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Preface 

I would like to personally thank you for buying this book. I wrote this book with the intention of it 

being a complete guide for someone looking to purchase an owner financed home. I wasn’t sure what 

level you the reader had in real estate or purchasing an owner financed home so I intentionally wrote 

this book with the less seasoned purchaser in mind. If you are more experienced in home ownership or 

buying real estate please forgive as I attempt my best to explain real estate purchasing and home 

ownership. 

Another important reason why I wrote this book came from my personal experience. It became more 

and more obvious as I was investing in real estate that many of the people that inquired about my 

properties really didn’t know how to buy an owner financed home. It concerned me enough that within 

my own company we established practices and procedures that helped people at the beginning the 

process of buying an owner financed home. 

One simple step we implemented was to ask potential residents to visit a lender or mortgage broker 

before we approved them to move into a home. This step alone helped future residents get prepared 

for obtaining their own financing.  This gave them a road map to future financing and helped them 

understand the current issues they faced and the items that needed to be addressed to obtain financing 

in the future. We then added another suggestion that helped as well, that was to either enroll in credit 

repair or credit maintenance program before they move in. This helped the new residents from day one 

insure that they had the highest percentage of success in the future of obtaining their own financing. 

I want this book to be a step beyond those initial steps we took when we created what we call the 

Road to Home Ownership Program. I want this book to empower you with enough confidence to go out 

and find your new home regardless of your credit situation. As with everything in life this book is not the 

end all and be all to your quest to find an owner financed home. There are many great books that don’t 

dive specifically into this topic but cover items such as negotiations, real estate ownership, and real 

estate issues that can help you succeed in buying any home. 
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I included two brief introduction chapters on Real Estate Ownership and Real Estate Financing that I 

hope will give you a good grasp to understand the concepts and strategies to acquire owner financing 

homes.  

If there are parts in this book that you don’t understand or you need some clarification please email 

me at scottscanon@gmail.com.  
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1. Primer to Real Estate 

Ownership 

 

In this chapter I will give a very brief overview of how real estate ownership works in the United 

States. Your states laws will differ so I will keep this chapter to a high level of how ownership works and 

will give you enough knowledge to understand the concepts in this 

book. The concept of real estate ownership is much too large to go 

into detail in this book so please if you require more information 

check the end of the book titled More Information.  

Any first year law student or new real estate agent in training is 

usually given the bundle of sticks theory to real estate ownership. This seems to be the best way to 

explain it so why change what works. Imagine that you are holding a bundle of sticks in your fist. Each 

stick represents a right that you possess as an owner of a piece of property, including but certainly not 

limited to:  The right to build on the real estate.  

• The right to sell the property.  

• The right to lease the property.  

• The right to “burn down” (i.e. destroy) the property.  

• The right to do nothing with the property.  

• The right to give an easement that physically affects the property  

• The right to give a land contract that, over time, may result in a sale of the property.  

• The right to give a mortgage on the property as security for a loan.  

• The right to offer options on the property 

Wherever you exercise one, or more, of those rights, you give up some, or all, of your interest in that 

right’s corresponding stick. In order to re-acquire that right, you must re-acquire its corresponding stick, 

i.e. merge title back with you the original owner. 
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• If you want to purchase the property, you must acquire a Warranty Deed from the current 

owner that gives you all of the sticks of ownership that affect merchantability. 

• If you have leased the property, you must secure a cancellation of the lease from your lessee 

in order to re-acquire that Popsicle stick and merge title back to you. 

• If you have destroyed the property, you must satisfy any administrative body’s building 

requirements and secure certification that that you have done so in order to re-acquire that 

stick and merge title back to you. 

• If you have granted an Easement, you must secure a release of the Easement or a Quit Claim 

Deed from the Grantee in order to re-acquire that Popsicle stick and merge title back to you. 

• If you have given a Land Contract, you must secure a cancellation of the Land Contract or a 

Quit Claim Deed from the Land Contract Vendee in order to re-acquire that Popsicle stick and 

merge title back to you. 

• If you have given a Mortgage as security for a loan, you must secure a release or a 

cancellation of the Mortgage or a Quit Claim Deed from the Mortgagee in order to re-acquire 

that Stick and merge title back to you. 

With owner financing the owner of the property is giving you one or many of his or her sticks (rights) 

of ownership. The sticks he gives to you to hold might be sticks that you can use and get the benefit of 

today (such as a carry back mortgage) or might be something you have the right to in the future (such as 

land contract or a lease option).  
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2. Primer to Financing a Home 

(Traditionally) 

How does traditional financing work in 

today’s real estate market 

The Bank or Mortgage Company 

If you are quite familiar of how real estate financing works you can skip over this chapter or just 

briefly skim through it and see if you can learn anything new you might not have known. For those of 

you who may not be as familiar with how traditional financing works when you buy a home this chapter 

will give you a good working knowledge of most traditional financing methods. 

What is a Mortgage? 

Most of us are accustomed to calling our home loan a mortgage but that isn't an accurate definition 

of the term. A mortgage is not a loan, and it is not something that the lender gives you. It is a security 

instrument that you give to the lender, a document that protects the lender's interests in your property.  

How a Mortgage Works 

• There are two parties to a mortgage. You are the 

mortgagor, or borrower, and the lender is the 

mortgagee. 

• A mortgage document creates a lien on the property, 

which serves as a lender's security for the debt. The 

lien is recorded in public records, probably at your 

county courthouse. 

• Ownership cannot be transferred to someone else until you pay the debt to release the lien. 
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• Even if your loan is secured by a mortgage, you still have full title to the property.  No one 

else has rights of ownership. 

• A mortgage gives the lender the right to sell the secured property to recover funds if you do 

not pay the debt. The sales process is called foreclosure. 

• When a mortgage is used for security, foreclosure must usually progress through the court 

system. That type of foreclosure is called a judicial foreclosure. 

Deed of Trust 

Over half of the states in the United States use mortgages as security instruments. The other states 

use a deed of trust 

• Deed of Trust, which serves the same purpose, but with a few important differences. A deed 

of trust 

• Deed of Trust is a special kind of deed that is recorded in public records, where it tells 

everyone that there is a lien on your property. 

• A deed of trust involves three parties. You are the trustor, the lender is the beneficiary, and a 

third party is the trustee--someone who holds temporary (but not full) title until the lien is 

paid. 

• The trustee should be a neutral third party, someone who won't favor either you or the 

lender if problems crop up. In some states, attorneys act as trustees, and in others, title 

insurance companies often provide the service. 

• The trustee cannot take your property for no reason--documents are in place to protect 

against that. 

• The deed of trust is cancelled when the debt is paid. 

The Bottom Line 

The differences between a mortgage and a deed of trust affect home buyers only when foreclosure is 

an issue, because the trustee has the power to sell the house if your loan becomes delinquent. The 

lender must give the trustee proof of the delinquency and ask the trustee to initiate foreclosure 

proceedings. 
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The trustee must progress as allowed by law and as dictated in your deed of trust, but the process 

bypasses the court system, making it a much faster and cheaper way for the lender to foreclose. 

You cannot choose the way your loan is secured, that's determined by where you live, but it's 

important to have an understanding of the type of lien that secures the debt for your home. (1) 
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3. What is Owner Financing? 

What exactly is Owner financing and 

how does it Work? 

What is Owner Financing? 

So we went over briefly real estate ownership and financing concepts of when you buy a home 

traditionally now let’s talk about owner financing. 

Owner financing, occurs when the seller of a home 

finances all or a portion the sale of his or her own 

property. This is often referred to in real estate ads as 

"Owner Will Carry" or similar wording, meaning that 

the owner of the property will, in effect, act as a bank 

and loan the purchaser all or part of the money 

needed to purchase the owner's property. 

There can be several advantages to the seller for 

carrying financing, as it is also known. There can be 

tax advantages in spreading out the time over which 

an owner receives the money from the sale of a 

property. Also, many owners simply like the idea that 

they can receive a monthly income from a property 

even after they have sold it - and no longer have to 

worry about repairing leaky roofs or replacing dead 

water heaters.  

Another reason why many owners choose owner 

financing is this typically opens up the pool of available buyers. Many owners see this as one of the best 

reasons to offer financing. Not only does it open up the available buyers to people with good credit but 

it also gives the opportunity to someone that has a little challenged credit as well.  

Important Note: In almost all 

cases with owner financing you 

will in some way be paying 

more for the property than you 

would otherwise have to if you 

had the ability to obtain 

traditional financing. This might 

come in the form of paying a 

higher interest rate than is 

what is currently offered in the 

market place, or possibly a 

higher purchase price, limited 

tax benefits, or items such as 

limited ownership decisions. 
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4. What are the Types of 

Owner Financing? 

The three types of owner financing 

explained, Carry Backs, Contracts, and Lease 

Option 

In this chapter we go over the main types of owner financing. We will start out with the highest and 

most preferred and end with the least preferred form of owner financing. I determine the highest 

preferred type of owner financing by the financing that gives you the buyer the most control and gives 

you the most rights to owner ship.  

When it comes to owner financing there really are only three main types. These types do differ quite 

a bit, each with its pros and cons.  The three main types we will go over in this chapter are Owner/Seller 

Carry Backs, Contracts (Contract For Deeds, Land Contracts, Deed For Title), and Lease Option (Rent to 

Own). Within these three main types I have divided each into sections. 

Description, How the type is defined and what it means. What is it commonly marketed and referred 

as. What are the most common elements of this type of owner financing. 

Example, I then follow up the description with a real world example of how the financing works. 

Reasons, Explanation about why this works for the owner of the property and explanations why it 

works for the buyer of the property 

Common Questions, Here I tackle the most common questions in regards to the type of owner 

financing. 

End Financing, what are the most likely challenges and issues you will face when obtaining your own 

financing or cashing out with this particular type of owner financing. 
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The Owner/Seller Carry Back 

A seller carry-back is when the seller agrees to "carry back" some or the entire purchase price of a 

property for the buyer. In other words, instead of getting the full sales price of the property (less 

outstanding liens), the seller accepts a certain amount of the purchase price in the form of a promissory 

note from the buyer. This note is usually secured by the property, making it a "purchase money" loan for 

purposes of determining recourse, which means there usually isn't recourse on the buyer. Furthermore, 

the seller's trust deed is usually in second or third position, behind the primary loan and possibly a 

secondary loan. 

