


'Owner Will Carry’

Gets the Job Done, But DON'T
Buy a Nightmare When you Sell Your Property!

Learn how seller financing can help you sell your property quickly, and
for the highest possible price (and still be able to sleep at night)

2 Discover which seller financing strategy is right for you, and how to

structure it to give you power and peace of mind

Supercharge a high-end property that isn’t selling, or rescue an

escrow that is falling apart

s Make sure you have a note you can sell for the highest price/smallest
discount possible (and avoid the nasty surprise of finding out that you
can’t sell your note at all!)
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Discover fire-proof ways to get the benefits of owner financing without
EVER worrying about foreclosure
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Investors: buy cheap and sell high using seller financing, and still walk
away with cash (the myths and truths of the Simultaneous Note Sale)
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Defer capital gains! You're tired of managing property, but you
don’t want to pay all those taxes. You want to sell for a fair price AND
receive hassle free retirement income. [You'll love: "How to Avoid
Paying One Red Cent to Uncle Sam When You Sell Your
Property”]
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Intro . ..

Let’s face it . . . the real estate market just isn’t functioning that well over
all. Hardly a week goes by that I don’t hear a disaster story about how
difficult, if not impossible, conventional loans are to get these days.

Even with government stimulus's and bailouts, the credit market is still in
hangover mode . . . throbbing headache, looking for a greasy burger and a
strong cup of coffee (and if you make too much noise, it’ll likely punch you
in the face).

Even good, qualified buyers are having a hard time qualifying for loans,
especially jumbos (anything over $700,000), and many of the escrows that
are lucky enough to open end up falling apart anyway.

And . ..

More and more sellers are looking for ways to get the highest possible price
for their property at a time when short sales and REOs, depreciation and
tight credit markets are decimating price point.

Seller Financing to the Rescue!

Many people are rightly turning to seller financing (owner financing, seller
carry back, carrying paper) to get the benefits they're looking for, but most
do not understand which strategy would work best for them, and how to

structure the transaction for maximum protection and profit.

This book is to help you intelligently and powerfully put a seller financing
deal together that meets your needs and gives you peace of mind.
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Can I offer seller financing if I already have a loan
on my property?

Yes! If you got good underlying financing and you’re willing to leave it in
place for the next buyer, then you can offer owner financing. So ... what's
‘good underlying financing?’

If the loan that you are paying on is a low, long-term, fixed product, then
you have ‘good underlying financing.” An example would be a 5.5% 30-year
fixed.

That means your interest rate is low and fixed at 5.5% (it will never
increase, even if interest rates go through the roof), and it's long-term (you
have this loan for the next 30 years . . . you don’t have to pay it off for a
very long time, or refinance because of a balloon payment in 3 years).

When you are leaving existing financing in place, you will either use a:
e ‘wrap’ (AITD),
e |ease option,

e contract for deed, or
¢ title holding (land) trust
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Which strategy you use will depend on the deal and how much risk tolerance
you have. We’'ll go over this more in the section on ‘Various and Sundry
Owner Financing Strategies,” but the idea I want you to ‘get’ is:

Whether you've got equity,
Good underlying financing,

Or some combination of the two,
There's a seller financing plan
That's right for you!

Yeah, I know . . . too cute for words, huh? *cough*

OK, enough of that. Here’s another thing to bring up about now . . .

When most people hear ‘seller financing,” they usually think of carrying a
small ‘second’ after the buyer gets a regular loan. A 2nd note and deed of
trust is the difference between the buyer’s down payment, and the loan they

are able to qualify for. For example:

Sales price: $350,000
Down payment: $20,000

Bank loan 1st: $280,000
Seller carry back 2nd: $50,000

This can work (unless the bank won't let another loan be recorded against
the property) but if you're the seller, you just need to understand that this is
strictly a gamble.

If you get your payments on the note, great! If you don’t, then just know
you're probably going to walk away. It won’t be worth the money or hassle
to keep a large 1st current while you foreclose on a small 2nd, unless we're

in a rapidly appreciating market (which, um . . . we're not).
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For this reason, a small 2nd like this will have absolutely NO VALUE in the
secondary market. This means you won't be able to sell it for cash . . . OK,
maybe $1, but that’s tops.

But it can still make sense, because what’s the alternative? If you don’t
grant this buyer a $50,000 2nd, then you’ll fall out of escrow and be
hanging out on the market again for who knows how long waiting for
another buyer, or you’ll have to do a massive price reduction. Sure, there
are risks to selling and carrying a 2nd, but there are also . . .

