Chapter 43 (Insert Beginning Slide) – NOTE: Pages in Red have changes made)
CLOSING ESCROW - THE SELLER'S CLOSING STATEMENT
Seller's Closing Statement - The following are the general rules on the seller's closing statement. 
Normal Credits - Credit entries are any values or payments paid "into" escrow. In the case of the seller, the sale price of the house would be a credit entry. Any payment of costs paid by seller into escrow would be a credit entry.
· Example: Escrow bills the seller and the seller complies for the payment of some of the costs. The seller pays escrow these billed costs. Payments paid to the escrow company would be credit entries. 
Normal Debits - Debit entries are payments paid by ESCROW on behalf of the seller. The typical (costs) paid by ESCROW on behalf of the seller and the debits to the seller would include: 
1. Selling Costs - The seller is responsible to pay for the selling costs of the property. The seller does not have to make any payments during the sales period. When the property is sold, the costs will be taken out of the net sales proceeds. In most sales, the only sales cost is the selling broker's commission. 
2. Commission - Realize that the commission only applies to the value of the real property that was sold; house, land, outbuildings, etc. The sale of the personal property does not pay a commission. 
3. Legal Fees - In today's real estate world, only a lawyer can legally draw up contracts, deeds, and mortgages. Since lawyers are only allowed to do this, the costs have gone up considerably. The legal costs ordered by the seller would be paid for by the seller; a debit entry on the closing statement.
4. Clear Liens - When paying off the liens on the seller's property, there are costs to clear the liens on the property. This is necessary in providing a marketable title for the buyer. Examples: 
a. Delinquencies - If there are delinquent taxes or assessments on the property, the seller must pay for these costs. The government entities do not allow new owners to assume the delinquent payments. They are paid at closing. This is a debit entry to the seller. 
b. Late Fees - If the seller was late/behind on the water and sewer charges, they must be paid at the time of closing so that the buyer can begin afresh with the utility responsibilities. 
c. Outstanding Judgments - If there is an outstanding judgment on the property such as a mechanic's lien, this must be paid to clear the encumbrances and provide marketable title. 
5. No Priority - The escrow officer places no priority on the payment of encumbrances/liens on the property. The only time priority comes into play is when the property is being foreclosed on from lack of debt payments. 
a. Debtor Stops Sale - A debtor can stop the voluntary sale of the proceeds if the proceeds are not enough to pay off all the liens. This can be done by a creditor if he/she has a properly filed claim against the property
6. Filed (recorded) Claims - The filed claims against the property will show on a title search. The escrow officer will then notify these lien holders of the impending sale. 
.   (INSERT 001 & 001A on the next page)
Review - Debits and Credits
Understanding Debits and Credits on the Closing Statement
Balance Sheets RULES - The buyer has his/her own balance sheet. The seller has his/her own balance sheet. Each will have different figures at the bottom. Each will put in differing amounts of money. Each will receive differing amounts of value. EACH balance sheet will have credit entries and debit entries. Each balance sheet will have its total debits and credits BALANCING out at the bottom.
Credits - When the buyer or seller pays money into escrow (pay escrow), or an item of value such as the house, it is a credit entry. 
· Example Buyer: The buyer puts $10,000 of earnest money into the transaction, it is a credit entry on the buyer's closing statement. 
Example Seller: The seller places the house into escrow at the agreed selling price. The selling price would be a credit entry on the seller's closing statement. The seller rarely puts any money into the transaction. Usually, there would be no other credit entry on the seller's balance statement; just the sale price of the home.
Debits - When "escrow pays" out money OR pays the escrow costs of the buyer or seller, it is a debit entry. 
· Example Buyer: - When the buyer receives the house, it is a debit entry on the buyer's closing statement. 
· Example Seller: - When the seller receives the net proceeds from the sale of the house, the payment is a debit entry on the sellers statement. All the payments TO the seller or costs paid by escrow "on behalf" of the seller would be debit entries. This would include paying off the old mortgage, the paid commissions to brokers, the title policy, legal fees paid, etc. 