Example Owner/Seller Carry Back 

A typical seller carry back situation. Let’s use a $100,000 purchase price. The buyer has 10% 

($10,000) plus closing costs of 2% ($2,000) up front to put down and to cover the closing. The buyer has 

been approved for an 80% ($80,000) loan and the lender does allow a seller carry back (this point is 

important). The seller is willing to carry back 10% ($10,000) on a purchase money loan which will be 

secured by the property. 

It really is that simple. Where it becomes a little difficult is in the details. Such as how long is the 

carry back for? What is the interest rate? Is it interest only or based on a 30 year fixed rate? When are 

the payments due? Will your lender allow you to get a seller carry back? 

Carry Back Issues that affect the Seller 

A carry back works for the seller generally because the seller gets a portion of his or her money up 

front. If there is underlying financing on the property the seller would get the difference after the payoff 

but this might be sufficient to not only pay this off but put some money in the seller’s pocket.  

Risks involved 

Quite often in a seller carry back the seller risks losing all or some of their money. If the buyer 

defaults on the payments to the seller in a carry back the seller most likely would have to foreclose. Not 

only does the seller have to go through the legal steps of foreclosure, they might have to wait a certain 

amount of time to do this as well. Add to this that if the seller forecloses that doesn’t give them the first 

right to the property. In most cases the seller will have to take care of the financing that is in the first or 
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second position ahead of them. This alone makes it less appealing for an owner to go through this. Just 

this possibility alone makes seller carry backs less desirable to owners of properties offering owner 

financing. 

Why a Carry Back works for the Buyer 

First and foremost it usually gives the buyer the opportunity to buy a home they wouldn’t ordinarily 

be able to buy. You simply don’t have to come up with as much money down. In most cases the first 

mortgage costs will be lower because it is a lower loan to value on the property.  

Carry Back Common Questions 

Carry backs are typically the least understood type of owner financing. Here are some of the most 

common questions when considering a seller carry back. 

What are the Interest Rates on 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. (2) 

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 

When Are Payments Due on a Carry Back? 

Payments are usually due on the 1st or 5th of the month, which sometime given for a grace period. I 

always like owner carry back payments to be due at the 15th of the month. This helps people budget 

because most of time households have most of their payments for bills going out within the first ten 
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days of the month this gives them a little breathing room. I’ve had some seller carry backs due on the 

21st just for this reason as well. 

The bottom line on due date is this can be negotiated between the buyer and seller of the property 

at the front end of the deal. There is no hard or fast rule here whatever works for both parties. 

Will Your Lender Allow a Carry Back? 

Here is an unbreakable rule that you should follow. Failure to follow this could get you in a lot of 

trouble. If you are seeking a seller carry back make sure you disclose this to your lender. Some lenders 

simply don’t allow you to do a seller carry back. If you are approved with a lender like this and during 

the process they find out about the carry back they will most likely kill your deal and red flag you in their 

system.  

That being said the lenders that allow seller carry backs understand it in great detail and you should 

not overly disclose the fact that there is a carry back. While that may seem contrary to what I said in the 

above paragraph it is the reality of the marketplace. This can be addressed by simply working with a 

competent mortgage broker who has done seller carry backs or working with a good real estate attorney 

in your area to ensure you disclosing everything required to your future lender. 

What if you default on my first mortgage? 

If you default on your first mortgage you will go through the foreclosure process outlined by your 

individual state. Each state is different and has a different time line. What this means for you carry back 

is simply they are most likely in line behind the first or possibly second mortgage waiting to get paid. A 

real quick overview of how this works is the first lender forecloses and at a certain point in time has the 

ability to redeem the property that is held as security for the note. If the lender chooses to redeem the 

property they simply pay what the redemption amount is. Now the next lender in line has the ability to 

redeem as well, only they have to essentially redeem from the first lender paying total mortgage 

amount, plus fees, and legal costs. As you can see a seller looking to get their money back in the second 

position has a long road to go before they can even begin to recover their equity.  

What about your down payment? It should go without saying that you lose all of your down payment 

and any equity you had in the home.  
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The outlined process above is the main reason why most seller carry backs require you to at least put 

5% down. Most will not even consider it without 10% as this shows you have a large amount of vested 

interest in the property and will do what you need to protect your equity. 

What if you default on the carry back mortgage? 

If you were to default on a carry back mortgage the process is essentially the same as if you were to 

default on the first with some minor changes. The owner of the carry back would have to foreclose on 

the property. From there they would have to buyout any liens that were ahead of them on title. This can 

get rather expensive but most sellers if they positioned themselves right would do just exactly this. 

Remember just because you default on a seller carry back does not make the lien on the property go 

away. The note is still secured against the property and if you sold or refinanced the property you would 

have to pay off this lien. 

If you are about to default on a seller carry back mortgage the right thing to do is open up a line of 

communication with the person or company who holds the note. If the issue is temporary working 

together you should be able to figure it out. If the issue is much larger than that you might find that this 

person or company will have the experience to help you sell the property quickly, rent the property 

quickly, or possibly help you find a new owner financing resident to occupy the property. Both you and 

the note holder have a vested interest in having a successful relationship. 

Are you responsible for repairs? 

Yes, you own the property and you want to protect your home to keep its current and future value. 
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Contracts (Land Contracts, Contract for Deeds, Deed for Title) 

The terminology for a contract type transaction will be a little more difficult because each state or 

area has their own terminology for what they call this type of owner financing. Generally speaking what 

Contracts mean is a type of owner financing where the buyer and seller agree in contract to the transfer 

of the deed upon some condition being met. This form of owner financing actually is more recognized as 

a form of ownership because it typically gives more rights of usage of the property to the buyer. While 

not typically transferring full ownership it gives all the benefits of ownership. Take the example of a 

contract for deed; a contract for deed is essentially a promise that at some time in the future the seller 

will sign a warranty deed to the buyer once some condition is met. This condition is usually cash or 

financing brought to the table to pay off the contract for deed. 

Example Contract Type Transaction 

 For a contract type example we will use the same property as before. The property was listed for 

$225,000 and owner financing was offered. The buyers come in with $11,250.00 for a down payment 

which left a remaining balance or payoff of $213,750.00.  The seller and buyer negotiated over a interest 

rate for this remainder balance and agreed on a 7.5% interest only payment with a lump sum payoff of 

the contract within 3 years of the start date. The buyer was also responsible for paying property taxes 

and insurance. 

So the payments were broken down as, $1,335.94 interest only payment, $222.00 for taxes, and 

$92.00 for property insurance for a total monthly cost of $1,649.94. In addition to this sometime within 

36 months the buyer will then have to refinance or sell the property for at least $213,750. 

Why Contract Type Deals work for Sellers 

Owners primarily like contract deals because it gets more cash up front and is a transaction that is 

easier to manage over time. Why is it easier to manage? Quite simply it is expected to be maintenance 

free since it contains more ownership factors and like the seller carry back the owner is simply the bank.  

While this is not completely true. Most owners will choose a contract type deal over a carry back if 

the buyer appears to be somewhat of a risk. The reason for this is it is much easier to get the property 

back in the event of nonpayment. Typically on a seller carry back you have to go through the formal 

foreclosure process. If a contract is structured right for a seller they would only have to typically go 
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through contract cancellation legal steps. This is typically longer than the cancellation of rent or eviction 

but much shorter than the foreclosure process. This wait could be substantial, for instance in your state 

the foreclosure process could last 8 – 12 months, but the cancellation of a contract could only be 60 – 90 

days. 

Why Contract Type Deals work for Buyers 

Quite simply it gives the buyer most of the benefits have having their own financing with none of the 

hassles of bank financing. There aren’t the long forms and disclosures and you tend to get the full use of 

the property and taxable benefits as well. It is also generally easier to cash out of a contract type of deal 

than that of a rent to own or seller carry back. Simply because usually the contract type deal is one 

price.  

Contract Questions 

What is Vendee and Vendor 

These are contract words for Seller and Buyer. The buyer is referred to as the Vendee and the Seller 

as the Vendor. Remember the Seller is giving away one of his or her rights (sticks) to the property. 

What is the typical down payment for a Contract type deal? 

At a minimum 5% of the purchase price, it will be rare to find something below that. It is not unheard 

of for many owners to require 10% and up for a down payment. Of course this depends on terms. Most 

contract type deals that I see range from 5 – 10 % down. When I see a contract deal with more than 10% 

down typically the term of the agreement lasts for at least 7 years. 

When are payments due 

Payments on a contract are usually due on from the 1st to the 7th of the month with possibly a grace 

period of 3 – 5 days. This of course is negotiable by both the buyer and seller. Whatever tends to work 

for both parties can be written into the contract. 
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What is the interest rate on a contract type deal 

You can generally expect the interest rate on any contract type deal to be above what you could get 

in the market place. Some factors could actually make this rate better though. For instance what is the 

term of the contract? Is the payment interest only or paying down some of the principle every month? 

How much down payment is put up front? Is there lump sum payments later down the road, for 

instance, does the buyer put down 10,000 now and 10,000 in 12 months.  

What if you default on the contract? 

The rules for default on a contract differ per state but there tends to be some commonality between 

the states. For instance to get someone who defaulted on a contract out of a property is typically slightly 

longer and contains more legal issues than a straight rent situation.  Most states it ranges from 60 – 90 

days before you can officially get an order to evict someone from a property that has a defaulted 

contract.  

Are you responsible for repairs? 

I would say on 95% of all contract type transactions the buyer is responsible for repairs, providing a 

couple of factors. The damage wasn’t known until move in or it is specifically addressed in the contract 

signed by both the seller and buyer. Most sellers will fix an issue that was determined to be caused or 

present at the time of move in. Anything after move in is typically the responsibility of the new owner. 

What are the typical tax benefits? 

This differs per state and is also a federal issue. Generally you get the full tax benefits of owning the 

property. You can write off the interest you have paid on the contract and write off the property taxes if 

you pay them. 

How do you cash out (get your own financing) of a contract type deal? 

