
What Are Closing Costs? 
Th e  h o m e  p u rch a sin g  p ro ce ss  ca n  b e  q u it e  co n fu sin g , e sp e c ia lly fo r firs t -t im e  
h o m e b u ye rs . Th e re fo re , it  is  vit a l t h a t  yo u  d o  yo u r h o m e w o rk b e fo re  yo u  s t a rt  
h o u se  h u n t in g . 

Yo u  sh o u ld  ca re fu lly co n sid e r yo u r b u d g e t  a n d  c a lc u la t e  yo u r a p p ro xim a t e  
m o n t h ly m o rt g a g e  p a ym e n t . Th is  e n su re s  t h a t  yo u r n e w  h o m e  d o e s n o t  b e co m e  a  
fin a n c ia l b u rd e n . 

Ad d it io n a lly, yo u  sh o u ld  ca lcu la t e  h o w  m u ch  m o n e y yo u  m u st  b rin g  t o  t h e  c lo sin g  
t a b le . Alo n g  w it h  you r d o w n  p a ym e n t  a m o u n t , yo u  w ill n e e d  t o  p ro vid e  fu n d s t o  
co ve r c lo sin g  co st s . Th e se  co st s  va ry d e p e n d in g  o n  se ve ra l fa c t o rs , a n d  t h e y ca n  
d ra st ica lly im p a c t  yo u r t o t a l o u t -o f-p o cke t  e xp e n se s . 

W h a t  a re  c lo sin g  co st s?  He re  w e  b re a k d o w n  t h e  va rio u s  fe e s  t h a t  a re  in c lu d e d  in  
c lo sin g  co st s  a n d  d iscu ss  h o w  yo u  m a y b e  a b le  t o  re d u c e  yo u r o u t -o f-p o cke t  
o b lig a t io n s . 

What Are Closing Costs? 
Clo sin g  co st s  a re  fe e s  t h a t  a re  p a id  a t  se t t le m e n t  (“t h e  c lo sin g  t a b le ”) in  a d d it ion  t o  
t h e  d o w n  p a ym e n t  a m o u n t .  W h ile  c lo sin g  co st s  a re  t yp ica lly t h o u g h t  o f a s  a  
b u ye r’s  e xp e n se , se lle rs  a lso  in cu r e xp e n se s . Ho w e ve r, t h e  b u ye r’s  c lo sin g  co st s  a re  
o ft e n  co ve re d  o u t  o f p o cke t  o r fin a n c e d  in t o  t h e  lo a n , w h e re a s  t h e  se lle r’s  c lo sin g  
co st s  a re  d e d u c t e d  fro m  t h e  p ro ce e d s o f t h e  d e a l.   

Financing Your Closing Costs 
P a y Le ss  Ou t -o f-p o cke t  a t  t h e  Clo sin g  Ta b le .  In  a d d it io n  t o  yo u r d o w n  p a ym e n t , 
yo u ’ll b e  re sp o n sib le  fo r p a yin g  c lo sin g  co st s  – t h e  fe e s  t h a t  yo u r Le n d e r a n d  o t h e r 
t h ird  p a rt ie s  ch a rg e  a s  p a rt  o f t h e  h o m e  fin a n c in g  p ro ce ss .  

Th e s e  fe e s  m a y in c lu d e : 

A m o rt g a g e  lo a n  o rig in a t io n  fe e  Lo a n  d isco u n t  p o in t s  
Ap p ra isa l fe e s  Cre d it  re p o rt  co st s 

Ta xe s a n d  in su ra n ce  Tit le  fe e s  
Re co rd in g  fe e s  Fu n d in g  fe e s  fo r sp e c ific  p ro g ra m s 



Fo rt u n a t e ly, a  va rie t y o f p u rch a se  p ro g ra m s a llo w  yo u  t o  in c lu d e  t h e se  co st s  in  t h e  
lo a n  o r n e g o t ia t e  w it h  t h e  se lle r t o  p a y t h e m  fo r yo u . 