Risks of NOT selling:

e extended DOM (days on market) - how many more mortgage
payments will you make waiting for the next buyer?

e the risk of further depreciation in the market (necessitating more price
reductions)

e renting it out instead, accepting a negative cash flow and the fact that
you'll have a lot of repairs to make after your tenants are gone

e inflation - in my mind it's not a matter of ‘if,” but ‘when.” Sure you can
hang out for the perfect buyer in the perfect market and get your
price, but your dollars will be buying you less and less, so the sooner
you sell for a fair price, the better. In fact, selling for less NOW can
ultimately give you more VALUE than selling for more LATER.

So, taking back a 2nd can be an acceptable risk, because at least you have
the chance of collecting the equity you want.
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What is seller financing and how does it work?

Ok, down to the basics.

I guess on the surface, it could sound like seller financing is where the seller
of a property goes out and gets a bank loan and gives it to the buyer so
they have the cash to buy the property, but NO, that's NOT what seller
financing means (although there are strategies we'll talk about later that
almost seem like that).

When you own a property, you either have a loan against it, or you don’t. If
you don’t, then you own your property ‘free and clear.” (And by the way,
congratulations! You may be interested in the chapter about deferring

capital gains).

If your property is worth $200,000 and you own it free and clear, then you
have 100% equity, or $200,000 in equity that you could potentially ‘loan’ to
a prospective buyer.

If you have a 50% LTV (loan-to-value) loan against your property (i.e. a

$100,000 loan on your $200,000 property), then you have 50% equity, or
$100,000 in equity to loan.

Your EQUITY (and/or your existing financing) is what you
can potentially 'loan’ to a prospective buyer.

That is how you, as the seller/owner, are providing the financing.

So, instead of having the buyer go out and get a bank loan, you become
the bank. You will take a down payment from the buyer AND receive the
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monthly payments from the buyer as they pay you for your property in
installments (little bits at a time).

That’s why seller financing is also known as an installment sale . . . the
buyer is paying for your property in monthly installments (plus interest).
This is why the IRS (according to IRC 453) allows you to defer capital gains
when you carry paper (use the installment sale/seller financing).

Because you are collecting the payment for your property a little at a time,
Uncle Sam says, “"OK, since you are playing nice and only getting a little of
your equity back at a time, we’ll play nice, too, and only take our capital
gains a little at a time.”

That way, most of your equity can stay working for you. If you take an all
cash offer, then you may have a hefty capital gains bill to pay. What if it's
$200,000? Ouch! That $200,000, if left at work for you in the property,
even at 6% could make you an

additional $12,000 a year in

interest!

Hey, don’t knock it! That’'ll buy you
a cappuccino and a nice bottle of
wine every day for an entire year!
(Or, for my tree-hugger, health-nut,
save-the-planet, organic-raw-foodist
friends, you can get 266 boxes of
the best-tasting wheatgrass on the
planet - try some for free at
www.EasyWheatgrass.net)

Let’s put this another way . ..
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Take out your deed of trust (if you have a loan against your property) and

look at it. It identifies a Trustor, a Trustee, and a Beneficiary.

If you own the property, then you are the Trustor. The Beneficiary is
trusting you to pay back the money they lent you, but just in case you
don’t, they will have the Trustee repossess the
security=collateral=your property to satisfy the debt.

A title company is usually listed as the Trustee. This entity is
responsible for foreclosing on the property on behalf of the beneficiary
if you, the Trustor, quit paying according to the terms of your
promissory note. They are the Trustee for the Deed of Trust which
contains a Power of Sale clause that allows them to sell your property
at a Trustee’s Sale.

The Beneficiary is the lender, the entity that made a loan against the
property, the originator of the promissory note secured by a deed of
trust against your property.

When you offer seller financing, then you put on a different hat. Instead of

being the Trustor, you play the role of the Beneficiary. You didn't lend the

Trustor (the buyer that now owns your property) money, but you lent them

your equity.

And if they don’t pay you your remaining equity according to the note(s) as

promised (promissory note), then the Trustee will foreclose and give the

property back to you (if you pay them a nice chuck of change to do it, of

course).
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Story time:

A cute little old couple owned a commercial building down the street from
my house. They had run a travel agency business out of it for over 25
years, but one day as we passed it to get our afternoon coffee, we noticed a
handwritten sign on the back door that said: FOR SALE BY OWNER.

My partner needed an art studio, but we knew we would never qualify for a
commercial loan, and that we needed the property to carry itself (with a
mortgage at home and 4 kids to feed, we didn't need another expense).

But what could we lose? I picked up the phone and called John.

It was like negotiating with my grandparents. They were so kind and polite,
and Patricia always wore a purple knit hat and kept trying to give me old
magazines she’d collected. (One day I'm going to proudly sport a little
purple hat and play lead guitar in a rock band).

