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Understanding Seller Financing

Introduction

Seller financing, also known as owner financing, is an alternative to traditional mortgage lending
where the property seller acts as the lender. This guide explains how seller financing works, its
benefits for buyers, and what to look for in seller financing agreements.
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1. What is Seller Financing?

Basic Structure

In a seller financing arrangement, instead of getting a mortgage from a bank: - The buyer
makes a down payment directly to the seller - The seller transfers title to the buyer - The buyer
signs a promissory note agreeing to repayment terms - The seller holds a lien on the property
until the loan is paid off
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How Payments Work

» Monthly payments typically include principal and interest
» The buyer pays the seller directly or through a servicing company
» Property taxes and insurance are usually the buyer's responsibility

e The seller may require an escrow account for these expenses

2. Benefits for Buyers

Easier Qualification

» No traditional bank approval process
» More flexible credit requirements
« Self-employed buyers may qualify more easily

» Recent financial events (like bankruptcy) may be less problematic

Customizable Terms

» Negotiable interest rates
« Flexible down payment requirements
o Customizable repayment schedules

 Possibility of balloon payments or interest-only periods

Faster Closing Process

» No bank underwriting delays
» Fewer closing costs
» Simplified documentation

e Quicker move-in timeline
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Property Access

» Access to properties not eligible for traditional financing
e Opportunity to purchase unique or non-conforming properties

« Ability to buy in competitive markets with cash-like offers

3. Potential Drawbacks

Interest Rates

« Typically higher than conventional mortgage rates

e Usually 1-3% above current market rates

Balloon Payments

» Many seller financing arrangements include balloon payments
» Requires refinancing or paying off the balance at a specific date

« Risk if refinancing isn't available when the balloon payment is due

Due-on-Sale Clauses

« If the seller has an existing mortgage, their lender might call the loan due

e Important to verify the seller owns the property free and clear or has permission from
their lender

Less Consumer Protection

» Fewer regulatory safeguards than with traditional mortgages

» Important to have proper legal documentation
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4. Types of Seller Financing Arrangements

Mortgage or Deed of Trust

» Most similar to traditional financing
» Buyer receives title at closing
« Seller places lien on property

» Formal foreclosure process if buyer defaults

Land Contract (Contract for Deed)

« Seller retains title until loan is paid off
» Buyer receives "equitable title" and possession
 Simpler eviction process if buyer defaults

» Buyer receives deed after completing payments

Lease-Option

» Combination of rental agreement and option to purchase
« Portion of rent may apply toward down payment
 Set purchase price for future sale

» Buyer can walk away without obligation to purchase

5. Evaluating a Seller Financing Offer

Interest Rate

o Compare to current market rates
» Negotiate based on your credit profile and down payment

» Consider the total interest paid over the life of the loan
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Down Payment

e Typically 5-20% of purchase price
e Larger down payments may secure better interest rates

» Negotiate based on your available funds

Term Length

o Common terms range from 3-30 years
» Shorter terms mean higher payments but less total interest

e Consider balloon payment requirements

Balloon Payment Terms

e Timing of balloon payment (typically 3-7 years)
« Size of the balloon payment

« Your plan for handling the balloon payment

Default Provisions

» Understand consequences of missed payments
» Grace periods for late payments

 Foreclosure or forfeiture process

6. The Legal Process

Required Documentation

e Purchase agreement
» Promissory note

» Mortgage or deed of trust (or land contract)
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e Disclosure statements

Professional Assistance

» Real estate attorney to review documents
« Title company for title search and insurance
 Escrow service for payment management

» Home inspector for property condition assessment

Recording Requirements

 Proper recording of documents with county recorder
» Title insurance to protect your ownership interest

« Clear understanding of lien position

7. Refinancing Considerations

Planning Ahead

e Monitor your credit score and work to improve it
« Build equity through property appreciation and principal payments

e Understand current market conditions and interest rate trends

Refinancing Timeline

» Begin exploring options 6-12 months before balloon payment
« Allow time for credit improvement if needed

» Consider multiple lenders for best terms
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Refinancing Challenges

» Property must appraise at sufficient value
« Your income and credit must qualify for new loan

» Property must meet lender requirements

Conclusion

Seller financing can be an excellent alternative for buyers who don't fit the traditional mortgage
mold. It offers flexibility, faster closings, and access to properties that might otherwise be
unavailable. However, it's crucial to understand the terms, get proper legal documentation, and
plan for any future refinancing needs.

At Trinity Northwest, we specialize in creative financing solutions including seller financing.
Contact us to learn more about available properties with owner financing options or for help
structuring a seller financing deal on your next home purchase.
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