A contract type deal is typically one of the easiest types of owner financing to cash out of. Most 

lenders will treat the property as seasoned and that you already own it. Some will actually simply make 

the new financing a refinance and you can use the appraised value as opposed to the purchase price 

listed on the contract (the appraised value is typically more than what is on the contract). 
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Lease Option (Lease to Own, Rent to Own, Rent to Buy, Renting to Own) 

Rent to Own or Lease Option is a form of owner financing where you rent for a period of time and 

during this time you have the option to purchase the property. A lease option seems at time to be the 

most difficult to explain because it contains so many different variables and it doesn’t have the 

standardization as with the other forms of owner financing. 

 In a lease option typically you will have two agreements, a lease which is just like a standard lease 

you will see while renting, and an option agreement. This option agreement is what outlines your right 

or option to purchase the property. 

For the remainder of this book I will refer to rent to own, rent to buy, renting to own as a Lease 

Option. Although a lease option will be more commonly known and marketed as a “rent to own” you 

should try to keep in mind that a rent to own is a lease option, and the term lease option describes this 

type of owner financing best. 

It should be noted that a Lease Option contains the least amount of actual ownership in a property 

compared to the other forms of owner financing available.  Those two words Lease Option really explain 

it all. Lease means you are leasing (renting) the property. Option means you have the option to purchase 

(buy) the property.  So during the lease period you and the owner of the property are in a landlord 

tenant relationship. Also during this time which usually runs in conjunction with the lease you have the 

right to buy the property from the owner. Usually this is the exclusive right to buy and usually you can 

buy the property at any time during your option period. You will often see that with a lease option you 

are offered what is called Rent Credits. A Rent Credit is not actual money at the time you pay rent, you 

should think of it as money that is either applied to the purchase price (option price) when you exercise 

your option (buy the property) or can be used as an owner contribution towards closing costs when you 

acquire your own financing. 
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Example Lease Option 

Let’s take the same house of $225,000. The owner of the home is offering lease option terms and 

requires 3% up front as an non refundable option payment. (225,000 x .03) = $6,750.00 option payment 

which is credited towards the purchase price. Rental payment of $1,550 a month with a 250.00 a month 

rent credit providing rent is paid on time. The term of the option lasts for 24 months at which time the 

option expires. So fast forward 24 months what does it take to exercise your option on the property and 

own it? 

 Lease Option by the Numbers 

Locked in Purchase Price  225,000 

Non Refundable Option Payment                -6,750  

Rent Credits (250 x 24)       -6,000 

Price You Must Cash out  212,250 

Not bad, especially if the property appreciated in value in those 24 months. Remember though that 

during this rental period you don’t get the benefits of ownership that you would get from a contract 

type transaction or a carry back.  

The one thing about lease options is they tend to be offered in many different forms and fashions. 

Each investor or owner that I know that does a lease option has their own style or way they like to 

structure them. 

How does the lease option affect the Seller 

A lease option works for a seller of property for quite a few reasons. Generally the seller gets to 

retain the taxable benefits of the property. One other point that makes it a great fit for the seller is the 

option payment typically is not taxable income until the option is exercised on the property.  

A negative aspect of a lease option comes if the actual option is recorded against the title. Typically 

under this situation with a clouded title the seller is not able to obtain or change the financing. Also the 

seller will get no benefits of any future appreciation on the property unless the option is not exercised.   
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How does a lease option affect the Buyer 

Under a lease option the buyer gets the same tax benefits as if he or she were renting. A lease option 

is a great fit in situations where you aren’t quite sure if you want to live in an area, it gives you the 

ability to live in a home and if you so choose in the future exercise your option. You have the right to but 

not the obligation. As stated before most lease options have a fixed purchase price. So if the property 

increases in value and you exercise the option to purchase you essentially receive the net benefit of the 

value. 

Common Lease Option Questions 

Is my Option Payment Refundable? 

I would say in 99% of all lease options you will see the option payment is not refundable. There is a 

good reason for this, first the owner is giving you the exclusive option to purchase the property and this 

limits their ability to do many things with the prepared compared if they were just renting it out. Second 

typically they are locking in the purchase price upfront so any appreciation or increase in value you will 

be getting benefit of. The owner will want some compensation for this possible future loss of potential 

profit.  

What is the typical option payment required? 

This can range from area and seller. I have seen anything from $500 to a large percentage such as 

10%. Generally you will see that owners require 3% of the purchase price as an option payment. I would 

say anything over 5% is most likely unreasonable but if the property is a unique kind of property such as 

a lakefront or ocean front property this might demand a higher up front payment. 

When are payments due 

Payments on a lease option are typically due by the 1st of the month and usually not later than the 

5th. Typical items that you see in just about any lease are pertinent in most lease options. 
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Do I have to cash out the property? 

On a lease option you are not required to cash out of the property. The key word really is you have 

the option o purchase not the obligation. Usually you have the exclusive option to purchase the 

property.  

What is a sandwich lease option? 

A sandwich lease option is where someone leases a property with the option to purchase and then 

they essentially do the same thing with someone else. For example, let’s say I meet a seller of a property 

worth 100,000 and offer to pay a rental payment for 5 years and also would like the option to purchase 

the property anytime in the next five years for 100,000. I also have an agreement that allows me to 

sublease the property. I then market for a rent to own and find someone else to lease option the 

property to let’s say for 110,000 and 100.00 more than my rental payment is.  

I still use this type of transaction today and is a common type of transaction and but it is something 

that you need to be careful with. If you find out that the home you are interested is a sandwich lease 

option make sure you follow the steps outlined in the chapter on how to cover yourself after you close 

the deal. 

Am I responsible for repairs? 

Most lease options contain a provision for a tenant to be responsible for repairs. While this is 

completely legal and can be contracted in as long as both parties agree, this does not let the landlord off 

the hook for not making repairs that make the property inhabitable.  It is reasonable for a landlord to 

require a tenant be responsible for repairs, because this is going to be their home. That being said  

What are the tax benefits of a lease option for the ‘Buyer’? 

This will differ per state but generally whatever tax benefits you get while you are in the rental 

period are the same as what you would receive under a standard rent situation in your state.  
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What if you default on a lease option? 

There are typically two ways to default on a lease option. Either you pay your rental payment late or 

you fail to exercise the option to purchase the property. Most lease options will include a clause in 

option agreement that states if you make your rent payment late or fail to make your rent payment that 

your option is cancelled. Thus missing or making late payments could cause you to lose your option 

payment and right to purchase the property. Of course this is at the owner’s discretion to enforce. 

Would an owner enforce this? This depends on many factors, such as what is the value of the property, 

does the owner want to work with you, or have you and the owner had good communication over the 

course your rental relationship.  

How do you cash out of a lease option 

Obtaining financing on a lease option is probably the most difficult of the three main owner financing 

types. The main reason for this is that lenders tend to view lease option cash out as an actual purchase 

and thus use that criteria to qualify you for a loan.  I have had some experience with lenders treating 

lease option cash out as a refinance but those seem to be few and far between.  

So what does this mean? On a lease option you may have to come up with some additional money 

for closing costs or maybe possibly more money to put down to decrease the loan to value on the 

financing. This is why the step of you visiting a mortgage professional before you decide on what type of 

owner financing deal is a fit for you is a must. A good mortgage professional will be able to tell you what 

programs are currently offered and reasonably what future programs you can expect to have available 

to you when you are prepared to exercise your option to purchase. 
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5. Getting Prepared to Find 

Owner Financed Homes 

 

This step of the process is the most important step. If you spend a little up front time and 

organization this can go a long way to saving you time, money, and effort in searching and 

closing on an owner financed home.  

I have a great story to illustrate exactly what I mean. A few years ago I was marketing a 

house for seller financing. This home was a nice home in a very desirable area, mainly because 

of the school system. I had a lot of response; in fact I was able to schedule my showings just 

about any time that worked in my schedule. To save time I scheduled all my showings on one 

Saturday afternoon over the course of two hours. This house was priced perfect at 259,000 and 

was a good deal at that. So Saturday comes around and I have 10 – 12 people show up. That day 

I received 4 offers, 3 people had filled out applications for my property. Three people had put 

down a hold payment.  

• The first had a $10,000 down payment could afford the payments and had a recent 

bankruptcy, and they had owned a home before. 

• The second had a $18,000 down payment, could afford the payments but had never 

owned a home before 

• The third, had $7,500 down payment, could afford the payments and had owned a 

house before. 

Which one do you think I chose? 

Well that is not a fair question because I didn’t give you the full story. Here is what 

happened. 

• The first showed up late (half hour) without calling, and although they did have the 

10,000 couldn’t tell me where they got their down payment. 
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• The second had a substantial down payment ($18,000) and could afford the house so 

they were actually my first pick just based on that until the third party showed up. 

• The third family showed up and although they didn’t have the required 5% down 

payment what they did have impressed upon me they were a much better fit.  

First they showed up and toured the house. This was towards the end of the showing time 

slot so they were about the last people to show up. The first question they asked me is what is 

the length of the term of the owner financing? I said as short as possible but maximum of 48 

months. That started a very good and detailed explanation of how, what, when and where they 

had been and where they wanted to go. They explained to me how they got their credit to this 

situation. Also they told me they had already visited with a local mortgage broker and had a 

letter stating that they were meeting regularly with them to stay on track. Not only that they 

brought their credit reports, pay stubs and a told me they had been enrolled in a credit 

maintenance program for the last two months.  

Needless to say I was impressed and it proved to me (remember in owner financing the 

owner is the bank) that they took this as seriously as I did. 

Here is what we ended up settling on. Since they didn’t have the full down payment I was 

seeking we agreed to bump the monthly payment up a bit and made it interest only. We also 

agreed on a 2 year term for a purchase price of $259,000. They didn’t think they would need a 

third year but we negotiated in a third year just in case. This third year we did increase the 

purchase price to $268,000 which was important to me because it gives more incentive for them 

to cash me out sooner.  

So how did this deal end? Within 18 months I was cashed out of this house and they had 

their own financing. I am also aware because we keep in touch every now and then that they 

have sold that house and stepped up to a larger more expensive house that was a better fit for 

their family. 

