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What Will
Your House
Really Cost

Closing Fees Can Be a Real Eye-Opener at Settlement

her Fairfax office came to $8,300, or 2.2 percent. Vir-
ginia tends to have the lowest settlement charges,
compared with the District and Maryland, largely

By Dasigra Dease
Washingtan Post Staff Wriser

o finally found a house you like. You and
the seller have on a price, even
though it was more than you hoped you
would have fo pay. You have signed a con-
tract and set a settlement date.

So that's the end of your money worries, right?

Wrong.

To make that home yours, you will have to pay
thousands of dollars more than the price you negoti-
ated with the seller, usually about 3 to 5 percent of the
sales price. That means that a $300,000 house will ac-
tually cost $309,000 to $315,000,

The additional money covers all kinds of closing
costs, such as insurance payments, fees Lo the lender,
fecs to the jurisdiction where the property is located,
and some prepaid charges thal go into an escrow ac-
count. And you are expected to have it all with you on
settlement day in the form of a certified cheek. Sorry,
personal checks are not accepled.

A couple of recent reaHife examples:

Dale Mattisan, an associate broker with Long &
Foster Real Eslate Inc., recently sald a $1 million
property in the District. The settlement charges to-
taled $36,181, or 3.6 percent, he said, looking at the
settlement form. That form, called a HUD-1, was de-
velaped by the Housing and Urban De De-

because of lower state transfer and recardation
taxes and lower litle insnrance rates, seftle-
ment lawyers said. “However you want

to cut it, you need a lot of money to

close,” Mattison said. “T've seen
settlements delayed so that
buyers can beg, barrow
and steal the money
they need.”

And there
is not much
you can do
about it—pre-
cious few  of
these fees are op-
tional.

‘The Greater Capital Area
Association of Realtors, or
GCAAR, divides closing

costs into five basic catego-
res—loan-related fees, pre-
paid or escrow items, title
charges, recordation and
transfer charges, and addition-
al settlement fees—on a clos-
i ksheet widely used by

partment; legally, it is supposed to be given to both
the buyer and seller 24 hour before dosing, In reali-
ty, many times huyers do not see it until they are al-
ready sitting at the settlement table.

i

Jocal agents. The agents use the
GCAAR worksheet lo show
buyers the costs they will face at
closing.

Kathleen Herbert, a settlement lawyer and general
counsel at MBH Settlement Group LG, lookingatan-  Loan-Related Fees
other HUD-1, said total settlement charges on a ~

$382,000 property that recently changed hands at One of the largest fees related
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1o getting a morlgage is the loan diseount fee,
30 called points. Each point equals 1 percent
the loan amount. On a $300,000 mortgag
for example, the fee vould be $3,000. By
ers pay paints to redice their intere
rale.

“For many years, il wWis nece
sary to pay points to lower the
terest rate for the purpose |
qualifying for the loan,” sx
Keith Gumbinger, a moi
fage industry analyst
financial  publish
HSH Associates.
In this peri
of low moriga

paying poinis on
settlement lawyers

es averaged 598 percent wi
0.7 points this week, up slig
Iy from 5.94 percent fast wey
according to secondary mo
gage giant Freddie Mac.
Consumers often confi
discount points with loan or
ination fees, which can be al
called points, Gumbinger si
Loan origination fees are &
often denominated as a p
centage of the loan amou
“Even if the broker tells y
your mortgage has no p
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Students Graduate to Condos

this type of investment, not everyone likes it. Some residents of
communities near local universities, including those in Foggy
Bottom, have ex] displeasure in recent years at baving
Whm she was a student at George Washington Uni-  students as neighbors, both those who rent on their own and

By Cruck Grees
Special to The Washington Post

versity in 1999, Peri Bombart yearned to put dorm  those who live in places their folks own.
life behind her. “In the dorms, I was always living For example, 2 plan Lo convert the Watergate Hotel into luxu-
with three other people and sharing a bedroom. I 1y condominiums fell apart earlier this year partly because of
liked the idea of having my awn room.” she recalled. stiff resistance among some residents of other buildings in the
Her father, Steve, crunched some numbers and decided to in-  complex. They argued that the condos would probably be occu-

vest in a two-bedroom condominium in Foggy Bottom, near the — L
Sec STUDENTS, F5, Gol. |

school’s main campus.

