HOW TO PRORATE
REAL ESTATE TAXES TAL
Fo RM U LA LENDING GROUP

The closing process occurs under the control of a closing agent who is
responsible for the execution of legal agreements and the transfer of money to

all interested parties.

At the closing, also known as the closing of escrow, real estate taxes are
prorated between the buyers and sellers so that each party pays the appropriate

amount of tax for the number of days they own the property.

The proration amounts depend on local customs and previous tax payments.

DOING PRORATION MATH

Figuring the prorated tax for the buyers and sellers is a five-part process:

1.Calculate the daily tax rate by dividing the annual tax rate by the days in the
year (365, or 366 for leap years or 244 days through August so then add).

2.Look up the day count for the closing date. For example, the day counts for
Jan. 1 and Dec. 31 are 1 and 365 respectively (for a non-leap-year).

3.Calculate the sellers’ number of days as the closing day count minus 1.

4.Calculate the buyers’ number of days as the days in the year minus the sellers’
number of days.

5.Calculate each party’s tax obligation as their number of days times the daily

tax rate times the property’s assessed value.
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EXAMPLE OF TAX PRORATION

If the annual tax rate is 1 percent, then you would find the daily tax rate by
dividing .01 by 365, for a daily tax rate of 0.0027397 percent. Further suppose
that the closing occurs on Sept. 18, the 261st day of the year. The sellers owe tax
for 260 days (i.e., 261 - 1). The buyers are on the hook for 105 days (i.e., 365 -
260). If the assessed value of the property is $300,000, then the annual tax bill is
$3,000. The sellers’ prorated tax bill is (5300,000 x 0.0027297%/day x 260
days), or $2,136.99. The buyers will have to shell out (5300,000 x

0.0027297% /day x 105 days), or $863.01 in real estate tax for the year.

Note that the total works out to be $3,000 (i.e., $2,136.99 + 863.01).

SELLER’S PREVIOUS PAYMENTS

If the sellers have already paid more tax than they owe, they are due a refund at
closing.

The closing agent will transfer the refund amount from the buyer's escrow
account, which has money set aside for the refund and the next tax payment. If
the sellers have not paid the full amount of property tax they owe, the amount
due gets deducted from their escrow account, via a check written by the seller,
or deducted from the sale proceeds paid to the seller.

The buyers pay their share from their escrow account. The closing agent collects

all the real estate tax money and deposits it with the tax authority.

ASSESSED VS. MARKET VALUE

There may not be any direct relationship between a property’s assessed and
market values. It is the assessed value that is used to calculate taxes.

In California, Proposition 13 allows recalculation of the assessed value under
certain conditions, such as change of ownership, new construction, inflation up to
2 percent, a temporary reduction due to a market value decline and restoration
of assessed value after temporary reduction.

Other states and municipalities have their own rules governing assessed amounts.
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WARNINGS

Don't lose the closing statement. The closing statement is an important document
that you might need to use in the future should you be asked to provide evidence

that you paid your share of the property taxes.

|

TIPS

The buyer, if itemizing deductions, can claim a tax deduction for all of the
prorated property tax amount even if the buyer was not required to reimburse

the seller for property tax that was already paid.

LET'S TAG TEAM THIS DEAL!
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