I tell you this story to illustrate just one fact. When you are looking for a home on owner 

financing the more prepared you are not only helps you and your family it helps the owner (the 

Bank) to make the decision in your favor.  
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Your Budget: How much home can you afford? 

As you think about applying for a home loan, you need to consider your personal finances. How 

much you earn versus how much you owe will likely determine how much a lender will allow you to 

borrow.  

First, determine your gross monthly income. This will include any regular and recurring income that 

you can document. Unfortunately, if you can't document the income or it doesn't show up on your tax 

return, then you can't use it to qualify for a loan. However, you can use unearned sources of income 

such as alimony or lottery payoffs. And if you own income-producing assets such as real estate or stocks, 

the income from those can be estimated and used in this calculation. If you have questions about your 

specific situation, any good loan officer can review the rules.  

Next, calculate your monthly debt load. This includes all monthly debt obligations like credit cards, 

installment loans, car loans, personal debts or any other ongoing monthly obligation like alimony or 

child support. If it is revolving debt like a credit card, use the minimum monthly payment for this 

calculation. If it is installment debt, use the current monthly payment to calculate your debt load. And 

you don't have to consider a debt at all if it is scheduled to be paid off in less than six months. Add all 

this up and it is a figure we'll call your monthly debt service.  

In a nutshell, most lenders don't want you to take out a loan that will overload your ability to repay 

everybody you owe. Although every lender has slightly different formulas, here is a rough idea of how 

they look at the numbers. 

Typically, your monthly housing expense, including monthly payments for taxes and insurance, 

should not exceed about 28 percent of your gross monthly income. If you don't know what your tax and 

insurance expense will be, you can estimate that about 15 percent of your payment will go toward this 

expense. The remainder can be used for principal and interest repayment.  

In addition, your proposed monthly housing expense and your total monthly debt service combined 

cannot exceed about 36 percent of your gross monthly income. If it does, your application may exceed 

the lender's underwriting guidelines and your loan may not be approved.  

Depending on your individual situation, there may be more or less flexibility in the 28 percent and 36 

percent guidelines. For example, if you are able to buy the home while borrowing less than 80 percent 
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of the home's value by making a large cash down payment, the qualifying ratios become less critical. 

Likewise, if Bill Gates or a rich uncle is willing to cosign on the loan with you, lenders will be much less 

focused on the guidelines discussed here.  

Remember that there are hundreds of loan programs available in today's lending market and every 

one of them has different guidelines. So don't be discouraged if your dream home seems out of reach. 

(3) 

Create a New Home Buying Packet 

Imagine you are the owner of property and two prospective people show up to view your very nice 

home in a hard to get neighborhood. One walks in and looks around and sits down and fills out an 

application on the spot, gives you a check and says they have to fax in the other items when I get home. 

The next comes in and looks around, and not only fills out an application, gives you a hold check, but 

paystubs, copies of license of anybody over 18, a letter stating why they are not able to get financing, a 

letter from a mortgage broker they have visited with stating that they should be able to obtain financing 

with al little bit of credit maintenance and time, 2 letter of recommendations, and supporting 

documentation showing they have enough in the bank for the upfront payment. 

As an owner who would you choose? Who would you presume would give you less trouble over the 

next few years of your possible relationship? Who do you think is serious about taking the steps to 

owning the property? 

This might seem like overkill but having a good new home buying packet to provide to a decision 

maker will help you in more ways than you can imagine. 

Paystubs 

Make sure you keep at least 2 months worth of pay stubs with you in your search. This will help you 

with whomever you happen to meet. Either an owner, property management firm or possibly a private 

lender. 
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Credit report 

You can get your credit report very easily this day. I suggest you subscribe to a service where you can 

get your credit report at moment’s notice. While any owner or property Management Company will pull 

your credit themselves, if you have a copy you once again show you are serious about home ownership. 

Letter stating your past history 

This letter should be in the front of the packet. There is no need to get to personal here but you 

should briefly explain how and why you are where you are. Even if it was some bad decisions you made 

along the way. Being up front and honest here will go along way with anybody who has to approve you. 

Remember they are going to be pulling your credit and background report themselves and most 

management companies or owners are somewhat adept at picking up the minor points of these reports. 

If you provide a letter of explanation up front you can literally cancel out many negative items that show 

you in a bad light. 

Supporting documents 

What supporting documents should you provide? 

• Copy of license of anybody in household over 18 

• Recent bank statements of all who will be on the lease 

• If upfront payment is a gift or provided by someone other than who will be on the agreement 

provide a letter of explanation and intent 

• Any other documents you feel would be pertinent to an owner or management company to 

make an informed decision about your financial ability or background. 

Letter of recommendations 

This might seem like an unnecessary item but this will actually help. Truth be told most management 

companies or owners never get around to actually calling the references you put down on your 

application. If they do why not save them the phone call and provide a nice letter of recommendation 

on why you are trustworthy and a person to consider for any type of transaction. 
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Visit with your bank, a mortgage broker, or lender 

A visit with a good mortgage broker or your local bank to find out how far away you are from 

financing might surprise you. In fact your credit might not be as bad as you think. There might be some 

program that will allow you to get financing right now. Not only that you can get a current benchmark of 

where you are and where you need to be to get financing. This will give you a good shot of reality of 

what you need to start planning for. 

Get feedback 

It is important that you work with someone who is experienced in credit challenges and will give you 

feedback of the necessary steps you need to take. Sometimes it might be just as simple as pay your bills 

on time and we will revisit your credit worthiness in 6 months.  

Get letter of visit 

Ask the bank or broker to write you a quick letter. They shouldn’t have a problem with this as they 

are used to writing approval letters all the time. You are not looking for approval letter though; you are 

simply looking for a letter or memo with their letter head stating you have sat down and had a 

consultation with them in regards to financing. This gives you the proof you need to present to a 

management company or owner of a property that you are on track with what it will take to finance a 

property. 

Credit Repair/Credit Monitoring 

If needed enroll in credit repair, at a minimum enroll in a credit monitoring program. Sure you can do 

credit repair yourself. There are a few books out there that can guide you through the process but there 

are companies these days that are very adept at this exact type of work. I suggest you employ a 

reputable credit repair company to help you. They know the law and the ins and outs of disputes and 

what can be accomplished and not.  
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Real estate Attorney 

A good real estate attorney is a must if you are looking for a owner financing type of deal. Owner 

financing is not quite like working with real estate agents and going out and buying a house on the open 

market. There are forms used every day that real estate agents, buyers, sellers, title companies, and 

other real estate professionals are used to seeing day and day out. With owner financing this isn’t 

necessarily the case. Take a lease option for instance. Usually the owner or management company you 

are dealing with will provide you with the lease option paperwork for you to sign. Most of the time this 

will be completely okay but having a attorney on your side will help you to make sure you are not 

signing something a that will limit your ability to take full advantage of option. You can bet most 

seasoned investors or management companies have had their contract either read or created by their 

real estate attorney, so should you. IN fact a good well connected real estate attorney might even be 

able to help you find people who have owner financed homes.  

In my area one of the major real estate attorney’s I work with quite a bit calls me and about 6 or 7 

other people very active in owner financing when he has someone who is interested in finding a new 

home. 

Real Estate Agent Partner 

This could be a whole chapter on its own but I chose not to make it one. Why? I assumed that you 

will not be working with a real estate agent in your search for an owner financed home. I am in no way 

against working with a real estate agent or Realtor, in fact it has its benefit but most people who search 

for owner financing tend to do it themselves.  

I consider a good real estate agent to be literally an expert in a given area or region of real estate. 

Once you decide the area that you want to live in it would be prudent to connect with a real estate 

agent who is an expert in your area. Quite simply they will be able to give you tremendous amount of 

insight and advice about any home you may have found. There are a couple of things to keep in mind. 

Ask the agent if they will simply help you with the process and not represent you. Some agents may 

have a problem with this, which is understandable because anytime they give advice they could be liable 

for how that advice is used.  
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If you employ a substantial amount of time with an agent you should compensate them for this time. 

Some agents might help you out first hoping that you will eventually need to use a agent in your search. 

I suggest you be completely upfront with any agents you interact with, this not only will save you 

unnecessary headache but they will appreciate this and be more willing to help you out.  

Here is what I would suggest you say when you begin your search for owner financed homes (I have 

tested this script on over 20 agents all over the country in writing this book; it has given me positive 

results each and every time): 

Hi, My name is XX 

I am in the market for a new home in area and I have seen your ad in quite a few places, it 

seems you really know this area well? 

….. (I would let the agent respond and speak to this but cut them off if they started asking me 

questions) 

I want to be completely fair and upfront with you, I am in the market for an owner financed 

home and I intend to the bulk of my searching and negotiations myself. That being said I will need 

some help with making sure I am getting a good value and possibly other minor items as I find my 

new home. Items such as quick CMA’s and listing informational reports. I know having an expert 

Realtor such as you helping me and my family with these items is worth its weight in gold. I am 

willing to pay you for your time, is this something you could help me out with or probably not? 

Remember your aim is not necessarily for items such as CMA’s, value reports and listing reports, this 

information is easily obtainable what you want is their experience and knowledge of the local real estate 

market. Ideally you want someone that when you have a tentative deal on your new home signed up 

you can call and leverage their insight, knowledge and experience in the local market. A good real estate 

agent or Realtor is literally worth their weight in gold. 
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6. How to Find Owner 

Financed Homes (Traditional 

Way) 

 

Finding owner financing homes can be rather easier than you might have guessed. There are websites, 

local papers, and even if you search your local MLS they do allow for owner financing options to be 

selected in advanced search options. 

Web/Online 

CraigsList.com 

Craig’s list can be a hit and miss at times. Sometimes you get lucky and find a good deal or a property 

that is a gem. Other times you will respond to an ad and no one will respond in any way whatsoever. 

This is mainly due to the fact that it is free to list on CraigsList.com. So literally anybody with a computer 

and an email can list just about anything. The flagging system in Craig’s List is community managed and 

does tend to work. If you are actively searching Craig’s list daily I suggest you select an area and 

subscribe via a RSS feed so you can view listings as they become available. 

You want to look in two main areas of Craig’s list. The apts/housing for rent and real estate for sale 

sections. Both of these will contain owner financing type of deals.  