FHA Home Loans 

W it h  a n  FHA h o m e  lo a n , yo u  ca n  fin a n ce  yo u r c lo sin g  co st s  o r n e g o t ia t e  w ith  t h e  
se lle r t o  co n t rib u t e  t o w a rd  t h e m . Ho w e ve r, t h e  se lle r ca n  o n ly co n t rib u t e  u p  t o  6% 
o f t h e  le sse r o f t h e  h o m e ’s  sa le s  p rice  o r p ro p e rt y a p p ra ise d  va lu e . 

USDA Rural Home Loans 

In  a d d it io n  t o  g re a t  b e n e fit s  like  10 0 % fin a n c in g  a n d  fle xib le  c re d it  re q u ire m e n t s , 
yo u  m a y b e  a b le  t o  fin a n ce  t h e  c lo sin g  co st s  a sso c ia t e d  w it h  a  USDA ru ra l h o m e  
lo a n  (d e p e n d in g  o n  t h e  a p p ra ise d  va lu e  o f t h e  p ro p e rt y). 

VA Home Loans 

A VA h o m e  lo a n  p rovid e s  g re a t  b e n e fit s  fo r t h o se  w h o ’ve  se rve d  in  t h e  U.S. m ilit a ry, 
su ch  a s  10 0 % fin a n c in g  a n d  n o  m o rt g a g e  in su ra n ce . Yo u  ca n  a lso  n e g o t ia t e  w ith  
t h e  se lle r t o  d e t e rm in e  w h o  w ill p a y c lo sin g  co st s . Yo u  ca n  p a y t h e m , t h e  se lle r ca n , 
o r t h e y ca n  b e  sh a re d . Ho w e ve r, t h e  o n ly fin a n ce a b le  c lo sin g  co st  ch a rg e  is  t h e  VA 
Fu n d in g  Fe e . All o t h e r c lo sin g  co st s  m u st  b e  p a id  a t  c lo sin g . 

Refinances 

Mo st  re fin a n ce  lo a n s in  t h e  a b o ve  p ro g ra m s a llo w  c lo sin g  co st s  t o  b e  fin a n ce d . If 
yo u  s t ill h a ve  q u e st io n s  a b o u t  c lo sin g  co st s , d o n ’t  h e sit a t e  t o  co n t a c t  u s  t o d a y.         
A lice n se d  lo a n  o ffice r w ill b e  h a p p y t o  w a lk yo u  t h ro u g h  t h e  p ro ce ss  a n d  in fo rm  
yo u  o n  yo u r o p t io n s . 

Se ve ra l fa c t o rs  im p a c t  t o t a l c lo sin g  co st s, in c lu d in g  t h e  t yp e  o f lo a n  yo u  a re  
o b t a in in g  a n d  w h a t  s t a t e  yo u  live  in . Fo r in s t a n ce , FHA lo a n s a n d  co n ve n t io n a l 
m o rt g a g e s  in vo lve  a  fe w  slig h t ly d iffe re n t  c lo sin g  co st s . 



What Is Included in Closing Costs? 

 

Clo sin g  co st s  a re  n o t  a  s in g le  e xp e n se ; t h e y a re  t h e  c u m u la t ive  {co m b in e d } t o t a l o f 
m u lt ip le  e xp e n se s . 

Property Taxes 

Ma n y le n d e rs  w ill re q u ire  yo u  t o  m a ke  a  d e p o sit  t o w a rd  t h e  p ro p e rt y t a xe s  fo r t h e  
h o m e . Bu ye rs  m a y n e e d  t o  p ro vid e  u p  t o  a  ye a r’s  w o rt h  o f t a xe s , b u t  m o rt g a g e  
le n d e rs  h a ve  d iffe re n t  re q u ire m e n t s . Th e  t im in g  o f ‘w h e n ’ a  b u ye r is  p u rch a sin g  
t h e ir h o u se  is  a lso  a  fa c t o r in  h o w  m u ch  p ro p e rt y t a x is  d u e  b a se d  o n  t h e  p ro p e rt y 
t a x sch e d u le . 