The best part about it was that they insisted on carrying paper. I couldn’t

have enticed them with all cash or a juicy bank loan if I'd wanted to. They
wanted to play the role of the juicy banker.

Seller financing was a major part of their retirement plan.

They owned the property free and clear, and they wanted 20% down and
would carry at 7.5%, amortized over 30 years, due in 15.

They placed a 25% pre-payment penalty on it for the first 10 years so I

couldn’t pay the loan off early, because if they got paid off early, they would
have a big capital gains liability, and it would defeat their reason for carrying
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paper in the first place. At the time, bank CD’s were paying all of 2-3%, so
the strategy made a lot of sense.

Ultimately, they took 15% down, and carried at 3.75% for the first 18
months, and 7.5% thereafter.

Here’'s what it looked like:

Sales price: $370,000

Down payment: $50,000

First note and deed of trust: $320,000

Interest rate: 3.75%, then 7.5%

Term: amortized over 360, due in 180

Monthly payment: $1,481.97 (first 18 months, $2,206.28 thereafter)

So, they got $50,000 down and now they get $2,206.28 every month from
me, which is basically their pension fund/retirement plan. I guess that’s
lucky for them, because if they’d have had their nest egg in the stock
market like many people did, they’d have lost half of it by now, and be

wondering where their next TV dinner was going to come from.

If they’d have sold for all cash, they’'d have paid about $70,000 in capital
gains, and had $300,000 to stick in a bank CD at 2.5%. Let's see:

Principal: $300,000
Interest rate: 2.5%
Monthly interest: $625
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Instead they only paid about $12,000 in capital gains, had enough money

left over from the down payment to pay off the remaining mortgage on their
home, and they get $2,206.28 per month instead of
$625. Not bad.

And it’s worked perfectly for us, because we collect

$2,950 a month plus utilities from the downstairs

tenants in the building, so all we're left with covering is
the insurance, about $350 a month. That’s much less than we would have

paid just trying to rent an 1,100 sqft art studio somewhere.

Now, I've got the property up for sale, because it won’t be long before all

the kids are out of high school, and we’re planning our escape!

I'm offering it as a sale-lease-back, because we still need to use the upstairs
unit for another couple of years, but I'd like to increase my cash flow from
the property and reduce my exposure to potential vacancy if my tenants

ever decide to call it quits.

But remember that pre-payment penalty? And guess what? I have no
intention of paying capital gains. So here’s the current description on my

listing:

"Owner will carry. No bank financing needed. Beautiful 2-story
commercial building in the heart of Temple City. Close to Seafood
Village, between City Hall and Chase Bank on the north side of the street.
There is approximately 2,500 sqft on the first level, with the remaining
1,100 on the second level. Owner is looking for a sale-lease-back,
intending to retain leasehold of the 2nd level for approximately 3 years.

Seller must carry, terms flexible. Open to lease option, contract for deed,
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or partnership in a title holding (land) trust to preserve existing tax basis

and defer capital gains.”

Here’s how the deal could end up looking if we use the Title Holding (Land)

Trust:

Purchase price or MAV (mutually agreed value): $947,000
Down payment or Initial Contribution: $150,000
Remaining amount: $797,000

Interest rate: 7%

Term: amortized over 240, due in 60

Monthly payment (lease payment): $6,179.13

So, instead of the building just barely carrying itself, we could pocket
$3,972.85 each month instead ($6,179.13 minus the $2,206.28 I owe to my
‘grandparents’). The ‘buyer’ would cover taxes and insurance, maintenance

and repairs, and worry about any potential vacancies.

And out of that $150,000 down payment, I won’t pay a lick of capital gains.
I won't pay any taxes until the trust is terminated 5 years from now, and
even then, I may decide to 1031 exchange my beneficial interest in
the land trust for another ‘like kind’ investment for 100% deferral of

capital gains and depreciation recapture. That sounds kinda nice.
The deal could be put together a hundred different ways, so it’ll be fun to

see how it comes together. (And I'll talk more about the Land Trust in a later

section).
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Am I offering seller financing for the right reasons,

or because I have a bruised ego?

Because owner financing can be such a powerful tool for getting top dollar in
any market, sometimes sellers go that route, even when they shouldn't.
They are so attached to getting a certain dollar amount for their property,
that they can lose sight of the big picture. That's why I could have entitled
this section:

So You’re Stuck on Price - Let’s Have a Heart to Heart
(AKA: Life Coach Moment)

Obviously, I love seller financing and real estate notes, and any non-
traditional way of closing real estate transactions. I've almost made it a

point of personal religion to avoid institutional financing.

I'm not sure I even believe in banks. The only thing that makes me think
they might be real is the fact that they are owning/controlling more and
more of the real assets in the nation.