Backpage.com 

Backpage.com is another site similar to CraigsList.com except it gets about half the physical traffic 

that CraigsList.com obtains. Back Page also gives people the ability to list their property as a featured 

property or ad for a small payment.  The strategies you use for craigs list can be used here as well. Check 
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the following sections for owner financed homes: Rentals - apt/condo/house and Real Estate - 

house/condo 

Owner Financing Websites 

I have found the owner financing websites to also be a hit or miss. Sometimes you can find some 

good properties other times you find owners that have no clue that their home is even listed on the site.  

This has just been my personal experience and yours might be different. I find if you correspond over 

email first this will weed out the serious sellers from the ones that are not worth your time. Here are the 

top owner financing websites out there: 

http://www.ownerwillcarry.com/ 

http://www.ownerfinancehomes.com/ 

http://sellfinanced.com/ 

Local Papers (For Sale Section) 

Your local papers are great sources for owner financed homes. Almost all communities or counties 

have a free or relatively inexpensive local paper and an online counterpart. I find these actually are 

better than the larger metro papers. I think this is mainly because of price and real estate tends to be 

locally based. You want to check the rental section and the real estate for sale section. 

MLS (Multiple Listing Service) 

Multiple Listing Service (MLS) is what Realtor’s use to list properties for sale. It is recognized as the 

one place you must list a home if you have a home for sale. For the average consumer your searching 

ability is rather small compared to what a real estate agent can search.  It should also be noted that 

most all properties you will find on a MLS search will be connected with a listing agent. While this is not 

necessarily a bad thing your best bet is usually to work directly with the Management Company or 

owner of the property. Please read the chapter later in this book dealing with a listing agent or other 

real estate agents in your owner financed search. 
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How do you access the MLS? Well that is a regional thing so what you probably want to do is find the 

largest Real Estate Brokerage in your area and visit their website. For instance even though I have MLS 

access I routinely go to www.EdinaRealty.com. I find the search easy enough and sometimes all I have to 

do is put in the number of a property address and it will come up within the top ten of the results.  

I have noticed lately that the MLS systems are adding new owner financing items to their advanced 

search criteria. It will say something usually along the lines of “owner financing considered” or “Rent to 

Own Option” or “lease option possible”.  
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7. Find Owner Financed 

Homes No One Else Is Calling 

This chapter will give you the little known secrets to finding owner financed homes. Why you should 

use these tips, quite simply because the less competition you have with the seller. See if a seller lists 

their property on Craig’s List and get’s 4 or 5 calls a day, you are ultimately competing with those other 

inquiries. They might just hold out for someone they feel more qualified. Although if you follow the 

steps laid out in the proceeding chapters unless they read my book or a similar book you should stand 

above the crowd.  

I know you might be thinking that if these homes aren’t getting tons of calls they must be run down, 

vacant, in bad areas, have roaches, and termites. That’s not necessarily the case, sure you might find a 

few like that but keep in mind, and not all owners of properties are experts or even know how to 

effectively market a property. Some might have the misconception that if they simply post their 

property to one site that this will get all the exposure they need. Some simply might just be at the end of 

their rope and are really not sure what to do. 

Local Papers 

I know I mentioned the local papers already but here is a trick that works time and time again when 

searching for an owner financed home. Go to the rental section and call the rent ads but put a little twist 

on it. Instead of calling the rent ads as a tenant call with a  script such as: 

Hi I am … 

I was calling about your home in XXX, can you tell me a little about it? 

Wow that sounds like an amazing home, is it just for rent is this home possibly available for 

sale as well. What you will find is many home owners and agents that can’t sell their property 

turn to rental. These are usually people that have moved out of state or are ready living in 
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another home. So they are motivated to get someone to not only live in the home but someone 

to actually buy as well. 

FSBO websites 

For Sale by Owner websites (FSBO) are a great source of owner financing homes. The reason why is 

most sellers who tend to list by FSBO do for a couple of core reasons. Either they are experienced 

enough to sell their homes themselves, they want to save listing commission, either because they don’t 

have enough equity to sell and pay a realtor or they simply just want to see if they can sell it on their 

own. Here are some of the best for sale by owner websites out there: 

http://www.forsalebyowner.com 

http://www.homeavenue.com 

http://www.listbyowneronmls.com 

http://www.owners.com 

http://www.fsbo.com/ 

http://www.homesbyowner.com/ 

For sale by owner websites are a great source for owner financing. The common experience I hear 

from people who list with these types of websites is the calls they get are just simply not worthwhile. 

What they mean is that most people that respond to their home are either not serious or are thinking 

because they are listing their home FSBO they will get a very good deal.  

So how do you make FSBO websites a secret source of owner financing homes for you? Simply 

approach the contact and phone calls you make in a much more organized and professional manner 

than most of the inquiries they receive. Here is an example email I modified I use when I look for owner 

financing deals while investing. 

Hello, 

My name is Scott and I saw your home on FSBO.com. This looks like an amazing home and I 

would love to take a tour. Before I go further I want to save both your and my time. I have to be 
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completely up front with you, due to some issues in my past I am not able to get financing right 

now. I have visited a mortgage broker and am enrolled in credit repair as I write this (please see 

attached letters). That being said I am in need of some form of short term owner financing and 

your property fits within the price range that I know me and my family can afford with no issues 

whatsoever.  

If you would entertain possibly offering me short term owner financing then I would like to 

come out and tour the home and possibly and sit down with you and see if we can find something 

that would be a fit for you and I. 

I use a script very similar to this in my investing and it works great. Not only are you saving yourself time 

and energy but by being upfront right at the beginning you are prequalifying the seller to see if they 

would even consider owner financing. 

Get In the CAR - FSBO Signs (my favorite) 

I know the price of gas these days is high and this might seem like a completely inefficient way to find 

a new home with the whole internet thing and all, but this is actually how I have found some of my best 

deals. Quite simply the reason why sometimes some owners feel that they simply have to place a sign in 

the front yard and the home will sell. Unfortunately it rarely works like that. So drive in areas where you 

would like to live and if you see FSBO signs makes sure you give them a call.  

Divorce Attorney’s 

You read that right; divorce attorneys are a great source of owner financed homes. Before you think 

you are preying on someone else’s misfortune just think for a moment of why this is. See I know quite a 

few divorce attorneys my area; there is one thing I have noticed. When people are not happy sometimes 

they go out and buy things, or change lifestyles. It seems in my area that more and more people before 

they finally call it quits they go and buy a new home. After a few months or a year they realize what was 

truly making them unhappy and decide to separate. If divorce wasn’t hard enough now you have the 

new home to deal with. Even more challenging is there is little or no equity in the home to sell it quickly 

and pay real estate agents and closing costs. 
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So what usually happens is one of two things, either they sell the property for a loss and just move 

on, or one of them gets awarded the house in the divorce. Only one problem here, now with one 

income it becomes harder and harder to keep up with the bills. Some realize this up front and actually 

decide to keep the home but have an agreement of what happens when they rent it out and sell it in the 

future. So where do you come in? 

Here is a good script to use that you might want to try on a real estate attorney.  

Hi my name is …. 

Did I catch you in the middle of something? Good, I will only take 3 minutes of your time. 

I’m sort of embarrassed calling you on this but I thought I might give it a try. I was calling you 

today because I was in the market for a owner financed home and while you probably will tell me 

to call a real estate agent I thought I would call you because I was told that sometimes attorney’s 

have clients that have homes that maybe they need to look at other options rather than sell right 

away. 
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8. Negotiate Seller Financed 

Homes 

Tips and Advice when negotiating with a 

Property Owner, Real estate Agent, or 

Management Company  

General Negotiation Advice & Tips 

So now you have taken all the steps necessary to find the homes that fit your household budget. 

Hopefully you created a home buying packet, or copies to give to prospective owners, Management 

Companies or Real Estate Agents you meet as you visit your possible new home. 

Your goal in negotiating should be to get the best possible terms for yourself.  

Well let’s start with mindset. I know looking for a new home can be exciting, stressful, time 

consuming, and frustrating all at the same time. This is why from the outset you have to make sure you 

understand exactly what your goals are? Is this going to be your first home and stepping stone so in 5 – 

6 years you can have much better credit and go get a home that is a perfect fit for you and your family. 

Or do you want to find the perfect home that you will spend the next 15- 20 year in? 

How you conduct yourself in front of the owner, management company or real estate agent will go a 

long way towards your success to negotiating a good deal. This should go without saying but often times 

the smallest things are overlooked; here are some general first impression items you should keep in 

mind: 

• Don’t over or under dress. Don’t show up in sweats but don’t show up too formal as if you 

are going to a job interview. You want to dress casual but not flashy or like you are trying to 

make too good of an impression.  

• Wash your car. Yes I said this; even if you drive something that isn’t new or newer, show up 

with a well kept car that is clean. Remember we are talking about first impression. 
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• If you have kids I suggest the first meeting you don’t bring them along. Also any meeting you 

are having where you are going to possibly negotiate terms for a property you don’t want 

you children there as well. 

• Listen, Listen, and Listen. Resist the urge to talk all the time. When you ask questions of the 

owner give them the opportunity to talk. In fact the more talking an owner does usually the 

better for you. This gives you the opportunity to learn the motivation level of the owner. 

The Goal of the Negotiation 

Negotiation is the process of communication back and forth in order to reach a joint agreement. 

There is no "one size fits all" strategy of negotiating a real estate contract. 

What do we want to achieve in a negotiation?  

The best negotiators bring an attitude of high expectations to the table. They are hard on the 

problem and soft on the people. Letting the seller know what you need, in a clear and reasoned way, is 

the first step toward getting it. We try to keep all of these goals in mind:  

• Enable you to move into your new home.  

• Obtain the lowest possible price for the property.  

• Close within an acceptable time frame. Solve any repair issues fairly.  

• Have no title, survey or loan problems, or solve any that do arise.  

• Develop a good working relationship with the seller.  

• Have no future problems after closing. 

Is a cooperative or combative approach more effective?  

