


What	is	Seller	Financing?
When	a	seller	uses	their	equity	“as	the	loan”	to	the	buyer/borrower	of	

their	own	property.	



Types	of	Seller	Financing:

• First	note	and	trust	deed	(similar	to	a	lender).
• 2nd note	and	trust	deed	(similar	to	a	lender).

• Land	sales	contract	– possible	30	days	to	recover	property,	no	title	is	
transferred,	and	nearly	impossible	to	add	a	commercial	second.

• Mortgage	– right	of	redemption	(not	popular).





The	most	common	ways	a	seller	
can	finance	or	help	finance	a	

sale:

1. Sell	their	property	using	a	1st position	note	and	trust	deed	or	land	
sales	contract	(can	be	used	in	Oregon).

2. Carry	a	second	position	note	and	trust	deed.
3. A	“wrap	around”	or	all-inclusive	note	and	trust	deed.	



What	factors	motivate	a	seller	to	finance	the	
sale?

1. Achieve	a	higher	selling	price	by	being	flexible	with	down	payment,	interest	rate,	term	(scenario	2).	

2. Create	an	income	stream	on	equity,	and	have	it	secured	against	their	own	property	(scenario	3).	

3. Minimize	taxes	by	accepting	principal	over	time	versus	a	lump	sum.

4. Only	way	to	sell	an	otherwise	“unloanable”	property	(i.e.	mobile	home	without	a	foundation	on	land,	home	
without	foundation,	building	that	was	substantially	damaged	by	flood,	fire,	wind,	or	a	property	with	oil	
contamination	that	the	buyer	will	clean	up).

5. A	buyer	might	not	qualify	for	financing	today:

• Doctors	that	had	a	foreclosure	in	the	last	few	years

• Working	couple	making	a	great	income,	excellent	credit,	but	not	enough	down	payment

• A	buyer	that	can	repair	a	house	deficiency	(such	as	put	on	new	roof,	paint,	electrical,	foundation,	to	earn	down	payment	and	then	

refinance.

• Not	enough	time	on	the	job	in	a	new	career

• Rates	went	up	so	quickly	they	no	longer	can	afford	a	home	in	the	neighborhood	they	want	to	be	in	(scenario	1).

• Time	to	repair,	credit,	and	then	refinance.

• They	have	a	trade-in	item	that	must	be	a	part	of	the	sale	(i.e.	luxury	boat,	timeshare,	or	a	contract	for	future	work	like	roof, electrical,	

painting,	essentially	things	a	lender	does	not	like).



Why	a	seller	might	choose	to	finance	a	sale	using	one	of	
the	above	security	agreements:

1. They	might	be	able	to	achieve	a	higher	selling	price	by	being	flexible	
with	the	lower	down	payment	or	interest	rate	and	term	are	all	
negotiable.

2. A	property	might	not	qualify	for	financing	and	this	allows	a	seller	to	
sell	and	move	on	(i.e.	no	foundation,	extensive	repairs,	land	locked).	

Continued:









SCENARIO	1

Bradley	and	Betty	decide	to	sell	their	3-plex.	They	owe	$325k	at	3.5%.	
Their	accepted	earnest	money	agreement	is	for	$950k	with	$250k	

down	and	a	seller	carried	Note	and	Trust	Deed	for	$700k	at	5.5%.	What	
is	their	blended	total	rate	of	return	on	this	note?	What	are	the	

obstacles	to	doing	this?

Note:	If	the	seller	does	not	pay	off	the	$325k	existing	first	at	closing	it	is	an	“all	inclusive”	Note	and	
Trust	Deed.	



The	Math:

Accepted	Earnest	Money:	 $950,000

Down	Payment:	 $250,000

Balance:	 $700,000

Interest	rate	on	Note: 5.5%	x	$700,000 $38,500

But	the	Seller	Pays:	Sellers	1st $325,000	@	3.5%	annual	interest	paid $11,375

Net	$$$	After	Payment:	 $27,125



Determine	how	much	equity	is	earning	$27,125	(Net	$$$)
$700,000	- $325,000	=	$375,000

=	7.2%				Real	or	“blended”	
rate	of	return

$27,125
$375,000



Another	Way	To	Look	At	It:

