idea) or the Originator’s (usually a good idea).
The Originator has a list of appraisers that he uses often and will get the best service for you, again
simply because of volume. Also, it is fraud for an originator to accept money back for an appraisal
and not worth going to jail over. Most originators I know have a list of two or three appraisers they
use all the time to facilitate the process, and they are arms-length transactions. However, in the
news recently, a country wide lender was charged with a felony for accepting kickbacks on
appraisals and colluding with these appraisers to overstate the value of the homes. The credit
report usually costs less than $25.00 and I pay for that myself for my customers. Others may
charge, but it is Federal Law that you only be charged the actual cost of the Credit report. Mine cost
$14.86. The loan Discount Fee is paid only when you buy the interest rate down to a lower rate. In
the above example, if you choose the rate of 5.625%, $250 would show up on this line.

Item 3, Processing Fee: This is usually a charge to the borrower for either outsourcing the physical
assembly of the file to submit to the lender or the brokerage fee for providing needed services; like
secure computer servers, relationships with Lenders and Human Resource services to the
employees, or both. The loan file, often running 150 pages or more is complex, and must be in an
exact order - called stacking order - to expedite the file through underwriting and meet state
auditing requirements. Additionally, we usually need three printed copies and one scanned copy to
move electronically. If both fees are incurred, they are usually $350 and $495 respectively. If
Originators incur both of these fees, he usually can only charge one to the buyer and remain
competitive. The Originators will often pay the other out of their proceeds, but not always. If]
incur both of these fees, I pay one and the buyer pays the other. Often, however, | process my own
files and only incur the lower cost. I almost always charge it to the buyer.

All the remaining fees in this section are junk fees and used by some to increase compensation. You
should never pay any of these. They include MI application fee (except on an FHA loan), Lender’s

Inspection Fee, Assumption Fee and a host of others that can be added to the list.

Quickly running through some simple fees to explain:



vt

Item 4... On any mortgage, the interest always accurse and is always paid in arrears.
Prepaid interest, (property taxes) also comes under this section. You are responsible for
interest on the loan from the date of closing until the end of the month and the seller is
responsible for the interest up to the day before closing. To make sure you understand the
complexity here, again interest can only be charged in arrears, or after you have used the
money for the month and principle can be collected at the start of the month. For that
reason, you will pay a partial month’s interest at closing and your payment will not be due
until the first day of the second month after closing. Again, if we close on July 20t, you will
pay 11 days interest at closing and your first payment will be due on September 1. One note
here, some Originators estimate 15 days here and others estimate 20, some more or less. |
use 20 days here and try to schedule closing as close to that as possible. Here’s the reason:
Say I expected closing to occur on the 25t and I estimated 6 days of interest. Ifit closes on
the 25t everything is fine, but if it closes on the 5t of the following month, you would be
faced with 26 additional days of interest you had not expected. On a $200,000 mortgage,
interest is more than $33 per day and would require you to pay an additional $858 at
closing. Conversely, if I estimated your up-front interest payment to be $660 for 20 days
and you arrived at closing with that sum included in your cashier’s check for early closing
on the 5%, the title company would refund $495 to you at the closing. It is all a matter of
closing the loan with no surprises.

Item 5... The lender always requires the first year of Homeowners insurance to be paid in
advance or at closing. Again you can contract for it and pay in advance or at closing or we
can obtain insurance for you and pay for it at closing but either way - it is your choice.
Simply put, you must have Homeowners Insurance, paid for the entire first year, before the
lender will allow the loan to close. This is often omitted from some Originators GFE to show
he has lower costs- on a $200,000 home in Knoxville, about $800 less. Right before closing
he reminds you to be sure and have your homeowners policy, and hes closing costs just
went up!

Item 6... County taxes are confusing. If the home is being purchased from another
individual (not new construction) the tax bill up to the day of closing is the responsibility of
the seller. The date of closing and after is the buyer’s responsibility. In most counties in
Tennessee the tax is due on October 1. So if you close within a few months of the due date,
you will be required to escrow an amount to carry you to the due date. If it is in January,
you may have to escrow the entire amount of the property tax for the year up front. Rules
vary among lenders. At the end of the first year, when taxes are paid, the lender will be
required to refund any funds greater than two months escrow. One common way the
lender covers this is by collecting the date due to closing date, i.e. from October 1, 2006 to
July 20, 2007. This way the lender knows there will be funds to pay property taxes when
they come due. When the sellers mortgage company refunds the amount held in escrow
that covers that period, it is paid to you. [ have rarely seen this refund take more than 10 to
15 days.