Our experience shows that the cooperative style is the most effective and efficient way to complete a 

transaction. Professional negotiators usually try to preserve the relationship between the parties, and 

work together to resolve problems. The goal is not to reach an impasse in which neither the seller's nor 

the buyer's needs are met. Buyers sometimes submit a letter to the seller describing why their house is 

not worth what they are asking, pointing out deficiencies, etc. This almost always backfires, and starts 
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the negotiation off with a defensive seller. It is best to anchor your price to the marketplace, while 

remaining very complimentary of their home.  

How do you work with a combative strategy by a seller or agent?  

The combative style is sometimes encountered. This strategy includes: negative comments, 

emotional statements, table pounding, threats to walk out, ego involvement, and stated positioning. 

Creative solutions and trade offs are not as likely to be found in this environment. Working with a 

combative style negotiator requires a considered approach:  

• Do not respond emotionally. An angry or defensive response will escalate the negotiation 

into a no-win battle.  

• Do not argue. Arguing usually positions them more strongly and drags the negotiation 

process off course.  

• Do not ignore their arguments or statements. Listen carefully, but do not accept or reject.  

• Firmly anchor pricing and other terms to outside data. Show that the price has not been 

chosen arbitrarily.  

• Reduce misunderstanding by following up with written summaries of discussions.  

• Do not allow hazy or unclear proposals to stand.  

• Offer some "wins" on some of the terms. Face saving is very important.  

• Look for ways to meet their underlying interests.  

• Remember that they may have a beautiful home that satisfies the buyer's goals. 

Is every point in the contact negotiable?  

Yes. However, one of the most effective means of coming to an agreement is to rely on consistent 

standards or norms when possible. For example, it is common practice for the seller to pay for the title 

policy and for the buyer to pay survey cost. Using accepted standards prevents buyer and seller from 

haggling over every point. Working within the accepted "norms" for our area helps to legitimize offers, 

and focus the negotiation on just a few points. On the other hand, all the points in an offer can be used 

to help structure the deal. They offer trade-off opportunities for both parties to get what they want 

from the negotiation. 
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The value of trust in a negotiation.  

The value of trust in a negotiation cannot be overstated. Most people are fair minded and 

reasonable. They respond well to respectful treatment and to having their concerns heard. If the seller 

feels that the buyer and agent are acting with integrity, their attitude will be much more cooperative. 

Contract negotiation is a sensitive area, and anxiety can be high. The buyers may have had an 

unpleasant past experience with buying a home. The seller may be under pressure, with future plans at 

stake. Acting with integrity does not mean that all "cards have to be put on the table." It is not proper to 

discuss personal issues that affect the buyer, such as your financial ability or urgency to move in. It is 

valuable to develop rapport because trust increases your leverage. Here are ways:  

• Listen and understand what the seller has to say.  

• Express appreciation for the seller's home, gardens, decorating.  

• Respond within a reasonable time to counter offers.  

• Reassure the seller of your ability to close.  

• Reveal some personal information about yourselves. 

Finding common ground with the seller can be a very powerful tool in the event of multiple offers. I 

can think of several instances in which sellers selected their contract for very personal reasons. (The 

family reminded them of themselves when they moved in with young children years before. Or, they 

were both of the same religion. Or, the new owners would care for their gardens.) (4) 

Is that the best you can do? 

Ask the following question. Is that the best you can do? (Then don’t say another word, wait until they 

answer). This works for price, terms, upfront payment, repair allowance, anything.  

What If? 

Always ask What if questions. See a “what if” question isn’t asking for a commitment it is simply 

proposing a possibility. People are more open to answering a possible scenario above taking the direct 

approach. Take this example: 

What if I had 5,000 instead of the 7,500 you are looking for up front?  
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I want to make another point for you to keep in mind as well. The words you say conscious and 

unconsciously have meaning. People tend to associate words linked together and think in imagery. Let’s 

take the last question I just listed and rephrase it. After each line take a few seconds and think what 

emotions or thoughts this line create in your mind, even subtle changes can make a difference. 

What if I only had $5000.00 instead of the $7,500 you are looking for up front? 

What if I had $5,000 instead of the $7,500 you were hoping for up front? 

Can you do better than $7,500? I only have $5,000 to work with up front. 

Use the Range Technique 

Always try to negotiate in ranges instead of raw numbers. Now it goes without saying that the other 

side typically wants the higher number and you the lower. Let’s take our same example. You have 6,000 

up front and the owner wants 7,500. Here is how you use the range technique. 

I only have 5,500 – 5,000 to work with as an upfront payment. Is that okay for you or probably 

not? 

Dealing with the Owner/Seller Directly 

Your best bet for a deal is to deal with the owner directly. Whenever you negotiate anything you 

always want to make sure you are dealing with the person who can make the final call, make the tough 

decisions and doesn’t have to check for a higher authority. 

Here is a good way to start off a negotiation: 

As you can see from the initial items I provided you I am taking this very seriously and this is a big 

step for me and my family. I just want to make sure I am talking with someone who can make the 

decisions, is there anybody else we should have in the room when we sit down and talk? 
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Dealing with a Real Estate Agent or Realtor 

In this section you will see that dealing with an agent in an owner financing type of transaction adds 

an element of difficulty to the overall transaction. In this chapter I am not arguing against using agents 

and I am not anti real estate agent in any way, but personally I have had little success negotiating a 

owner financed transaction with a real estate agent. Before I upset agents or Realtors I want to 

emphasize that if you can find a real estate agent that has the experience and knowledge in owner 

financing it will actually be a blessing. In my experience most agents have little or no experience in 

negotiating or strutting any type of owner financing deal. It simply isn’t a common type of transaction 

they experience. Plus in most licensing classes for real estate the typical agent maybe gets a couple 

hours of exposure to owner financing types of transaction.  

That being said dealing with a Real Estate Agent or Realtor in your negotiations is something that you 

might encounter. What you have to remember is the Real Estate Agent most likely represents the seller. 

They should inform you of this as well. Sometimes the owner will be an Agent as well and this should be 

disclosed to you as something along the lines of Agent Owner disclosure. This is an important point 

because anything you share with the agent they will most likely share with the seller. Most agents won’t 

even let you interact with the seller directly and will ensure all your communication starts and ends with 

them. 

There is another issue with dealing with Real Estate agents.  Agents deal with offers and 

counteroffers, all written involving signatures, disclosures, phone calls, visits and like. With my 

experience with owner financing there are a fair amount of variables to be considered and you very 

seldom get them all written down on a first offer. A good face to face sitting to negotiate out the issues 

is usually the best course of action. Sometimes it is hard to even know where to start unless you get 

some idea from the seller what type of owner financing they are willing to accept. I call listings regularly 

that list that they will accept “rent to own” and more times than not when I ask the agent what type of 

lease option terms the owner is offering I get an answer like 

“we just put that there to see what we would get we didn’t’ really think of what the terms are, can 

you put in an offer.” 

A few times I’ve tried to put in offers and have had very little success. This is understandable for a 

couple of reasons. Typically what I offer can’t be presented well by the listing agent. The other big point 



 
49 Negotiate Seller Financed Homes 

that is a reality of the market place is sometimes what I offer doesn’t provide the agent with enough 

commission for it to be worthwhile for them to put their support behind it. 

Another issue with having an agent involved is when you come to offer something to the seller they 

are going to want to use their standard forms. This is where they will usually say okay just writing up and 

offer and I will present it to the seller. I suggest if the home is a fit for you that you either employ your 

own agent or ask the agent if you can pay them just a facilitation fee to help you with the paperwork. 

Tell them you won’t ask for any of their advice just simply ask if they can facilitate the paperwork aspect 

of the transaction. Most agents will have an issue with this because it still leaves them liable. So you 

might have more success finding an outside agent to help you facilitate the overall transaction.  

Your other option which is actually a great option is have a real estate attorney draft the offer and 

forms for you. 

I can confidentially say that most agents will offer to or ask if you are represented by an agent 

yourself. If you say no they will offer to represent you as well. While this is a completely legal and a 

common practice you should consider if you want this type of representation. I would argue against it.  

Dealing with a Management company 

Dealing with a management company will be similar to dealing with an agent. Most states require 

that someone who fills the role of a management company be licensed as a real estate professional. You 

will find though that the people in management companies most likely will have more experience with 

owner financing types of transactions, especially lease options. 
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9. Verification Steps to Take in 

Owner Financing 

The steps necessary to protect yourself and 

your family before and after you buy an owner 

financed home. 

 

Okay so you found the perfect home and have gone through the negotiations now it is time to verify 

the value. A very important point to make is your goal here should not necessarily be to get the best 

possible price you can. I know that is contrary to what I have been telling you throughout this book but 

keep in mind when you buy a property with owner financing you will have to possibly pay closer to full 

value than if you were a cash buyer.  Your aim here is to ensure you are not overpaying in actual price 

on the property, if you are getting a better deal than the current property market value all the better 

but with all the issues involved in buying an owner financed home getting the best price just might not 

be the top priority. 

So the aim here is to verify the value is consistent with other similar or like homes that have sold or 

are pending a sale. For instance let’s say you signed up 24 month lease option for a option price of 

$439,000. You want to verify this value is reasonable. Questions you would most likely ask yourself: 

• Is other like properties selling in this range, or much less or much more? If they are much 

more maybe you got a better deal than you thought, if they seem to be much less well this 

takes a little more investigation and maybe you should order an appraisal or renegotiate. 

• What are other like properties in the area listed for?  While this isn’t a good indicator always 

of value it will at least give you some market intelligence of what other agents marketing 

homes believe is a marketable price. 

• How long has this property or other properties been on the market? In a slow market this 

could be as long as 6 – 8 months or longer given the price range and market conditions. Are 

properties selling fast in this area and what has this done to values? 



 
51 Verification Steps to Take in Owner Financing 

How to Estimate a Property’s Value 

Let’s start with the first and easiest way to do this which is to hire a licensed real estate appraiser. 

These should be easy to find a lot of them are listed in the phone book and I bet if you call some friends 

or business associates you should be able to find a good referral for one as well. A real estate appraiser 

will give you their best valuation they possibly can.  

Also if you took the advice earlier and got a partner realtor on board this step should be a lot easier 

for you than doing it yourself. In fact you didn’t do this step you might want to try now, remember 

having an expert real estate agent while not representing you but guiding you can not only save you 

time but give you further confidence in closing the deal. 