“Tt was a financial and a lifestyle decision. I calculated what 1
would spend for one more year in a dorm for Periand how much I
would spend for my younger daughter, Jamie, who also would be
(going Lo school there. I figured out what a mortgage would be
and that there was probably a little advantage to buying an
apartment. It was a no-brainer,” Steve Bombart said.

Like Bombart, a number of parents of students attend-
ing college in the Washington area have invested in off-
campus housing rather than having their children stay
in a dorm or rent an apartment.

Bombart, who lives in North Carolina, said he con-
sideres! renting an apartment for his daughters, but
quickly ruled it out. “You might find hidden problems,
30 it’s better to buy a conde. And it's a good in-

vestment

Now that his daughters have finished school and
moved on, he said he believes his decision looks even
smarter, given the downturn in the stock market and
the run-up in Washington area real eslale prices in re-
cent years. "1 feel a lot betler about it now.”

THE NATION'S BOUSING
Kenneth R. Harney
Refinancing Homeowners
Cut Back on Cashing Out

hen you last refinanced

your home morigage, did

you pull out extra money?
Did you “cash out™?

[f your answer is no, you are part
of an unheralded but significant
trend among American
homeowners: people who are still
refinancing their loans to cut
monthly payments or shorten their
payback terms but not extracting
additional cash.

The trend is so pronounced,
according to mortgage industry
analysts, that refi cash-outs have
just it their lowest level in
decades, and perhaps ever.
According to morigage investor
Freddic Mac, only 32 percent of all
refinancings during the third
quarter of this year involved
cash-outs of additional money
‘Teyond the existing loan balance.
That is down from the 60

nt-plus cash-out proportions
typical during the height of the

refinancing boom in 2001 and
and the all-time record of 93
percent set in mid-1989.
Cashing out, by Freddic M:
definition, involves refinancin
existing morigage and replaci
with a new loan that is at leas
percent lavger. Cash-outs reqt
sufficient home equity Lo supj
the additional money being
wiithdrawn. They also freques
come with a slightly higher ir
rate than the lowest available
barrower. You pay a slight
premium—generally anywhe
from one-eighth of a percentz
point o ene-fourth of a
point—when you add more d
the house than you had earlie
But that has rarely dampet
popularity of cash-outs. Adter
you can refinance your house
fower your rate while at the =
time pulling out an extra
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‘While parents such as Bombart may be happy about
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A Valuable Alternative to the Dorms

STUDENTS, From FI

LLPin Ehmgo (However, only an

pled by George Washington stu-
dents.

“It's not the student’s fault, but
it's 2 mix that doesn't . Sty
dents are leading a normal student
life in the midst of peaple who have
to go to work every day and live a
more regular lifestyle,” said Ron
Cocome, president of the Fogpy
Bottom Condominium Association
and a former Watergate resident.
His oiganization has been feuding
with GW for many years over the
issue of where students live.

Whatever the neighborhood dy-
namics, said T.J. Murphy, an agent
with the Coldwell Banker Resi-
dential Brokerage office in George-
town, parents have heen reaping
sizable gains from their invest-
ments in offcampus housing. “We
deal regularly with parents who
buy apartments for their kids. Par-
ents thought they were just buying
housing, and sometimes they make
enough money to pay for tuition.
The way the market works, after
three years, they've usually made a

considerable amount of money.”

Lawyer Mitchell Fuerst, a tax
specialist and partner in the firm of
Rodriguez O'Donnell Ross Fuerst
Gongzalez & Williams P.C., which
has 2 Washington office, said that
for parents such as Bombart, own-
ursiup is the way to go.

is arhmlarly the case
when the propert) is near a college
campus.

“If [parents] take property near
a university and they do it close
muug‘h the value of the property
is going to remaig stable, if not
grow.” Fuerst said. “By owning,
you're getting something back for
your investment, and you're get-
ting it in a markel that is proxi-
malte to a university. If it's a good
enough university, it's a very good
investment. because your vacancy
rate is almost nonexistent because
of the steady influx of students.”