CLOSING STATEMENT - SELLER'S DEBIT ENTRIES
1. Seller's Closing Statement - The following general rules would appear on the seller's closing statement regarding debit (pay off) entries. 
.   (INSERT 002 & 002A on the next page)
CLOSING ESCROW - ADDITIONAL COSTS OF THE SELLER
Some of the additional costs PAID on behalf of the seller (debit entries) that are involved in the escrow procedure include: 
1. Escrow Fees - Typically the costs charged of the escrow company are split between buyer and seller on a 50/50 basis. The escrow officer will debit some of the closing costs to the buyer and the seller. 
2. Paying Off Liens - When escrow pays off the lender on behalf of the seller, it is a debit entry. 
3. Owner's Title Insurance - The seller promised to convey marketable title. The buyer normally insists that seller "back-up" this promise with an insurance policy. Therefore, the policy is paid from the sale proceeds as a cost to seller. The paid cost on behalf of the seller is a debit entry on the seller's closing statement. 
a. Standard Title Insurance - Normally the seller would use the standard policy unless buyer insists on the ALTA policy. The buyer's insurable interest is equal to the purchase price for as long as the owner or his/her heirs own the property. 
· Example: a $150,000 purchase price. 
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TITLE INSURANCE - PAYABLE TO ESCROW
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Title insurance is handled in the following manner: 
Buyer vs. Mortgagee Title Policy - Compared to the buyer's title policy, the mortgagee's (lender's) title insurance policy would be for the amount of the loan. If the purchase price was $150,000, but the loan was financed with a 30 year, $140,000 loan, the mortgagee/lender's will be protected for that amount and the length of the loan; 30 years. As payments are made, the debt reduces and so the protection reduces down to - 0 - by the end of 30 years. The buyer/owner's policy will run as long as the owner or his/her heirs own the house. The amount of protection will be $150,000. 
PREMIUM PAYMENT: 
1. OWNER'S POLICY - Seller Pays Premium From Proceeds -The owner's policy is paid for with a one time premium payment at closing from the sale proceeds of the seller. Since the seller does not pay for the policy out-of-pocket, there is no credit entry. Only the payment out of the proceeds would be entered on the closing statement. The cost of payment would be a debit entry to the seller. 
2. Title Policy - The Standard Title Policy would be one of the following: 
a. Owner's Title Policy - If the buyer's purchase is financed with a mortgage, the owner's title policy would be used. 
b. Purchaser's (Vendee's) Title Policy - If the buyer is purchasing the property under a Real Estate Contract/Land Sales Contract, the purchaser's (vendee's) title policy would be used. 
c. Lessee' Title Policy - This standard policy is used when a tenant has signed a long-term lease. This assures that the lease will be good as contracted. 
3. LENDER'S POLICY - Buyer Pays Premium - Normally the buyer pays for the title insurance for the lender. The mortgagee's (lender's) title insurance policy (usually ALTA) is a requirement by the lender before it will provide the financing loan for the buyer. 
a. Both Policies - One policy insures the seller's promise of conveying marketable title; the owner's title policy. This is paid for by the seller; a debit entry. The other policy is a condition of receiving a loan; the mortgagee's (lender's) title insurance policy. This is paid by the buyer; a debit entry to the buyer. 
.   (INSERT 004 & 004A on the next page)
CLOSING ESCROW - PAYING OFF THE SELLER'S LIENS
Cost to Clear Existing Financing - The existing financing on the property in escrow has to be cleared by the seller. This can be done with the buyer paying off the current debt with new financing OR having the buyer assume the current loan. 
1. New Financing - If the buyer brings new financing in to finance the purchase, the existing seller's loan(s) must be cleared with the mortgagee(s). Either the "Satisfaction Piece" for a mortgage showing that the mortgage was paid off or a "Deed of Reconveyance" for a trust deed was paid off, must be recorded to create marketable title for the buyer/new owner. 