Your Trusted Real Estate Agent Partner 

You want to give your chosen real estate agent partner all the information you have on the home. If 

there was a flyer at the property give this to the agent. Plus here is a general list of the information you 

want to provide: 

• Full address with zip code 

• Condition of property 

• Special features of property 

• Unusual items in property 

• Year the property was built 

You might not want to tell the agent what type of deal or price you where able to negotiate. Getting 

a completely objective opinion and not a supportive opinion of what you have negotiated is really what 

you are looking for here. At a minimum you want to make sure you receive a full CMA (comparative 

market analysis) and possibly the real estate agents opinion of what the price they would list this home 

for if they wanted it to sell within 30 days. Also ask them if they could provide you with any other 

pertinent data they think might help you in your buying decision 

Do It Yourself Valuation 

Thanks to technology and the internet it literally has never been easier to get the get a good idea of 

the approximate value of a piece of real estate in the United States. Remember value comes down to 
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what a buyer is willing to pay and a seller is willing to sell for.  Most of these tools are free and will give 

you a good estimate of value. Although keep in mind that these most likely will never be able to replace 

an appraisal done by a qualified and licensed real estate appraiser or be as an informed decision as if 

you had a knowledgeable real estate agent or Realtor advising you. 

How I structured the following. I gave the name of the resource and briefly explained the key items 

you would want to visit for valuation issues.  

http://www.trulia.com/ - provides some of the best property searching on the internet. Also gives 

good in-depth neighborhood information as well.  

http://www.homegain.com – provides about the same info as Trulia.com but has some other 

features that make it worthwhile to try as well. Mapping tends to be a little more robust. 

http://www.domania.com/ - another source similar that allows you to check the value of homes 

recently sold. 

Another great source is the county website of where the property is located. You want to look for the 

tax assessor’s office or tax records. Let’s say you are looking in Jefferson County. Simply Google for 

Jefferson County Website and it should popup.  

When you look up the property via this method you will usually get information such as the current 

owner which we will talk about later and sometimes even get what the seller paid for the house. Often 

times these county websites will include other types of tools such as recently sold or other useful items 

that will help you in your valuation search. 

There is one thing of note when you are looking at the tax value of any piece of residential real 

estate. Tax Values and market values tend to differ.  Depending on the area he property is located in this 

difference could be substantial. You might want to compare other tax values of similar properties close 

to the property you are seeking. Also compare those tax values with the values that are either sold or 

currently listed. There should be some commonality of the numbers and the numbers should match up 

across like properties in like areas. 
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Verify Ownership 

There are some basic steps you can take to verify the ownership of a property. When you get to the 

point of actually purchasing you most likely will want to have a more formal closing and employ a title 

company or a real estate attorney. One of the most basic things you can do to verify ownership is to go 

to the properties county websites and look at the tax records. You are looking for what names or titles 

are on record at the counties recorder office. This is usually referenced as something along the line Fee 

Owner or similar wording. 

One to Buy, Two to Sell 

There is a common saying in real estate called one to buy two to sell. This phrase is in direction 

relation to the marital status of the owner.  The one to buy part is means if you are married you can 

typically buy a piece of property by yourself. When you go to sell the property you have to have your 

spouse sign to transfer ownership, which is where the two to sell part comes in. This can get tricky at 

times, take for instance someone who owned a property then got married; does it still take two to sell? 

How about someone who had a property, got married but is now divorced, title never changed can they 

legally transfer title? The last thing you want to have to deal with years down the road when you are 

bringing in your own financing is trying to track down a person who you need the signature for. It’s not 

just the problem in the physical time in tracking them down but what if they are owed something front 

eh seller or maybe they just want to make it more difficult for the seller. Through no fault of your own 

you will have to suffer and go through a legal process or might have to consider demands of another 

party you had no knowledge of existed when you originally signed the deal. 

How to Deal with More Than One Owner 

So let’s say you met a owner at a property, went through the negotiations and have a great deal in 

front of you. You go through the owner verification steps and see two names listed as Fee Owners. The 

first thing to keep in mind is don’t automatically assume the person you met is concealing this from you. 

Maybe they just didn’t think to mention it or already realized this and would bring this up when you get 

to the closing table.  

The first thing you want to do is call the person you have been dealing with and ask them who the 

person is? Are they aware of what you have discussed and are they on board? You and the owner or 
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person you met will have to work through these issues. The important thing to keep in mind for the 

property to transfer ownership whoever is listed there most likely will have to sign their name. 

What if a Corporation or LLC (Limited Liability Company) is listed as the 

Owner? 

Don’t be too alarmed if you see a Corporation or a Limited Liability Company (LLC) listed as the fee 

owner. This is common practice for owners to hold a property in a company they own or control.  Where 

you need to be careful is you have to make sure the person you a dealing with can prove they have the 

right and authority to deal on behalf of the corporation or LLC. In addition they have to prove the 

corporation has the right to make decision about the property and has the proper authority to transfer 

the title. 

What is a Quit Claim Deed? 

I will give you the real easy definition. A quit claim deed is used to clear up title issues or transfer title 

in an easy fashion.  The cases where you most likely see a quit claim deed utilized is in the case of 

divorce, transfer from a personal owner to a corporation, or transfer of a one owner to another. Since 

the issues revolving a quit claim deed are beyond the scope of this book I suggest you do one of two 

things or actually both. Make sure you are working with a good real estate attorney and second make 

sure you purchase title insurance and close with a title insurance company. 

When Should You Be Concerned? 

When should you be concerned during the property ownership verification process? Usually when 

the person you met shows up nowhere as an owner or the owner of a corporation or LLC listed as the 

owner, unless they specifically told you they represent the owner and their interests. 

Keep in mind the person you met may go by a nickname but have a legal name they use for legal 

documents. Make sure you get the full spelling of any legal names they use so you can do your initial 

verification. If in doubt as the person you are dealing with ask them to clarify with proof in writing. 

One last point here on verification of ownership. If something doesn’t feel right or doesn’t quite 

make sense please don’t ignore it. The consequences are too great. If you don’t understand or can’t get 
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the answers you are seeking from the owner and the property is something you still want not pursue it 

might be time to employ a real estate attorney or the help of a good title company in your area. 

Property Inspection 

Should you have a property inspection performed by a licensed property inspector? Yes you should, I 

would suggest you do this before you move into the home not after. That way any issues found can be 

addressed before you sign on the dotted line. Any owner should not have a problem with you having an 

inspection. While it might be inconvenient if you find an issue at least it is known by all parties before 

hand and not something you have to deal with after you move in. 

Verify the Sellers Financing 

This step is something even veteran buyers of owner financed real estate overlook. Most properties 

sold today have underlying financing that the owner has acquired at some past date. There are two 

things you primarily concerned with when verifying the financing that an owner has o a property. 

Verify the Payoff 

First and foremost is the total financing payoff below what you have negotiated for your deal? For 

instance let’s say you negotiated a contract deal with a 225,000 purchase price and interest only 

payments. You are putting 10,000 down and have a payoff of 215,000 in three years. You do the 

verification of financing and you find that the owner owes $181,000 on a first mortgage and 43,000 on a 

second mortgage. That is a total of $224,000 of outstanding liens on the property that will have to be 

paid off before the title transfers to you. So let’s do the math, the owner owes the bank 224,000 you 

come in with 215,000 to pay off your contract, which leaves 9,000 for the owner to come up with to 

satisfy all liens to transfer the property? So let me ask you a question? Do you want to trust that the 

seller will have the ability to come up with the extra $9,000 in the future? What if they don’t, what 

happens to you and your family? I can tell you from seeing it time and time again that it usually ends 

one of two ways. The owner doesn’t have the ability and the person who cashes them out has to cover it 

or the deal falls completely apart and they either renegotiate to refinance at a later date or walk away. 
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Verify the Carrying Costs 

Another extremely important thing for you to verify is the total cost it takes to carry the property on 

a monthly basis. Let’s take the same property we have been dealing with and say the monthly payments 

are 1,300.00 plus you are responsible for covering taxes and insurance. Let’s say in your verification 

steps you find that the owners total carrying cost of this property (1st and 2nd mortgage) is actually 

$1,513.00 a month of interest only payments. So do you want to trust that the owner will each and 

every month come up with the $213.00 difference? What if they don’t, where exactly does that leave 

you? From my experience it is one of two places, either you are making up the difference or the owner 

pockets the payment and stops paying the mortgage. 

Usually a difference of 100 – 200 of negative cash flow isn’t the issue. Where this really becomes an 

issue is when the difference is 300 – 1000.00 a month. I know one property that an owner sold on a 

lease option and he was losing 1,000 a month and eventually he just got tired of it. In the end it did the 

best thing he could of, he told the residents that he could no longer keep up the payments and refunded 

them the option payment. They then got to live in the home virtually rent free for about 10 months 

before the bank took it back. In my opinion that was a good ending unfortunately not all end that way 

and many residents are not aware of what is going on and suddenly get served with a sheriffs notice of 

foreclosure or eviction. 

So how do you verify the carrying costs? Ask the owner for a copy of their mortgage statement. Now 

some owners will be okay with this others will not. Some owners if they have a large sum of equity could 

understandably be concerned that you will then try to renegotiate a better deal.  

Your best bet in asking an owner for this information is simply explain that you are doing it to protect 

your interest and that you don’t intend to get into their personal business, you simply want to confirm 

that there will be no issues. On this point is where it actually helps to have a third party such as a Realtor 

or an Attorney, you can make them the bad guys. 

Verify seller insurance 

We are going to go into a little advance concept with owner financing now. When a seller finances a 

property and they have underlying financing it may not be possible for them to cancel their existing 
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insurance. There is a thing such as a due on sale clause (see sidebar), while it is not illegal to sell a 

property with a mortgage in place it typically does go against the agreement agreed by both the 

mortgagor and mortgagee. One of the ways the due on sale clause gets triggered is change or 

cancellation of property insurance. So it may be necessary for the seller to actually keep the policy on 

the property. This policy isn’t typically the best policy for you though, mainly because it tends to be a 

non owner occupied policy. What this means is it may cover the property and replacement cost of the 

actual property itself but it won’t cover any of your loss or personal items.  

