Seller Carryback Financing

Let’s face it, selling your home can be pretty difficult, and even if you do find a buyer, who knows if they can obtain financing. In a buyers market sellers often entice buyers with special concessions such as seller paid closing costs and seller carryback financing. 

Seller carryback financing is basically when a seller acts as the bank or lender and carries a second lien on the subject property, which the buyer pays down each month. Not only is it offered as a means to getting the home sold, but often it’s necessary to get the deal done if conventional banks and lenders won’t offer the total amount of financing needed.
By offering seller carryback financing more buyers will be able to qualify to buy your home. It also makes your home more attractive to buyers, and can boost the sales price of your home as well. In addition to that, you’ll be earning interest each month as opposed to a straight cash sale.

The idea behind it is that if you believe in the value of your home and feel the buyer will make the payments without fail, it can be a good investment and a means to facilitate the sale of your home. In tough times, it may make of break the sale of your home as sellers shop around for the best terms, especially when conventional lenders offer less than 100% financing.

The interest rate on a seller carryback is determined by the buyer and seller, and takes into account the amount of down payment and the credit profile of the buyer. Obviously a buyer with poor credit will be subject to a much higher credit score than a borrower with a solid credit history.

The interest rate is usually in the range of 8-15% on a seller carryback, and the terms can vary just like a typical lender-based loan, ranging from a adjustable-rate to a fixed product. It is almost always higher than a market-based interest rate because it is assumed that a seller carryback is only being offered because no other bnak or lender will offer the same financing terms.

The structure of a seller carryback can vary based on what is negotiated between buyer and seller. Typically, a buyer will get an 80% first mortgage with a large bank or lender, put 10% down and carryback the remaining 10% with the seller. Sometimes the seller carryback will only be 5% or potentially up to 20% of the asking price.

Do keep in mind that many lenders don’t allow seller carryback financing, so it’s advisable to discuss your intentions with the broker or loan officer handling your deal.

If you are a seller thinking about offering carryback financing, do note that in the event of a foreclosure, you are the last party to be paid. The first mortgage always gets paid off first, and if little or no money remains after that, you may end up with a big loss.

Ask the buyer to give you permission to show you their loan approval and their credit report so you can make an informed decision before you put it in writing. And always create a formal document that details the interest rate, loan amount, terms, and have the paperwork notarized and handled by an escrow or title company.

Seller Carry Back Financing

So, your property is on the market at present and your Realtor has suggested that you should consider carrying a second mortgage/trust deed to facilitate the sale. You have heard the words "seller carry back" but, don’t understand the full implications. Who determines the interest rate, who collects the payments, what happens if the people stop making payments? 
The seller carry back mortgage is a tried and true method of facilitating the sale of your house. Due to high interest rates, it was virtually impossible in the early 1980’s to sell property without some form of seller carry back. Sometimes the property was owned free and clear and the seller carried a first mortgage or trust deed. Sometimes there was a first trust deed which the buyer took over and the seller carried a second mortgage. During those years, the more sophisticated sellers and Realtors used a document called an All Inclusive Deed of Trust, more commonly referred to as an AITD or wrap around. In any event, these were the seller carry backs.
The question of determining interest rate is fairly simple. This is a factor of down payment and credit. If the buyer has 5% down and terrible credit, this is obviously very risky. Frankly, if the buyer has 20% down and good credit they probably wouldn't even need a seller carry back. The next question is how long has the property been on the market and how motivated a seller are you? In many areas of the country the seller needs to consider a seller carry back in order to sell the property. Often the seller can achieve a higher sale price by offering a seller carry back.
The interest rate is determined by the buyer and seller. The buyer obviously wants to pay 5% interest for 30 years; the seller usually wants 15% for 2 years. The "typical" seller carry back might be 8%-12% with a period of 5-7 years. If this is a second mortgage most first mortgage holders will require a minimum of a 5 year term
Payments on your carryback mortgage can be mailed directly to your address, but this may not be a good idea. In the last 10-15 years, loan servicing has become very tricky with requirements for the lender to report interest paid by the borrower on both Federal and State tax forms.
Also, late fee notifications, first mortgage delinquencies and fire insurance concerns make this an area that should probably be handled by a professional. In the 1970’s it was common for a savings and loan to collect a note for either no fee or $2-5 per month; that was merely a "bookkeeping service." The typical collection fee today might be $10-30 a month, depending on the size of the note collected. It is very important in the typical seller carry back to be firm on the collection of monthly payments and be prepared to institute foreclosure proceedings quickly if necessary (with sufficient equity). Your equity position (buyer’s down payment and property appreciation) can be quickly eroded by non-payment of taxes or payments to the underlying lender.
The typical seller carry back situation is 10% down, 10% seller carry back and 80% first mortgage. Obviously, this is a percentage of the purchase price. To make it simple, a $100,000 house would have a $10,000 down payment, a $10,000 seller carry back and a $80,000 conventional first mortgage deed.
Finding Homes With Seller Financing

