NET ESTIMATE TO SELLER
There are three occasions to estimate the net to the seller:

1. At the time of the listing. When selecting a market price, the seller wants to know
how many actual dollars he or she will walk away with. This depends on the
offer. the date of closing, and how the closing costs will be divided. The seller
must understand that at this point in time any estimate of seller’s net is
guesswork.

2. At the time of receiving an offer. With an offer to purchase, the estimate is more

accurate for some of the calculations. although the net is still just an estimate.

The form is useful to help the seller with any counteroffers, and to make

acceptance decisions.

Prior to closing. Once the contract is binding and all the contingencies have been

satisfied, the form is still an estimate, but should be much closer to what will

appear on the closing statement. Eliminating bad surprises at the closing table is
the key to client satisfaction.
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How to use the form:

It is important to know which party, buyer or seller, is responsible for the day of closing.
It is the seller who is charged with all costs of ownership such as property taxes and
hazard insurance. The buyer is charged with the cost of the day of closing for prepaid
items, interest adjustment, and mortgage insurance.

The charges and credits are calculated to the day. so you must know how many days
there are in each month. (You can safely ignore leap year for test purposes.)

Carry the calculations out four decimal places and round to two places on the final
answer (dollars and cents).

Prorations are bookkeeping entries to divide and adjust for various charges and credits
between buyer and seller. Prorating is usually required when items such as rent are paid
in advance, and items such as interest on mortgages are paid in arrears. Taxes are
customarily paid in arrears, but sometimes may be paid in advance.

Prorating accrued interest. Interest on a mortgage is paid in arrears rather than in
advance. For example, a seller made his loan payment on May 1%, and closing is on May
15", The May 1* payment included the interest for April. The seller still owes interest
for the period from May 1 through May 15. The seller owes interest for the day of
closing.

Fortunately, the formula is helpfully included on the form. Multiply the loan amount
times the rate of interest. This yields the annual interest on that sum of money. Divide
the annual interest by 360 days (use 365 days for FHA or VA loans). Multiply the
interest per day times the number of days owed.
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Prorating the property tax. Local practices vary as to when taxes are due, but in practice
we assume the tax covers the calendar year from January 1™ through December 317,

Formula: Annual tax + 365 days x Number of days owed.

When taxes have not yet been paid. seller owes taxes for period from January 1% through
the day of closing. If seller has prepaid the tax, the buyer must compensate the seller for
the time period from the day after closing through December 31.

Prorating insurance. Hazard insurance is paid in advance, by the year. The seller will be
credited for paid-for coverage beyond the closing date. The time period begins with the
day after closing and extends through the last day of the insurance coverage (the day
before the premium is due).

Formula: Annual premium + 365 days x Number of days paid for after closing.



Sample Estimate of Net to Seller

Sellers Charles and Bettie Green have listed their home at 104 East Third Street,
Cameron, Georgia, with Homefast Realty. The home is located in Simple County. Their
asking price is $225,000, and they agreed to pay Homefast Realty a commission of 6% of
the sales price.

Walt and Jason White offer to buy the home for $195,000. They are represented by
Brown Group, Inc., who accepted $1,000 in earnest money. The Whites are applying for
an 80% conventional loan.

Their offer asks the Greens to pay $160 for a wood infestation report, and $200 for a new
survey. In addition, the Greens are being asked to contribute 2% of the new loan as their
share of the closing costs.

The balance due on the Green’s mortgage is $135,573.

Payments are made on the first of each month.

Annual property tax is $3,942.

Closing will take place on June 12.

The Green’s hazard insurance policy has an anniversary date of December 31,
The hazard insurance cost $774.

The offer is dated May 15. Use this information to complete the Estimate Net to Seller
Form.