• On	the	1st of	$325k	he	earns	5.5%	but	pays	out	at	
3.5%,	so	he	nets	a	2%	override	(2%	x	$325k)
• On	the	equity	of	$375k	he	earns	5.5%
• Total	earned:	

$6,500

+$20,625
$27,125

Blended	rate	of	
return=	7.2%$27,125

$375,000



Scenario	2
John	and	Sara’s	home	is	listed	at	$725k.	Their	home	has	not	had	any	offers,	
they	already	bought	their	next	home	and	do	not	need	all	of	the	proceeds	of	

the	sale.	In	talking	to	their	realtor	Jenny,	she	mentioned	that	she	has	a	
couple	that	love	the	house	but	their	higher	interest	makes	them	no	longer	
eligible.	Jenny	called	their	lender	Josh	at	Academy	Mortgage	and	learned	
that	if	the	sellers	carried	a	2nd	note	and	trust	deed	at	3%	for	5	years,	they	
would	be	able	to	buy	the	home.	Their	first	position	loan	with	Josh	would	be	

at	6.5%.	

John	and	Sara	are	trying	to	decide:	do	they	carry	a	second	at	a	sales	price	of	
$725k	at	3%	for	5	years,	or	should	they	lower	the	price	to	$695k	in	hope	of	
getting	a	cash	out?	The	home	needs	to	be	updated	(carpet,	paint,	counters),	

and	the	buyers	are	happy	to	do	the	work	over	time.



Analysis:
• Take	the	cash	out	and	have	$695k.

• Buyers	put	10%	down	$69,500	and	borrow	90%	($625,500)



Analysis	Continued…	(Alternative	2)

Seller	can	get	$725k	- $695k	or	$30k	more	money	+	$2,175	each	year	for	five	years:

$725,000	- $695,000	=	$30,000	price	difference
3%	x	$72,500	2nd =	$10,875	($2,175	x	5	years)

$40,875	received	by	seller	over	5	years

$40,875/5	years	=	$8,175/year

Average	11.3%	return	on	this	transaction	yearly!!!

$725,000	 Selling	Price

-$72,500	10%	 Buyer	Down	Payment

-$72,500	10%	 Seller	Second	at	3%	for	5	years	($181.25/month	or	$2,175/year)

$580,000	 6.5%	First	Note	and	Trust	Deed	with	Josh	at	Academy	Mortgage

=	11.3%	average	annual	return$8,175
$72,500



SCENARIO	3

Jerry	and	Teri	are	ready	to	retire	in	2	years.	Combined,	they	currently	
earn	$200k.	They	want	to	sell	their	rental	house.	Realtor	Kelly	sat	with	
them	and	explained	why	they	might	consider	selling	the	rental	on	a	1st
note	and	trust	deed	vs.	selling	with	a	cash	out.	Kelly	said	they	would	
net	$600,000	after	commissions	and	closing	costs	if	they	sold	cash	out.	

The	math	looks	like	this:
$600,000 Net	Sale	Price
-$150,000	 Assumed	basis	for	this	example
$450,000 Long	Term	Capital	Gain	in	Year	of	Sale	

if	held	over	1	year	as	an	investment



The	$450,000	in	one	time	sale	gain	is	taxed	at	long	term	capital	gains	
rate	(15-20%	Federal	and	9.99%	State).

So	use	24.99%	combined
$450,000	x	24.99%	=	$112,455

$450,000	- $112,455	=	$337,545	NET	CASH	LEFT

Put	in	money	market	@	3%							$10,126.35/year
Put	in	stock	market?																				Risk	of	capital	loss
What	is	the	planned	use?

Also	Consider…



$600,000	note	and	trust	deed	earning	5%	for	5	years	=	$30,000	year	in	interest	only
There	could	be	some	principal	in	the	payment	– to	set	pay,	negotiate	the	term:	20	year,	30	
year	amortization

OR

Also	consider	stepping	the	payments:
5%	for	2	years	– $30,000	+	$30,000
6%	for	3	years	– $36,000	->	3	years
Total	income:	$168,000

Balloon	in	5	years	when	they	retire	which	lowers	the	transaction	into	a	lower	tax	bracket?



Long	Term	Capital	Gains	Rate Taxable	Income

0% $0	to	$44,625

15% $44,626	to	$492,300

20% $492,301	or	higher

Capital	Gains	Tax	Rates	for	2023