P ro p e rt y t a x d e p o sit s  w ill b e  w ire d  t o  a n  e sc ro w  a cco u n t  a t  t h e  t im e  o f c lo sin g . Th e  
le n d e r w ill m a in t a in  t h e  e sc ro w  a cco u n t . P a rt  o f yo u r m o rt g a g e  p a ym e n t  w ill 
in c lu d e  fu n d s fo r t h is  a cco u n t . Ea ch  ye a r, yo u r le n d e r w ill d ra w  fro m  t h e  a cco u n t  t o  
p a y yo u r a n n u a l p ro p e rt y t a xe s  w h e n  t h e y a re  d u e  t o  t h e  co u n t y g o ve rn m e n t . 

Application Fees 

Mo rt g a g e  a p p lica t ion s  a re  co m p le x se t s  o f d o cu m e n t s . Na t u ra lly, p ro ce ssin g  t h e se  
d o cu m e n t s , ve rifyin g  in co m e , a n d  t a kin g  o t h e r s t e p s  t o  d e t e rm in e  lo a n  e lig ib ilit y is  
a  la b o r-in t e n sive  e xe rc ise . Th a t  is  w h y le n d e rs  ch a rg e  a n  a p p lica t io n  fe e  t o  p ro ce ss  
yo u r re q u e st  fo r a  m o rt g a g e . 



W h e n  sp e a kin g  t o  p ro sp e c t ive  le n d e rs , a sk w h a t  t h e ir a p p lica t io n  fe e  is . W h ile  t h is  
ca n  b e  a  re la t ive ly m in o r e xp e n se , ra t e s  va ry fro m  le n d e r t o  le n d e r. So m e  le n d e rs  
co u ld  e ve n  w a ive  yo u r a p p lica t io n  fe e  if yo u  m e e t  c e rt a in  re q u ire m e n t s . 

Title Searches 

Tit le  co m p a n ie s  w ill re vie w  p u b lic  re co rd s  fo r t h e  p ro p e rt y yo u  a re  b u yin g  t o  e n su re  
t h a t  t h e re  a re  n o  lie n s  o r o w n e rsh ip  d isp u t e s . Th e  t it le  co m p a n y ch a rg e s  fo r t h is  
se rvice . Th is  e xp e n se  is  re fe rre d  t o  a s  a  “t it le  se a rch  fe e ” o n  yo u r it e m ize d  lis t  o f 
c lo sin g  co st s .  W h e n  t h e  re su lt s  a re  “c le a n  t it le ”, t h e  b u ye r m a y p u rch a se  a  b u ye r 
t it le  b in d e r a n d  a  le n d e rs  t it le  b in d e r is  a lso  a va ila b le .  Th e  t it le  b in d e r is  se rve s  a s  a  
g u a ra n t e e d  p ro t e c t io n  t o  t h e  n e w  p ro p e rt y o w n e r.  

Loan Origination Fees 

Lo a n  o rig in a t ion  fe e s  co ve r a  fin a n c ia l in s t it u t ion ’s  co st s  o f p ro ce ssin g  a  m o rt g a g e . 
Tra d it io n a lly, o rig in a t io n  fe e s  a re  1% o f t h e  t o t a l lo a n  a m o u n t . Fo r e xa m p le , if yo u r 
lo a n  a m o u n t  is  $4 50 ,0 0 0 , t h e n  yo u r o rig in a t io n  fe e  w ill like ly b e  $4 ,50 0 . 

Ke e p  in  m in d  t h a t  t h is  fe e  ca n  va ry fro m  le n d e r t o  le n d e r. So m e  le n d e rs  w ill w a ive  
t h is  fe e  b u t  ch a rg e  yo u  a  h ig h e r in t e re st  ra t e . 

