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                         New loan charges 

Below are some of the standard costs you can expect to pay with a new home loan. They are (1) 
closing costs, (2) loan discount points and (2) prepaid items. 
 
Closing costs can be actual expenses that the lender incurs in the creation of a new home loan. 
Some of the costs are related to your loan application, such as the expense of newly updated 
credit reports on all applicants, loan underwriting and recording fees.  Other fees are related to the 
house itself, such as the appraisal of the property.  While others fees are payments to the lender 
for processing your application, such as the loan origination fee.  All these costs including escrow 
fees are lumped into a broad category called "closing costs." Unless the seller offers to pay some 
or all of them for you, this group of expenses is charged to and is to be paid for by the buyer. 
 
FHA Closing costs - The FHA allows closing costs to be included in the loan as long as the 
borrower qualifies for the higher amount. A portion of closing costs associated with FHA loans can 
be financed if you meet loan-to-value (LTV) maximum guidelines. An option: the buyer can try to 
see if the closing costs can be paid by seller or even asking their lender for credits! 
 
VA Closing costs - Often times veterans believe that closing costs are covered by a VA mortgage. 

While that is not technically true, the same effect can be reached through careful structuring of 

your real estate purchase contract. The loan amount will be the purchase price or appraised value, 

whichever is less (plus the VA Funding Fee).  So if you want your closing costs covered by the loan, 

the VA buyer should increase the purchase offer price and have a stipulation in the contract/offer 

that the seller will pay the closings costs and pre-paid expenses equal to the amount by which you 

have increased the purchase price.  As long as the home appraises for the increased price, you 

will have the closing costs paid as part of the deal. Closing costs and pre-paid expenses can and 

will vary not just only in VA loans but in all closing transactions. 

Loan discount points are a form of prepaid interest. One discount point is exactly equal to one 
percent of the amount being borrowed. It is paid in cash at closing to the lender as a form of 
interest. Discount points have the effect of lowering the stated interest rate you will pay on the loan 
you obtain. For example, a lender might offer you a 30 year fixed rate loan at 8% with zero points or 
the same loan at 7.5% with 2 discount points. Because the points are considered interest, the yield 
to the lender is approximately the same. So why would somebody want to pay points?  More than 
likely you probably will not, but sometimes new home builders or employers that want to relocate 
you may want to offer to pay up to a certain number of points as an incentive to buy or relocate.  
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Lastly, there is the issue of prepaid items. Most home lenders want you to set up what is called 
and "escrow" account. This is nothing more than a savings account.  Every month you will, in 
addition to your regular loan payment, deposit a sum for future property taxes and for home 
owners insurance into this account. When the next bill comes due for taxes or insurance, your 
escrow account “servicer” will make the payment for you.  
 
The reason that all this matters is that on the day of your purchase you will be required to set up an 
escrow account anyway with approximately 4-months worth of property taxes,  about 14-months 
worth of insurance payments plus 15-days if interest. These costs are called prepaid items. 
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