Item 6a...Flood Insurance premium is only paid of you purchase a home in a flood zone.
Item 7... refers to this entire section and relates to the fees charged by the Title Company
and Closing Agent. In Tennessee these services can be provided by the same company and
probably always are. I have a business relationship with several Title Companies and
choose them because of their low cost and very, very high service level. My preferred Title
Company charges $210. Probably the lowest in the area. A Title Company services include
Title Search on the property, preparing all the documents, recording the warranty deed and
related documents, closing the loan for the buyer and the seller and disbursing the monies



to any and all participants in the transaction. If the fees here are more than $210, you are

paying too much!
e 6. Item 8... Title Insurance is charged the buyer on behalf of the lender to defend the title in
case of errors found later. This fee, always charged by the lender is priced off a table but
usually runs about .8% (8/10t%) of the purchase price. On a $200,000 purchase, the Title
Insurance charge is about $875. The lender will not close the loan without this insurance.
7. Recording Fee... is the cost of registering the transaction with the county. Total fees here
are about $125 or less depending on the loan, the property, etc.
o 8. Item 9... These two taxes are charged by the State of Tennessee on any home sale and the
Mortgage tax is also charged on any refinance as well. The Mortgage Tax is 11.5¢ per $100
on the mortgage amount. The property transfer is 37¢ per $100 on the sale price. Again, on
a $200,000 purchase with 20% down payment, these two taxes are $207 and $740
respectfully.
9. Item 10... This details how much you will be required to put on deposit with the lender.
Under most circumstances, you will need to escrow 2-months of property tax (city and
county, if applicable) and homeowners insurance. Mortgage Insurance is rarely escrowed,
and [ have never financed a home where flood insurance was required. Along the
Mississippi River, New Orleans, that probably is common.
As you can see, items 2, 4, 5, 6, 7 and 8 are charged to the buyer regardless of who originates the
loan. Even if you opt for a no-closing cost loan, these fees have to be paid on the borrower’s behalf.
(The state, for example, is not going to forgive the $970 in tax due just because you choose a no-
closing cost loan). The seller is not going to pay them either. Even if you are not being charged for
them on the Good Faith and ultimately the HUD-1, these fees are still the borrower responsibility.
Since the only other party at the closing table generating revenue is the seller, who do you think is
paying them? The answer, of course is you! You are paying them in cash; with a higher interest
rate; or a combination of both. By the way, those 5 items (2, 4, 5, 6, 7 and 8) would be nearly $5,000
on a $200,000 mortgage.

Tennessee is considered a high closing cost state and the closing cost almost always run near or
slightly over 4% of the purchase price. This is a good number to know so that, if you get a quote
from another Originator, on a $200,000 purchase, and she/he says closing costs will be $4,000 they
are omitting the prepaids (like your share of the interest, homeowner’s insurance, taxes, tax and
insurance reserves) and are splitting hairs on the definitions. Tell them up-front that you consider
closing costs and prepaids to be the same and want all discussions to include both automatically. If
you don’t do this and ask what closing costs are, they just might quote only closing costs and when
you get too far to back out - like at the closing table, having accepted their service because their
closing costs were $3,000 lower than anyone else, you suddenly discover the bad news that their
prepaids total $3,500 and your costs just went way up.

A very quick story to underline this: a family member recently purchased a home and I estimated
his closing costs at $9,198. The next day he called - having gone by a competitor - to get a quote on
the same mortgage. She quoted the same interest rate but only $4,000 in closing costs. She even
called later that day trying to get him to commit to the deal she offered. He did not understand why
my CC’s were so much greater than hers and he felt | somehow missed the number. I explained he
was entitled to a Good Faith Estimate within three days of her quoting a mortgage on the property
and he called and requested one. She provided one only after much effort to lock him down first,
but when he received the GFE, the closing costs were still very close to the quoted $4,000 but his
prepays were now included and were close to $5,300 or a total of $9,300. She had missed originally
by $5,300 (57%), the amount needed to close the loan and I missed it $112 (1.2%). This is
common, not illegal but definitely not honest. To justify this, the originator must re-disclose if the



fees change substantially. She can say she did not know the amount of the prepaids at the time of
the original ESTIMATE and she is now disclosing them as well. She has stayed within the law, but
lied to you about the fees to earn your business. For sure, she will have to provide you with a re-
disclosure of the Good Faith Estimate before closing, which she must get you to sign, showing the
entire cost was disclosed before closing or she will not be legal.

Finally, I provide this to all my clients in the hope they will avoid the problems associated with
purchasing and so you will understand the process completely at every step. If your Originator will
not provide this information in writing or set down and explain ever cost to you, fire him quickly
and find me. I will!
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