Deposits for Escrow Accounts 

Fu n d s fo r yo u r p ro p e rt y t a xe s  a re  n o t  t h e  o n ly m o n ie s  t h a t  a re  h e ld  in  e sc ro w . Yo u r 
le n d e r w ill a lso  re q u ire  yo u  t o  d e p o sit  fu n d s a t  t h e  t im e  o f c lo sin g  to  co ve r p riva t e  
m o rt g a g e  in su ra n ce  a n d  yo u r h o m e o w n e rs’ in su ra n ce . 

P riva t e  m o rt g a g e  in su ra n ce  is  re q u ire d  if a  b u ye r p a ys le ss  t h a n  20 % t o w a rd  d ow n  
p a ym e n t , w h ich  m e a n s yo u r lo a n  a m o u n t  e xce e d s 8 0 % o f t h e  h o m e ’s  a p p ra ise d  
va lu e . If yo u  h a ve  a  co n ve n t io n a l lo a n , yo u  w ill n o  lo n g e r n e e d  P MI a ft e r yo u r 
m o rt g a g e  b a la n ce  d ro p s b e lo w  t h e  8 0 % t h re sh o ld . All m o rt g a g e s  re q u ire  yo u  t o  
h a ve  a  h o m e o w n e rs  in su ra n ce  p o licy. 

A p o rt ion  o f yo u r m o n t h ly m o rtg a g e  p a ym e n t  w ill b e  d e p o sit e d  in t o  t h e  e sc ro w  
a cco u n t  t o  co ve r h o m e o w n e rs’ in su ra n c e , P MI, a n d  p ro p e rt y t a xe s . All t h re e  o f 
t h e se  fe e s  a re  p a id  a n n u a lly. 

 



Appraisal Fees 

Le n d e rs  w a n t  t o  e n su re  t h a t  t h e y ca n  re co u p  t h e ir lo sse s  if yo u  d e fa u lt  o n  a  lo a n . 
Th a t  is  w h y t h e y re q u ire  a n  a p p ra isa l b e fo re  fin a lizin g  a  re a l e s t a t e  d e a l. A t h ird -
p a rt y a p p ra ise r w ill d e t e rm in e  a n  a p p ro xim a t e  m a rke t  va lu e  fo r t h e  h o m e  b a se d  o n  
lo ca l co m p a ra b le  p ro p e rt ie s  a n d  o t h e r d a t a . 

Typ ica lly, b u ye rs  ca n  co ve r a p p ra isa l fe e s  o u t  o f p o cke t . Ho w e ve r, t h e re  a re  
in s t a n ce s  w h e re  b u ye rs  p a y t h e se  fe e s  a s  p a rt  o f t h e ir c lo sin g  co st s . 

Home Inspection 

Like  t h e  a p p ra isa l, t h e  h o m e  in sp e c t io n  is  u su a lly p a id  fo r b y t h e  b u ye r b e fo re  
c lo sin g . In  m o st  re a l e s t a t e  d e a ls , b u ye rs  re q u e st  a n  in sp e c t io n  p e rio d  a s  a  
co n t in g e n cy fo r p u rch a sin g  t h e  h o m e . If t h e  in sp e c t io n  u n co ve rs  co n ce rn s  a b o u t  
t h e  h o m e , t h e  b u ye r ca n  b a ck o u t  o f t h e  d e a l w it h o u t  re p e rcu ssio n s. 

Alt h o u g h  yo u  w ill like ly p a y fo r t h e  h o m e  in sp e c t io n  b e fo re  c lo sin g , it  is  im p o rt a n t  
t h a t  yo u  a re  a w a re  o f t h is  a d d it io n a l e xp e n se . Ge n e ra lly, yo u  sh o u ld  b u d g e t  $4 0 0 –
$8 0 0  fo r a  h o m e  in sp e c t io n . 