Have you tried to obtain a home mortgage recently? The paperwork is endless. However, if you are buying a home, there is a little-known method of avoiding the loan application paperwork nightmare. It's called "seller financing." 
Not every home can be purchased with seller financing -- but you're sure to find a home you like if you're persistent. In addition to avoiding all the mortgage paperwork, plus the possible disappointment of an application decline or a low appraisal, seller financing has no loan fees, no costly and unnecessary lender "garbage fees," and, best of all, quick approval by the anxious home seller. 
If you're in the market to buy a brand-new home, forget about easy seller financing. Home builders want cash so they usually aren't willing to finance your purchase. 
Advantages for the Seller
But many sellers will finance your purchase if you ask. Most home sellers prefer a cash sale. However, the smartest sellers realize the advantages for them of helping finance the buyer's purchase. 
These seller advantages include: 

1. Quick, easy sale 
2. Top-dollar sales price
3. Secure future interest income
4. Installment sale tax benefits
5. No need to wait for an appraisal and lender approval of the buyer's mortgage

Good candidates for seller financing
Approximately 50 percent of the nation's homes are owned free and clear with no mortgage. These residences are the best candidates for seller financing. Here are the signs of a home seller who will probably finance your purchase: 

1. Homes Advertised With Seller Financing
When searching for a home to buy, ask your real estate agent to show you homes offered with seller financing. However, in most communities, the number of homes listed with seller financing is very limited. Why? Most home sellers and their agents rarely think of offering seller financing. Only the smartest sellers do. 

2. Homes With Little or No Mortgage
Ask your real estate agent to also show you homes listed for sale which have either a small mortgage or no mortgage at all. These are the best candidates for seller financing. Your down payment of 10 to 20 percent will usually provide all the cash the seller needs to pay selling expenses, including the Realtor's sales commission. Homes with large mortgages are not good candidates for seller financing because the seller has very little equity. However, you might wish to buy such a house "subject to" the existing mortgage and take over its payments. But watch out for a due-on-sale clause which the lender could enforce (although few do in today's market). 

3. A Vacant House
Although not guaranteed, the best signal of a candidate for seller financing is a vacant house. If it is being sold by a wealthy or elderly seller, that's even better. When the seller has moved out of the home, they usually worry about the vacant house being vandalized. Also, the seller often needs additional income, such as for retirement living. Your purchase offer with a seller carryback mortgage can solve these problems for the seller and give you, the buyer, easy financing. 

4. Fixer-Upper Houses Most Lenders Won't Finance
Many mortgage lenders refuse to finance a fixer-upper house that needs extensive repairs. If the homeowner has died, after the heirs realize not many buyers want to purchase a fixer-upper house left by the decedent who failed to keep it in good condition, they often become agreeable to financing the sale. Contrary to popular myth, estates and heirs can carry back seller financing. 

Dealing with Listing Agents
In most communities, very few homes are listed for sale with seller financing. The reason is because most home sellers are dreaming of receiving all cash. 

However, when the conditions above indicate the seller might be in a position to finance the sale, if you want to own that home with easy financing then it's up to you to make a purchase offer providing for seller financing. Don't let the listing agent or your agent discourage you. 
Until the seller sees your purchase offer on the kitchen table, where all great family decisions are made, and can see the exact amount of monthly payments your offer provides, the seller and the listing agent have no idea if that is an acceptable purchase offer. 
Before your offer is presented to the seller, be sure your agent understands the benefits for the seller of financing the sale. These benefits include a quick easy sale for top dollar, plus installment sale tax deferral. Your agent must be enthusiastic if the offer is to be accepted by the seller. 
Explain Away the Seller's Biggest Fear
Most home sellers who carry back seller financing fear the buyer won't make the monthly payments and the seller will have to foreclose. They worry they will get the house back. 
The realty agent should explain to the seller this is the best thing that can happen to the seller. If the seller forecloses, then the seller can regain the property and resell it again for a second profit. However, this rarely happens. 
There are several ways for buyers to minimize this problem. One is for the buyer to make several payments in advance at the sale closing and keep ahead on the payments. But my favorite is to give the seller a year's post-dated checks in advance. This reassures the seller that all the seller must do is deposit the appropriate check on the first day of each month. 
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