2. Debits to Seller - The closing statement could include the following seller's debits if the buyer brings new financing: 
a. Loan Balance(s) - The loan balance(s) that are outstanding at the time of closing will have to be cleared (paid off). Paying these off would be a debit entry on the seller's statement. 
b. Release Fee - The clearing of the loans requires paperwork. This will require a charge/fee to do the paperwork and it is called a "release fee". Payment of these fees on behalf of the seller are debit entries.
c. Loan Penalties - Some OLD secured loans, such as a mortgage or a trust deed, will pay off penalties if the mortgagor pays off the debt early. These loan penalties come from the "Prepayment Clause" in the debt instrument. 
1) Type of Penalty - The loan penalty can either be a flat fee or a percentage of loan balance at the time of pay off. 
2) FHA or VA Loans - Remember, neither the FHA loans nor the VA loans can have a loan penalty or a "Prepayment Clause". There are NO loan penalties allowed. 
d. Reserve Accounts - Reserves would exist if the seller had a PITI loan: payments include principal, interest, taxes, and insurance. If there is money in the reserve held by the mortgagee, the money must be considered by the escrow officer. The reserves are a prepaid asset of seller. This would become a deduction from the amount the seller owes the lender. 
· Example: The outstanding loan balance is $100,000 and the reserve has $5,000 in it. The actual debt amount owed by the seller is $95,000. 
1) Mortgagee's Statement - The mortgagee would report the amount owed as $95,000 on a Mortgagee's Statement or a Reduction Certificate. If the bank quotes a payoff of $95,000, it must live by that statement. This is why this statement is sometimes called the Statement of No Defense or an Estoppel Certificate. 
2) Seller's Debit - The mortgagee statement would be a debit entry to the seller. In this example it is $95,000. 
.   (INSERT 005 & 005A on the next page)
CLOSING STATEMENT - BUYER ASSUMES SELLER'S DEBT
If the buyer assumes the outstanding balance of the seller's debt under a mortgage or trust deed, there are costs charged by the mortgagee for allowing the buyer to assume the existing loan of the seller. On the closing statement, this assumption by the buyer is treated just as if he/she brought money into the transaction. 
1. Buyer's Credit - Since the buyer is taking the seller's place and relieving the seller of the debt, it is entered on the closing statement as a credit to buyer (putting value in) and a debit to the seller (taking value out). 
· Example: The buyer assumes the seller's $100,000 loan. Whether the buyer brought a $100,000 loan in for the transaction or assumed the seller's $100,000 debt, it is a credit entry for the buyer on his/her closing statement. 
2. Seller's Debt - Since the seller is released from his/her debt, it is entered on his/her closing statement as a debit entry. Whether the seller is paying off the debt by the buyer bringing in financing or assuming the seller's debt, the seller is paying off his/her debt and therefore a debit entry. 
All Assumptions - It is true of any assumed encumbrance. The buyer is giving and the seller is paying off/relief of his/her debt. There is a matching buyer's credit on his/her balance sheet and a seller's debit on his/her balance sheet. 
Theory: The seller has to pay off the liens to create marketable title (a debit). The buyer brings value to the transaction just like a new loan (a credit). 
(Insert Sect 43 - 006 & 006A)
CLOSING STATEMENT - BUYER USES VA or FHA FINANCING / POINTS
When a non-conventional loan (FHA or VA) is utilized by the buyer, the lender will have additional charges associated with financing the buyer's purchase. 
1. Points - Usually with non-conventional loans, the lender can charge for "points" if issuing an FHA or VA loan. 
2. Placement Charge - The lender could make more interest on current conventional interest rate verses current FHA or VA maximum interest rates. A new non-conventional loan will have a placement charge (points) to compensate the lender between the current conventional loan rates and the interest rate limits placed on FHA and VA loans. The placement charge (points) makes up the difference in the interest rates. 
a. Charge - The placement charge is a form of prepaid interest that equalizes the difference. It raises the effective yield of the non-conventional loan. Sometimes the buyer will request the seller to pay this amount. Who pays is negotiated between the buyer and seller. 
3. Deregulation - In the past, the FHA and VA rules formerly protected the borrowers from the payment of points. The seller always paid the points at closing. This rule has been repealed and now the rates are negotiated between the buyer, seller, and lender. 