This is really only relevant for a contract type deal, lease options you will be getting what is called 

‘renters insurance’ to cover you personal belongings. On a seller carry back you will have to have your 

own insurance policy your other lien holders will require it. 

Here is what you should do for insurance to make sure you are covered. First get added as an 

additionally insured to the owner’s insurance policy. What this does is it effectively makes it so any 

insurance related issue requires both you the seller and typically any other interested parties such as a 

lien holder to have to sign for any disbursement of funds related to insurance issues. This is a common 

addition and won’t trigger any unnecessary attention from the lender. 

The second thing you must do is buy your own insurance policy. I would suggest you buy one that 

covers your personal property and has full coverage for the property as well. I’m sure you can 

understand why covering your personal property makes sense, knowing now that the owner’s policy 

does not cover these items but why should you essentially have double coverage for the property. Let 

me explain why this is not a waste of your time or money. Let’s say you have a fire in the property. Now 

usually it won’t is a problem to work through the owner’s policy in any way whatsoever, in fact I would 

say 90% of the time it goes smoothly. That 10% of the time when the insurance company does a little 

follow up or checking is where you might have some challenges. Now most of time the challenges are 

solved and they pay the claim on the house and everybody is happy. Usually the argument from the 

insurance company is against you, something along the lines that the owner sold the property so they 

are not responsible for the full repair value or something along those lines. That’s when you use your 

own policy on the property as a backup. What will happen then is now the two insurance companies will 

have to decide which pays for the replacement of the property. One of them will eventually have to pay 

for the replacement of the property. Can you see how the argument could go both ways? The owner’s 

policy could argue that he sold the interest in the property, although technically he still holds ownership 
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until you do your half. Your insurance company could argue that you don’t full own the property, 

although on a contract type deal this is recognized as you do by insurance companies. 

Conduct a Seller Background Check 

Why is it important that you do a background check on a seller? First you are going to be relying on 

this person or company for at least the next couple years, it is good due diligence to ensure the seller 

has no outstanding issues or a history of entering into deals he or she have no intention of fulfilling.  

How many other properties does the seller own? 

Let us say the seller has 10 properties, is this any of your business? Yes and No. Yes it can affect 

whether or not the seller can keep up with their obligations. This issue shouldn’t be as much of an issue 

if you followed the steps of setting up a third party billing and did verify the financial aspects of the 

property. Any issues you found there you should be able to come up with a solution that works to cover 

both you and the owner.  

What you are looking for here is any negative items about the owner that tells you that he or she 

isn’t quite as reputable as they seem to be. Ask the owner for some contacts or professional contacts 

you can talk to for referrals. Any owner who intends to keep their side of the bargain should have no 

reason not to provide you with some professional contacts. Calling these contacts should be simple 

enough simply explain you are working on buying a home from the so and so and they are offering 

financing and you just wanted to talk to someone who knows them and so you can verify you will be 

secure in your new home. 

Setup Third Party Processing of Payments 

Your best bet to cover yourself and the owner is to set up a third party billing. A brief overview of 

how this works is you works with a third party company. Their role is to accept payments from you and 

pay whatever costs involved in maintaining the property. If there is a difference (cash flow) after that 

then the owner gets their portion. Having a third party ensures that the payments you make are not 

misallocated and used to keep the property current. It also should make it easier for the owner as well, 
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because most third party companies will help with payment collection and the minor accounting issues 

involved in reporting these payments. 

Here is a list of some good third party companies for note servicing: 

http://www.noteworld.com/ 

http://www.virginmoneyus.com  

http://www.virginmoneyus.com/RealEstateLoans/SellerMortgage/tabid/75/Default.aspx 

All these third party note processing companies work in a similar manner. You will receive a bill just 

like you do with a credit card company or just like you would with a mortgage company. They are even 

able to help you with advanced financing arrangements such as interest only payments, 30-50 year fixed 

payments. 

The only real issue an owner may have against a third party note servicing company is that typically 

they wait until the money is paid and cleared before they send out any payment. Some of these 

companies alleviate this by making it a requirement that the account be started with a reserve account 

enough to float any given payment made. 

All that being said any owner should welcome the ease at which turning over collection and minor 

processing issues to a third party servicer. 
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10. Closing the Deal 

So let’s recap where we have been. You have successfully learned which owner financing type(s) are 

a fit for you. Hopefully you have found a home that is a perfect fit for you and your family. You’ve most 

likely negotiated with the owner or owner representative and done all your due diligence necessary to 

make sure you are getting a fair and secure deal. The only thing left is closing on your new home. 

There are two ways to close an owner financed home? The first is the rather inexpensive or 

sometimes free and isn’t that much of a hassle (offers the least protection), the second is a little more 

expensive and has a few more steps you need to go through and requires just a bit more time (offers 

more protection). I am guessing you probably know which one I am going to recommend but I will go 

over both ways to close owner financing type of transaction.  

The Signature Close 

The easy way to typically close an owner financing transaction is to draft the paperwork and sit down 

with both parties and sign your name. In fact most of the lease options that I close with my tenants are 

done this way. Even some of the Contract type deals I close we do this way. The only difference on a 

contract type deal is typically you need a notarized signature because you file this document with the 

county recorder’s office. So I typically do that at a my local bank, mainly because they don’t charge me 

to notarize documents. 

Now a carry back I will would be very surprised if you could close a carry back outside the closing 

table when you sign the documents for your primary financing. Most lenders will want to retain a copy 

or at least ensure that the title company retains a copy of this agreement. 

Title Company or Real Estate Attorney Close 
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Even if you have had your own attorney review the contracts and you are completely comfortable 

with the owner and the deal you have worked out I 

suggest you close the deal in at a title company or at 

a real estate attorney’s office. Each state has its 

own closing guidelines some differ more than 

others but generally they all contain the same 

protection items.  

The main reason for closing at a title company is 

not only will they file all the forms for you that need 

to be filed at the county recorder’s office. If you 

require them to they will pull a full title report. Not 

only that depending on the type of transaction you 

are closing you should be able to buy title insurance. 

 For a carry back it is almost a must that you 

should get title insurance. You want to be protected 

against any claims on title from any issue that may 

arise in the future. On a contract type transaction 

title insurance is a must as well. Make sure you are 

working with a title company that is familiar and has 

experience closing these types of transactions.  

A lease option might be tough to get title 

insurance. Mainly because there is not a transfer of 

title just simply an option to purchase is being filed. 

That being said I would still suggest you ask the title 

company to pull a full title report. 

 

 

  

Title Report: Document 

indicating the current state of 

the title, such as easements, 

covenants, liens, and any other 

defects. The title report does 

not describe the chain of title. 

A chain of title is the sequence 

of historical transfers of title to 

a property. The "chain" runs 

from the present owner back to 

the original owner of the 

property. In situations where 

documentation of ownership is 

important, it is often necessary 

to reconstruct the chain of title. 

To facilitate this, a record of 

title documents may be 

maintained by a registry office 

or civil law notary. 
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11. After you Buy and Move In 

The steps to take after you found, closed, 

and moved into your new home 

 

Verify your agreement is filled 

Okay so you moved in, things are settling down a bit and possibly you have made one or two 

payments. Now is the time you want to verify that everything is in place that protects you and your 

interest in the property.  

If you closed with the help of a title company or real estate attorney this step might be as simple as 

calling up the company or attorney and asking for proof everything is filed correctly and there appears 

to be no issues. 

If you didn’t close with either an attorney or title company then what you will want to do is verify 

that the contracts or security forms that you signed are filed against the property. In the case of a 

contract type deal this is typically filing the contract at the county recorder’s office. Typically filing this is 

your responsibility so all you would have already filed this paperwork, all you want to do is verify that it 

actually is entered and filed.  

On a seller carry back you just want to check your title to verify that the lien is in place. Although I 

should note that this is more the responsibility of the owner of the note.  

On a lease option you want to verify there is a memo of option or an option agreement filed against 

the property. Some owners will specifically state that if you file any form of notification of interest 

against the property this will make the option null and void. If you signed your name and agreed to this 

you must abide by this agreement. It should be noted that owners don’t do this to potentially back out 

of the deal they do it more to protect themselves. There is nothing worse than an owner of a property 

trying to get something cleared up on title from a tenant who left in the middle of the night.  Don’t be 

surprised if you ask to file something on the property to secure your interest that the owner doesn’t 
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allow you or asks that a quit claim or a removal of option be placed with a third party that you sign in 

case the agreement you have does not work out. 

Verify insurance 

You should have gotten in the mail a memo or letter from the insurance company notifying you of 

you being added as an additionally insured. If you haven’t you want to follow up with the insurance 

company and verify this has been set up. 
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Closing Thoughts 

We covered quite a few concepts in this book. Keep in mind that many people today are open to 

owner financing. With the real estate markets slowing down owners of properties are looking for good 

options to sell their property. I hope this book has given you enough knowledge to capitalize on the 

opportunity of find a home on owner financing. 

If you have any questions or comments please email me at scottscanlon@gmail.com. Also keep me 

informed on your steps and how you are doing. I would like to hear from you as you successfully buy 

your new home using owner financing. 
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Resources and Additional Reading 

Negotiating 

Basic Real Estate Negotiating Principles 

http://www.biggerpockets.com/articles/basic_negotiating_principles_real_estate_rd.html 

Negotiating A Real Estate Deal 

http://ezinearticles.com/?Negotiating-A-Real-Estate-Deal&id=684130 

The Three Cardinal Rules of Negotiating Real Estate Transactions 

http://creativerealestateedu.blogspot.com/2008/01/three-cardinal-rules-of-negotiating.html 

Negotiating to Yes - These tips can help you turn a negotiation into a win-win agreement. 

http://www.realtor.com/basics/buy/inspnegot/yes.asp 

Five Tips for Successful Negotiating 

http://www.reiclub.com/articles/five-tips-successful-negotiating 

Mortgage and Finance 

Due on Sale Clause 

http://www.notecircle.net/content/due-on-sale-clause.htm 

Truth about Due on Sale Clause 

http://www.johntreed.com/dueonsale.html 

Real Estate Ownership & Title 

Property Ownership 

http://real-estate-law.freeadvice.com/real-estate-law/property_ownership_forms.htm 

 


