
Everything you need to know 

about one of the key closing 

costs in your home purchase.

Proration

Tax



What is tax proration?

Let’s get into it.

Property tax is a monthly tax paid on an owned property, calculated and 

enforced by the local government. It’s a necessary and sometimes tricky 

cost of homeownership.

In most cases, a buyer will purchase a home and move in on a date within a 

property tax billing cycle. The responsibility of who pays what portion of the 

property tax is known as property tax proration. 
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Tax proration is when  

property taxes are fairly 

divided between buyer 

and seller based on date of 

ownership transfer or closing.

TAX PRORATION
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Who’s responsible for 
paying how much?

Typically, it’s a split bill.

Proration helps break things down fairly, and is usually completed as part 

of the closing process.

In most cases, the seller would pay for the period of time they owned the 

property by issuing a credit to the buyer. The buyer would be responsible for 

the rest of the year. This helps offset the home’s overall cost and allows the 

buyers to afford the upcoming property tax bill.
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Playing out proration.  

To help you understand the process.

Recently retired Ronald and Rita sold their home to Henry and Holly Homebuyer for 

$350,000. The city’s annual property tax rate is 2%. 

Ronald and Rita owned the home until November 17th, when they’re scheduled to close. 

That means they will have owned the home for 322 days out of the year, while Henry and 

Holly will own the home for the remaining 43 days. 

Come closing time, the title company and/or settlement agent team used the following 

formulas to determine the daily tax rate and as well as how much each party is responsible 

for paying.

Ready to get pre-approved? We’re ready to help.

Contact our team today to start your free pre-approval.
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PLAYING OUT PRORATION

Property Tax Rate      Number of Days in the Year  =  Daily Rate %

Property Value  x  Daily Rate %  x  Days of Homeownership = Tax Share Responsibility

Disclaimer: This is not a real scenario. It assumes the home value is the same as the home price, which may vary with your situation. 

Consult your team for a more detailed explanation.

Daily Rate: .00005479%

Tax Share Responsibility: $6,175.96 (Ronald & Rita), $824.74 (Henry & Holly)

The Result: Ronald and Rita agreed to credit the buyers $6,175.96 to offset the property tax and help 

Henry and Holly close on their dream home.
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Tax Proration Pro-Tips
Things to consider before you close.
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TAX PRORATION PRO-TIPS
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Motivated buyers might offer to pay the seller’s portion of property taxes to help expedite 

a sale or get a leg up on competing buyers.

Motivated sellers might offer to pay the buyer’s share of taxes in exchange for the 

coverage of other closing costs.

Tax exemptions for age and disability may impact the buyer or seller’s tax responsibility, 

so communicate with your team to determine potential tax implications.

Property taxes vary by state and city, so your specific situation won’t look like someone 
else’s. We’ll be able to break down specific closing costs in detail for you. 
 

Pay special attention to tax proration for new builds and rehabilitation projects, as they’ll 

be reassessed upon completion to determine current tax values.

If both parties can’t agree upon or aren’t certain of how much the property tax will be, 

the seller might place funds into an escrow account to be released as a credit when the 

bill is received.



Take on taxes with confidence.  
A few things to keep in mind.

After figuring out the initial 

prorated tax amount, you’ll be 

responsible for state and local 

property taxes in the following  

years. If you file as an individual, you 
can deduct up to $5,000 in property 

taxes. Filing with a spouse? Double 

that figure and enjoy a $10,000 

deduction. 

Points are prepaid interest on your 

mortgage. When you get your 

home loan, you’ll have the option of 

purchasing points in exchange for a 

lower interest rate. One point equals 

one percent, and these points can be 

written off as itemized deductions 

come tax time.

Homeowners may be able to write 

off interest paid on their home loans. 

The exact amount depends on the 

loan amount and your purchase date, 

but it could help offset your annual 

tax bill and may even lead to a little 

extra cash back.

Discount PointsMortgage Interest Property Taxes

Consider the following to ensure you’re taking advantage of every money-saving opportunity available to you.
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This material has been prepared for informational purposes only and is not intended to provide, and should not be relied on for, tax, legal, or accounting advice. You should consult your own tax, legal, and accounting advisors 

before making the decision to buy or refinance a home. This is not a loan commitment or guarantee of any kind. Loan approval and rate are dependent upon borrower credit, collateral, financial history, and program availability 
at time of origination. Rates and terms are subject to change without notice. Corporate Address: 3530 Toringdon Way, Suite 200 Charlotte, NC 28277. Cardinal Financial Company, Limited Partnership (NMLS ID 66247, www.
nmlsconsumeraccess.org) has the following licenses: AZ Mortgage Banker License #0925883; Licensed by the Department of Financial Protection and Innovation under the California Residential Mortgage Lending Act. Loans made 
or arranged pursuant to a California Finance Lenders Law license, License No. 603K498; Kansas Licensed Mortgage Company #MC.0025207; Massachusetts Mortgage Lender/Broker License MC66247; NV Mortgage Company 
License #3968; Licensed by the New Jersey Department of Banking and Insurance #8701663; Licensed Mortgage Banker - NYS Banking Department #B500951; Rhode Island Licensed Lender #20132934LL; and is also approved 
to lend in: AL, AK, AR, CO, CT, DE, DC, FL, GA, HI, ID, IL, IN, IA, KY, LA, ME, MD, MI, MN, MS, MO, MT, NE, NH, NM, NC, ND, OH, OK, OR, PA, SC, SD, TN, TX, UT, VT, VA, WA, WV, WI, WY. Additional licensing information can be 
found at: https://cardinalfinancial.com/nmls-licensing/.

Empower your purchase 

with Cardinal Financial.

Get in touch today to start your home financing process with a 

free pre-approval.

Visit cardinalfinancial.com for blogs, FAQs, calculators, and more 

helpful resources.

https://www.cardinalfinancial.com/
https://cardinalfinancial.com/nmls-licensing/

