
Seller �nancing can o�er several advantages to the seller in a real estate transaction. These bene�ts can be
both �nancial and practical, depending on the seller's situation and goals. Here are the key advantages:

1. Steady Income Stream
Seller �nancing creates a consistent monthly income stream through mortgage payments
from the buyer which includes interest on the amortized loan amount. This additional
interest income enhances the overall return on the sale. This can be especially attractive for
sellers who are looking for long-term cash �ow, such as those in retirement or those seeking
passive income. This especially appeals to landlords who no longer want to take on the
stress of renting the property. They retain their monthly income from the property until
payo� but have none of the hassles of being a landlord.

2. Tax Bene�ts
Seller �nancing may allow the seller to spread out the capital gains tax liability over several
years rather than paying a large sum upfront. This is possible through installment sales,
which can provide signi�cant tax advantages. In a traditional sale, the gains from a real
estate sale could put the seller into a di�erent tax bracket resulting in a higher tax rate on
the income from the property. Spreading out the additional income over years keeps the tax
rate lower.

3. Faster Sale
Seller �nancing can result in a quicker sale, reducing the time the property sits on the
market. If a seller �nancing o�er is accepted, the seller knows that the sale will go through.
The sale won’t be halted for a buyer that can’t secure �nancing or an appraisal that is below
the o�er. The sale won’t be slowed waiting for inspections and lawyers and agents to all
agree on a date. The simpli�ed transaction only requires two parties to expedite the process.

4. Control Over Terms
The seller has the �exibility to set the loan terms, including the interest rate, repayment
schedule, and down payment amount. This control allows the seller to tailor the �nancing
to meet their �nancial needs and risk tolerance. If the seller is willing to �nance but not for
the full mortgage term, balloon payments can be negotiated that will close the �nancing
after a preset term.



5. Potential for Future Pro�t
If the buyer defaults on the loan, the seller can foreclose and repossess the property to resell
it again. The seller would retain any payments received on the loan before default as well as
any improvements to the property made by the buyer, potentially earning even higher pro�t
from the subsequent sale.

6. Reduced Selling Costs
Seller �nancing reduces some of the costs associated with selling a property, such as
commission fees, appraisal fees, inspection fees, administration fees, and other closing costs
that are often associated with traditional �nancing methods.

7. Flexible Closing
The closing process can be quicker and more �exible because it may not involve the
traditional mortgage underwriting process. This can be particularly advantageous for sellers
who need to close quickly or who prefer not to deal with the complexities of traditional
lending. When you invite a traditional lender into a transaction, they are a third party in the
transaction. They place requirements, limitations, and timelines on the transaction that
must be met or the deal won’t move forward.

8. Maintaining a Relationship with the Property
For sellers who have an emotional attachment to the property, seller �nancing allows them
to maintain a connection with it. Since they retain an interest in the property until the loan
is paid o�, they may feel more secure knowing who the buyer is and how the property is
being used. Clauses can even be added to the transaction to ensure the use and care of the
property until the end of the �nancing term.

Seller �nancing o�ers sellers the opportunity to earn a higher return on their sale, maintain control over
the transaction, and potentially enjoy tax advantages. It can also make the sale process faster and more
�exible. Seller �nancing is a two-party transaction and can much more easily be expedited. A Seller
Financed transaction can be closed as fast as 7 days!



Pro�t and Loss Breakdown

Let’s look at the breakdown for a typical traditional lender sale of a $120,000 property:

Costs:
Down Payment: The buyer typically makes a down payment as a percentage of the purchase price, typically between 3% and 20%.
Loan Origination Fee: This fee is charged by the lender, typically between 0.5% and 1% of the loan amount.
Appraisal Fee: This fee is paid by the buyer but required by the lender, typically between $300 and $600.
Title Insurance: This fee is paid by the buyer but required by the lender, typically between $500 and $1000. This insurance is to guard
against any undiscovered problems related to transferring the title of the property.
Attorney Fees: This fee is paid by the buyer for a lawyer to prepare, notarize, and �le all the documents generated by both parties during
the purchase, typically between $500 and $1500. A lender requires a lawyer to complete the closing.
Escrow Fees: These fees are paid by the buyer but required by the lender, typically between $300 and $700. This is an administrative fee
charged for the opening and closing of multiple holding accounts used to process the funds for the transaction.
Recording Fees: These are fees charged by the county of record to �le the Deed of Trust and loan documents, typically between $100 and
$250
Mortgage Insurance: This fee is paid by the buyer but required by the lender, typically between 1% of the loan amount initially and
between 0.5% and 1% annually. This insurance is to protect the lender in case of default. This is insurance a lender forces a buyer to
purchase that names the lender as bene�ciary.
Initial Escrow Funding: This fee is paid by the buyer but required by the lender, typically 3 months of property taxes and insurance
premiums. For our $120,000 example property, we’ll assume property taxes are $2000 and insurance is $1200.
Real Estate Agent Commissions: These fees are typically paid from the seller’s proceeds and are split evenly between their buyer’s and
the seller’s agents, typically between 5% and 7%.

Seller Buyer

Real Estate Agent
Commissions

$7000.00 Down Payment $12,000.00

Existing Mortgage $50,000.00 Origination Fee $810.00

Appraisal $450.00

Title Insurance $750.00

Lawyer Fees $1000.00

Escrow Fees $500.00

Recording Fees $175

Mortgage Insurance $810, annually

Initial Escrow
Funding

$800

Seller Costs $57,000.00 Buyer Costs $17,295.00



At this point in the transaction, the Buyer has spent over $17K and the Seller has lost $57K. The remaining loan from the lender is going
to be $108,000. Let's assume that at current interest rates, our Buyer will receive a 6.5% interest rate over a 30-year �xed-rate mortgage.
Over a 30-year mortgage, the Buyer will spend $245,746.80 to repay the mortgage. Here is the pro�t and loss of a typical traditional
lender real estate sale:

Seller’s Pro�t Buyer’s Loss Money Collected By Others

$63,000.00 $251,041.80 $188,041.80

Only 26% of the money spent by the Buyer goes to the Seller

Let’s look at the breakdown for a typical Seller-�nanced sale of a $120,000 property:

Seller Buyer

Existing Mortgage $50,000.00 Down Payment $1200.00

Title Insurance $750.00

Recording Fees $175

Seller Costs $50,000.00 Buyer Costs $2,125.00

At this point in the transaction, the Buyer has spent just over $2K and the Seller has only lost the $50K to pay their existing mortgage.
The remaining seller-�nanced amount is going to be $118,800. The seller doesn’t have the overhead of a traditional lender so let's assume
a negotiated interest rate interest rate of 3.5%. Since the rate is lower, the Buyer agrees to a 20-year �nancing term. Over a 20-year term,
the Buyer will spend $165,360 to repay the mortgage. Here is the pro�t and loss of a typical traditional lender real estate sale:

Seller’s Pro�t Buyer’s Loss Money Collected By Others

$115,360.00 $167,485.00 $925.00

The entire process concludes 10 years faster, the tax burden is minimized, and 99.04% of
the money spent by the Buyer goes to the Seller. The Seller received 96% of the sale price
even after they paid the $50,000 existing mortgage! If there weren’t an existing mortgage to
pay, the Seller would have been paid 138% of the sale price!