Ii parents title a property in

ir own names, then let a child
who qualifies as a dependent for
tax purposes live there reatree,
the Internal Revenue Serviee
treats it as a second residence.
That means that within certain
limits, morigage interest and prop-
erty tax payments would be tax-
deductible, said Ron Garzotto, a
tax manager with Rome Associates

t of a principal resi-
dence is ehglhle for tax-free capital
gain at the time of sale.)

Garzotto said that, theoretically,
parents could set up a rental situa-
tion between Lhemselves and their
dependent or non-dependent child
and treat it as an investment prop-
erty for tax purposes. But that is
tricky, he said, particularly pre-
suming the student has a limited
income.

“If you want Lo set up a true rent-
al situation, it seems pretty hard to
do because your child is in college.
Hum san he or she pay fair rent?”

And if the parent makes the stu-
dent a gift of the money to pay the
rent, he said, “that's just a circular
flow of money from which I don’t
see a tremendous benefit.”

Bringing in a roommate would
lielp, he said. “That way, a parent
could legitimately set up, say, hall
the property as a rental. So they
could chasge rent for 50 peroentof
it and write off 50 percent of the in-
terest and 50 percenl of the taxes,
and depreciate 50 perceat of the
cost of the property against the
rental income, That would shelter
the rental payments from the
roommate.”

Murphy said that profit is not
the only motive {or parents Lo pur-
chase an apartment.

“Tt's also fulfilling a need for
housing that they can have at the
standard they want. limes
parents can look at rentals and
they’re not very atiractive, so they
decide that thluﬂl huy a place and
fix it up for their kid because they
want their kid to have a nice envi-
ronment. Putting a student in the
dorm is very expensive. Or they
can rent a place, which is going to
benefit the landlord, or they can
buy a place and assentially be their
own landlord.”

Tom Bower, who until recently
owned a townhouse in Foggy Bot-
tom, frowns on the idea of students
as neighbors. A GW student lived
three doors down from him in a
unit purchased by ber parents.

“Since the weekend generally
hegins on Thursday night for stu-
dents, as they return from bars at 2
aum. or so, they're a little louder
than they were before they went. [
have nephews in college,” Bower
saitl. “They do exactly the same

thing, and [ remind them they
woulda't be welcome to live next
to their uncle. The primary focus
of students is on studying, as it
should be. When they're doue,
they need to let off steam. My dis-
turbed sleep doesn't bother the
parents of studenis, because
they're sometimes 2,000 or 3,000
miles away.

Bul no matter how far away he
was, Steve + said, he would
have been unhappy if his daughters
disturbed the neighbors. “If there
had been problems—God help us.”

At the same time, if there are
disturbances in a building or a
neighborhood, be does not think it
is fair to lay the blame strictly on
students. “There's just as good a
chance of young people [who are
not students] . . . making noise or
being drunk as there is among col-
lege students.”

His daughter Jamie said, *1 did
not have any complaints on noise.

.. I think students definitely liv-
ened up the place. When I first
moved in, [ was one of the only stu-
dents. It was nice to see other stu-
dents there and moving in. There
was not such a mellow tone Lo the
place.”

She said, “If there were parties,
it was usually on the weekends. |
also think some of the older folks
like having younger people around.
It gave the place a face-lift.”

Her sister Peri said she thrived
on the extra responsibility (hat
came with ownership. T was more
responsible for the apartment as
far as paying bills, even though ev-
eryone contributed.”

Responsibility aside, Burleith
resident Guy Gwynne, who owns a
townhouse not far from George-
town University, cmphasized that
while he did not want to “overstate
the situation,” he believes that,
among some students, ownership
can lead to a sense of overconfi-
dence.

“I guess the only generalization
1 can make is the students in the
house their fathers and mothers
own can be more cocky than nor-
mal students. You can't tell them
what to do in their own house.
What happens is the son or daugh-
ter of the owner, to make the mort-
age payments, has to move olher
people in. But the main person in
mainly the offspring of
the owner, has the confidence that
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inspires the others.”