4. Point Value - One "point" = 1% of the loan amount. 
· Example: The current conventional mortgage rate is 8%. The current VA rate is 7%. This 1% difference in rates is equivalent to a 1 point charge at closing. 
· Example: If the purchase price is $182,500 and the VA loan is for $176,300, a one "point" charge would be $1,763 (1% x $176,300 = $1,763 point charge) and paid by escrow at closing. Whoever did pay the " points ", would have a debit entry on their closing statement. 
Prepaid Interest - This point charge is simply prepaid interest that is paid up front at the time of closing. The bank doesn't care who pays the points/prepaid interest. 
(Insert Sect 43 - 007 & 007A)
CLOSING STATEMENT - SELLER EXPENSES
There are additional expenses that the seller is going to have pay before walking away from responsibility for the property. 
Unpaid Expenses - The seller cannot walk away from the sale owing money on the property. The seller and buyer would prorate the unpaid expenses on a proportional basis. The seller may owe the buyer certain items that are "underpaid" at closing. Examples of possible unpaid expenses could include: 
1. Property Taxes - If the seller did not have a PITI loan, he/she would be paying the insurance and property tax on his/her own. If the seller were behind on property tax payments, the seller would have to pay them PLUS penalties. The seller would also have to pay his/her proportional share of the current property tax and the buyer his/her proportional share. 
2. Prepaid Rent - If the property had rental income, all the proportional prepaid interest would have to be paid by the seller to the buyer. This would be a debit to the seller and a credit to the buyer. 
3. Community Fees - If the property were located in an exclusive community, the community fees that are in arrear would have to be paid by the seller as well. 
Double Entries - All of these would be a double entry on the closing statement. There would be matching entries of a credit to buyer and a debit to seller. 
Due the Seller To Close - This is the actual cash the seller is going to walk away with after closing. In other words, the amount of money the seller will "clear" after the property is sold. 
1. "Forced" Item - This is the very last figure that is determined for the buyer. It is called "Due From Purchaser" at closing. How much money does the buyer have to bring to the table and pay? For the seller it is called "Due the Seller" at closing. How much money will the seller receive? Each is called a forced item because the figure will be the difference between all of the seller's debits and credits as well as the difference of all the buyer's debits and credits. 
BALANCE ENTRY - These entries for the buyer and seller will balance the closing statement. They will bring the debit and credit columns into balance for the buyer and the seller. 
1. Seller's Debit - The cash going to the seller is a debit because it is "cash leaving the transaction". This is the money that is going into the seller's pocket. Don't forget, the debits and credits are "to the transaction" and not the individual buyer and seller. 
· Example: - After all the sellers costs are paid (the debit entries), there is $122,000 left. This would be "cash leaving the transaction" and the final debit entry on the seller's statement. 
2. Buyer's Credit - The item "Due from Purchaser to Close" is a credit because it is additional moneys coming "into the transaction". This is money that is leaving the buyer's pocket and coming into the transaction; a credit entry. 
· Example: The buyer puts $20,000 down and signs a promissory note backed by a mortgage for $220,000 with his/her lender. These would be the buyer's credit entry. 
(Insert Sect 43 - 008 & 008A)
CLOSING STATEMENTS - CREDITS TO THE SELLER
Typical Credits to the Seller - The assets that the seller brings into the transaction would be the seller's credits. These are the valued items that the seller places into escrow; into the transaction. The following are the typical assets brought into escrow: 
1. Purchase Price of Real Property - The purchase price of the real property is a credit entry of the seller on the closing statement. This is important because this is the basis for determining the commission that is paid to the broker and ultimately a portion going to the salesperson. 
2. Purchase Price of Personal Property - The purchase price of personal property that is part of the transaction would be a credit entry for the seller. 
  Example: $1,800 for the appliances in the kitchen. The broker's commission is not based on any of this value. 
3. Prepaid Items - If the seller brings in prepaid items into the transaction, they would be a credit to the seller. The buyer would be assuming future payments, but the current payments are already prepaid. Rather than bringing money into the transaction, the buyer is assuming required payments at a later date, later than the closing date. The time in between is the prepaid period. This advanced payment period is a credit to the seller and a debit to the buyer. 