Pest Inspection 

Ce rt a in  s t a t e s  a n d  so m e  t yp e s  o f m o rt g a g e s  re q u ire  a  p e st  in sp e c t io n  a s  p a rt  o f re a l 
e s t a t e  d e a ls . Th e  in sp e c t o r w ill lo o k fo r e vid e n ce  o f w o o d -d e st ro yin g  o rg a n ism s 
(W DOs) like  t e rm it e s . Th e y w ill ch e ck fo r s ig n s  o f w o od  ro t  a n d  o t h e r d a m a g e . P e st  
in sp e c t io n  fe e s  ca n  b e  co ve re d  u p fro n t  o r a s  p a rt  o f c lo sin g  co st s . 

Real Estate Agent Fees 

Th e  re a l e s t a t e  a g e n t  fe e  is  o n e  o f t h e  co st s  co ve re d  b y se lle rs  d u rin g  a  t ra n sa c t io n . 
Th e  se lle r w ill p a y a  co m m issio n  fo r b o th  t h e  b u ye r’s  a g e n t  a n d  t h e ir o w n  a g e n t  if 
t h e y a re  u sin g  o n e . 

Ea ch  re a l e s t a t e  a g e n t ’s  co m m issio n  fe e  ra n g e s fro m  2.5% t o  3% o f t h e  h o m e ’s  t o t a l 
p u rch a se  p rice . Th e re fo re , se lle rs  ca n  e xp e c t  t o  p a y 5% t o  6% o f t h e ir h o m e ’s  
p u rch a se  p rice  t o w a rd  re a l e s t a t e  co m m issio n . Th e  fe e  is  a lw a ys d ivid e d  e ve n ly 
b e t w e e n  b o t h  a g e n t s . 

  



Who Pays Closing Costs? 
Bo t h  p a rt ie s  in  a  re a l e s t a t e  t ra n sa c t io n  p a y c lo sin g  co st s . Se lle rs  u su a lly p a y m o re  
t o t a l c lo sin g  co st s , b u t  t h e se  e xp e n se s  a re  d e d u c e d  fro m  t h e ir p ro fit s  fro m  t h e  
t ra n sa c t io n . 

A se lle r’s  c lo sin g  co st s  u su a lly ra n g e  fro m  8 % t o  10 % o f t h e ir h o m e ’s  p u rch a se  p rice . 
Th e se  fig u re s  in c lu d e  5% t o  6% re a l e s t a t e  a g e n t  co m m issio n  fe e s  a s  w e ll a s  t a xe s  
a n d  o t h e r m isce lla n e o u s fe e s . A se lle r’s  c lo sin g  co st s  m a y b e  h ig h e r if t h e y a g re e  t o  
co ve r a  p o rt io n  o f t h e  b u ye r’s  o u t -o f-p o cke t  e xp e n se s . 

Bu ye rs  w ill p a y 2% t o  5% o f t h e  t o t a l p u rch a se  p rice  t o w a rd  c lo sin g  co st s . Mo st  o f 
t h e se  co st s  co ve r t h e  le n d e r a n d  t it le  co m p a n y fe e s . 

How to Reduce Closing Fees 
As yo u  ca n  se e , c lo sin g  co st s  ca n  b e  q u it e  h ig h . Fo rt u n a t e ly, a s  a  b u ye r t h e re  a re  
se ve ra l w a ys t h a t  yo u  ca n  re d u ce  yo u r o u t -o f-p o cke t  e xp e n se s . 

Obtain Mortgage Lender Comparisons 

On ce  a  le n d e r ru n s  yo u r c re d it  t o  d e t e rm in e  m o rt g a g e  e lig ib ilit y, yo u  h a ve  a  14 -d a y 
w in d o w  to  co m p a re  o t h e r o ffe rs . All c re d it  in q u irie s  co n d u c t e d  d u rin g  t h a t  t im e  w ill 
n o t  n e g a t ive ly im p a c t  yo u r c re d it  sco re . 

Yo u  sh o u ld  u se  t h is  g ra ce  p e rio d  t o  co m p a re  m o rt g a g e  le n d e rs  a n d  fin d  t h e  
co m p a n y t h a t  o ffe rs t h e  m o st  a ffo rd a b le  c lo sin g  co st s . 