Henry Krieger, also a Burleith
resident, had no complaints about
his former nmghbors three broth-
ers who resided in a rowhouse
next door to his that was pur-
chased by their parents in 1992.

“Their parents were
to have all three go to George-
town.” Krieger said. “I met them.
They knew about the student rep-
utation in this neighborhood,
which, indeed, is very bad. It's 2
terrible problem that has been go-
ing on for years, Bul these boys
were very good hecause their par-
ents were very strict about that.
‘I‘hey assured me that they would

neighbors, and to let them
Imnrwarlhndanymmplamts ButI
never did. dren studied
very hard nnd took care of the
property.”

Emanucle Ostuni, who moved
out of that house in 1995, said he
and hig brothers, the last of whom
left after graduating in 2001, un-
derstood the importance of main-
taining good relations with Krieg-

er.

“We wanted to make sure that
there was no bad blood because, af-
ter all, we shared a wall and we
shared a yard,” he said.

In fact, al times, the brothers |
and Krieger essentially worked as |
a

“We looked after his property
sometimes, and [Krieger] looked
out for us when we weren't
around,” Ostuni said. “It was mu-
tually beneficial. 1t was nice to
have something we could call
home, and a place where we could
hring our personal effects and not
have to worry aboul moving every.
nine. munlhs and storing things in
strange pla
Not onb t]lal Ostuni said that
his parents, who made a gain of ©
about 10 percent on their invest-
ment, looked at the big picture af-
ter they bought the pmperty
“When you add up the cost of all |
those years of combined residence .
hetween my brothers and me, in-
cluding the cost of rent and mov-
ing expenses, buying opposed lo
renting was really the best way to |

David and Dail Richie of Penn-
sylvania had flexibility in mind |
when they purchased a condo effi-
ciency apartment last September
for their daughter Julia, a law stu-

dent at George Washington.

“We used tolivein D.C., am!can
stay at the unit When we visit
friends. Given the prices of rentals,
‘we thought it might make sensé Lo
look into buying, then renting to
her,” David Richie said. “She can
just walk to school, wuhmmm
it would be a good investmen|

Julia Richie said the nnll has
suited her needs. “Quiet time for

is why 1 want-
ed to live by myself,” she said.

For her, an efficiency was the
right size. From an mvestment
standpoint, however, lavwyer Fuerst
sdidl he favors buying something
larger. “If you select roommates
carefully enough, your level of
damage will go down and you'll
create an education anvironment
mﬂnu the housing,” he said. And

in many neighborhoods, it is easier

reseﬂ larger condos than it is ef-
ficiencies.

The only dmmmde real estate
agent Murphy sees to buying a
larger place is a possible loss of pri-

'Obwm:n.ly. there's a benefit
or privacy,” Murphy said. “So
there’s a benefit to buying an effi-
ciency and not having to share an

nt.”

a

Like Steve Bombart, the Richies
also looked to the future when they
bought. “We have two younger
children. Who's to say whather it

mgghl.nul.workoul I‘or them to live
there at some point in their college
career, too?” Dail Richic said.

Perhapa. but Julic Weber, exec-
utive director of Housing and Din-
ing Programs at American Uni-
versity, said she believes thal,
overall, living on campus is mnore
conducive to a productive college
career.

“You are surrounded by fellow
students, so it's easier to have
study groups, and it's easier to gel
answers {0 questions you might
have on homework,” she said.
“And you're mnreacu:sm'hlew 1ni-
vv:rsily resotirces—the  library,
computing lab, research facili-
ties—all the things that contrihute
to doing your schoolworl.”

Dora Mamodesene of Silver
Spring has already seen to it that
her daughter has accommodations
awaiting her at the University of
Maryland, even if her daughter is
only 15 now.

“1did the same thing for my old-
er daughter,” she said. “Purchasing
the property was the only way 1
could put money away and benefit
from things like tax breaks. I guess
I bought because T was conserva-
tive and didn't want to lose money
at the time in hlg‘hnsk invest-
ments. 1 don't believe in :enhng
And my daughter can have her in-
dependence,”

Training
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