  Example: The seller has paid the property tax for the entire year and the house is closing on July 1st. The seller will get credit for 6 months of property tax that is already paid. The buyer would be debited the 6 months of prepaid property tax. 
(Insert Sect 43 - 009 & 009A)
CLOSING STATEMENT - BUYER "ASSUMES" THE EXISTING LIENS
1. Assumption of Debt by the Buyer - If the buyer assumes the responsibility of the seller's debt, it is a credit to the buyer on his/her closing statement. Assuming the debt by the buyer is the same as the buyer brings in cash into the transaction; a credit entry on the buyer's closing statement. The seller is getting out from underneath the debt; a debit entry on the seller's closing statement. 
2. Reserves - The reserves of an assumed PITI loan will have two items. The prepaid taxes and insurance payments and the remaining balance to be paid at closing. The prepaid amount of the reserve is a credit to the seller as we just discussed. 
 Example: The assumption by the buyer of the seller's PITI loan. Let us say that the seller's current loan on a cabin is $40,000 and the cabin was sold for an easy figure of $50,000. 
Buyer's Statement and the Seller's Statement below:
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(Insert Sect 43 - 010 & 010A)
CLOSING STATEMENT - BUYER BRINGS IN NEW FINANCING
· Example: Let’s look at a situation of a $150,000 sale price for a house where buyer gets a new $140,000 loan. The seller pays off the old $140,000 loan that has $500 in reserve on the loan. 
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CLOSING STATEMENT - PURCHASES WITH PERSONAL PROPERTY
A lot of sales include some form of appliances in the sale. When this is done, some lenders will not fund the appliances in addition to the sales price. Then the appliances have to be included (thrown in) within the sale by the seller. When this is done it would look something like this: 
Sale Price: $178,500. The seller includes kitchen appliances for $1,500. The buyer wants a termite inspection: cost: $175. Escrow fee is $300. The buyer assumes the seller's $45,300 mortgage. It is a PITI loan: $180 in reserves are paid past the date of closing. The lender's ALTA policy; cost: $300. The owner's Title Insurance costs $350. The buyer placed $15,000 down as earnest money. Broker = 5.98% net commission. 
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SUMMARY - THE BUYER'S & SELLER'S AMOUNTS MUST BALANCE
Balance - As you have seen, the amount of value placed into the transaction by the buyer MUST equal the amount of value that the buyer takes out of the transaction. The amount of value placed into the transaction by the seller MUST equal the amount of value that the seller takes out of the transaction. This is your Debit and Entry System.
1. Buyer - The buyer's credits (value put in) must equal the buyer's debits (value taken out). The buyer put in $180,805 (credits) and took out $180,805 (debits). 
2. Seller - The seller's credits (value put in) must equal the seller's debits (value taken out). The seller put in $180,180 of value (credits) and took out $180,180 of value (debits). 
3. Buyer and Seller Balances - The buyer and seller's balances will rarely match. The buyer is usually putting more money into the transaction because of insurance premium and inspection costs. 
Proving the Calculations - First of all, the buyer's balance and seller's balance have no relationship to each other. You never mix the buyer's numbers with the seller's numbers. In proving the buyer's numbers and the seller's separate numbers, we use the "Cash-in, Cash-out Method". We only consider those items that were cash items that came in from outside the transaction or the cash that is leaving the transaction. We do not use offsetting debits and credits. They are not considered when proving the calculations. Here is a hypothetical credit and debit situation for the buyer: 
"Cash-in Items": $15,000 (E/M deposit) + $120,505 (loan) = $135,505 
"Cash-out Items": $175 (Prop Taxes) + $500 (Escrow) + $330 (Title Ins) + $134,500 (Real Property) = $135,505 
Balance Statement These Credit and Debit figures balance out for the buyer and are correct. The same would be done with the seller's figures that would be COMPLETELY DIFFERENT from the buyer's figures.
(Insert Sect 43 - 011 & 011A)