Request Seller Concessions 

On e  o f t h e  b e st  w a ys t o  re d u ce  c lo sin g  co st s  is  t o  n e g o t ia t e  “se lle r co n ce ssio n s” a s  
p a rt  o f yo u r re a l e s t a t e  d e a l.  

Fo r e xa m p le , su p p o se  t h a t  yo u  w a n t  t o  p u rch a se  a  h o u se  lis t e d  a t  $4 0 0 ,0 0 0 . Yo u r 
re a l e s t a t e  a g e n t  a d vise s  yo u  t h a t  $390 ,0 0 0  is  a  fa ir p u rch a se  p rice  fo r t h e  h o m e . 
In st e a d  o f b id d in g  $10 ,0 0 0  b e lo w  a skin g , yo u  co u ld  su b m it  a  b id  fo r $4 0 0 ,0 0 0 , b u t  
a sk t h e  se lle r t o  co n t rib u t e  $10 ,0 0 0  t o w a rd  c lo sin g  co st s . 

Ke e p  in  m in d  t h a t  t h e re  a re  lim it s  t o  h ow  m u ch  se lle rs  ca n  co n t rib u t e . Th e  e xa c t  
lim it s  va ry d e p e n d in g  o n  t h e  t yp e  o f m ort g a g e .  Ca sh  g ift s  fro m  a g e n t s , fa m ily, 
frie n d s, e m p lo ye rs , p a ym e n t  a ss is t a n ce  p ro g ra m s, g o ve rn m e n t  a g e n c ie s  a re  a lso  
a llo w a b le  u p  t o  a  ce rt a in  p e rce n t .  Ce rt a in  lo a n  t yp e s  a lso  a llo w  g ift s  o f e q u it y.   



Explore Down Payment Assistance Programs 

Do w n  p a ym e n t  a ss is t a n ce  p ro g ra m s p ro vid e  p ro sp e c t ive  b u ye rs  w it h  lo a n s o r 
g ra n t s . Th e se  fu n d s ca n  b e  p o t e n t ia lly u se d  t o  m e e t  d o w n  p a ym e n t  o b lig a t io n s  o r 
t o  co ve r c lo sin g  co st s . Ge n e ra lly, o n ly firs t -t im e  h o m e b u ye rs  ca n  a cce ss  t h e se  
p ro g ra m s, b u t  t h e re  a re  a  fe w  ra re  e xc e p t io n s . 

If yo u  a re  a  firs t -t im e  h o m e b u ye r, re se a rch  d o w n  p a ym e n t  a ss is t a n ce  p ro g ra m s in  
yo u r s t a t e . Ca re fu lly re vie w  e lig ib ilit y re q u ire m e n t s . If yo u  m e e t  t h e  c rit e ria , t h e se  
p ro g ra m s a re  a  g re a t  w a y o f fu n d in g  th e  p u rch a se  o f yo u r firs t  h o m e . 

Clarifying Closing Costs 
As yo u  b e g in  yo u r jo u rn e y o f b u yin g  a  h o m e , u se  t h is  in fo rm a t io n  t o  h e lp  yo u  
su cce ssfu lly n a vig a t e  t h e  p ro ce ss . Ma ke  su re  t o  co m p a re  m u lt ip le  le n d e rs  b e fo re  
co m m it t in g  t o  a  s in g le  in s t it u t io n , b u t  m o re  im p o rt a n t ly, fin d  a  g re a t  a g e n t  w h o  
ca n  g u id e  yo u  a n d  n e g o t ia t e  w ith  t h e  se lle r o n  yo u r fin a l c lo sin g  co st s . 

Th e  co m b in a t io n  o f a n  e xp e rie n c e d  a g e n t  a n d  a n  e s t a b lish e d  le n d e r ca n  m a ke  t h e  
p ro ce ss  o f p u rch a sin g  a  h o m e  e n jo ya b le  a n d  se a m le ss .  
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