Pretty good trick really:

Loan people pretend money, and if they
don't pay it back, take their real property.

And the Federal Reserve . . . probably we

shouldn’t go down this slippery slope, because the cobwebs are getting a bit
thick. Just consider doing a little mind-bending research some time:
www.GaryNorth.com, www.AddisonWiggin.com, www.IOUSAtheMovie.com,
www.MichaelCovel.com, www.BrokeMovie.com, and if you're particularly

adventurous: www.ZeitgeistMovie.com)
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OK, so back to our regularly scheduled program . . .

Owner financing is a great way to maximize price point, but is price always
the most important thing? Is offering seller financing just to get the highest
possible price always the right thing for people to do?

No.

Some people need to get top dollar because they have very little equity.
They owe almost as much as their property is worth (or maybe even a little
bit more), and they’re trying to avoid a short sale and/or default. They at
least want to take a stab at preserving their credit.

Some people own their properties free and clear, and are carrying paper as
part of their retirement strategy. While they obviously want the most
money possible, monthly cash flow and deferring capital gains is the most
important conversation.

Some people need top dollar because literally, the property represents their
life savings, and they need to salvage every penny they can out of it. (And
if that’s you, make sure you REALLY structure the transaction carefully so
you can sleep at night and eat more than cat food the next morning).

And some people want to offer seller financing just to get a price that's
stuck in their heads, because they don’t want to ‘lose
money.” Their egos just won't allow them to ‘take a loss.’
They don’t want to look silly, feel foolish or play the part
of a chump.

It's these people that I want to chat with for a moment.
Or maybe I'll just tell you a quick story . . .
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Story time:

Harvey and Hedwig heard about what I'd done for Heinrich (you’'ll read
about him later), and contacted me for help with their million dollar property

in the Seattle area.

Six years previously, they had purchased a beautiful 5 acre estate, and had
been pouring love and cash into it ever since. A year before they flew me
up for a consultation, Realtors had pegged the value of their home
somewhere between $1.2 and $1.5 million. Now, the numbers were coming

in below a million, and it was just more than they could stand.

So, they decided that they would hire me to set up a seller financing

transaction so they could maximize the price they could get for the property.

Great! I'm all over that! Because I knew that they had attractive
underlying financing in place, I knew I could safely put a deal together for

them with the right buyer using the Title Holding (Land) Trust.
While I was up there, my objectives were to:

e Talk strategy (there’s a lot to explain to people about the title holding
trusts and seller financing in general)

e Interview Realtors to help them choose the right one (we needed a
professional comfortable with non-traditional financing)

e See the property and take photos for an internet flyer and blog

e I even took my video camera to create a home spun virtual tour to
capture the magic of the place, share the feeling of being there, and
tell the story of the people and property behind the transaction

e enjoy locally produced red wine and a view of the Cascades . . .
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But during the course of my 2-day stay, I got to know more about them than
I'd become aware of even after several phone conversations. I learned a lot
more about why they were selling, and what they hoped they’d be able to do
once the property was sold.

And that’s when I knew we needed to have a ‘Come to Jesus’ talk . . .

Here’s what I discovered that made me talk them out of using my services
as a seller financing consultant: they both wanted to be out of the ‘rat race,’
and both were contemplating major life transitions.

Harvey wanted to go live in Spain. He wanted the freedom to live in a tiny
apartment without air conditioning, and just immerse himself in the
language, the culture, the people, the food . . . the simple goodness of living
and being. Hedwig wanted to start teaching yoga while rehabilitating their
Palm Springs home.

Neither of them wanted to be tied to having to make a certain amount of
money each month. Although Harvey had always made good money in his
business, it just didn’t inspire him any more . . . he was ready for a whole
new chapter in his life. And what would most make them feel like they could
safely make these life transitions?

Money . .. a big chunk of money in the bank.
“So why then,” I asked them, “"Would you accept a relatively small down
payment ($100,000) and carry paper on your house just to push the

purchase price closer to a million than $900,000?”

After closing costs, that would only give them about $40K in the bank . . .
not exactly the kind of money that would set their minds at ease. It would
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be almost impossible for them to throw themselves at their new adventures
with complete abandon.

Yes, they’d have monthly cash flow, but what if something went wrong?
What if the buyers got laid off from Microsoft or Zillow and couldn’t make
the payments? Then pretty soon that positive cash flow turns into negative
cash flow, because the underlying bank loan, taxes and insurance would still
have to be paid.

And what if the defaulting buyers hadn’t taken good care of the place? What
if they had let the landscaping dry up? Then there would be money to
spend and repairs to make just to put it on the market again, and will the
market be better at that time, or possibly worse?

And what if something catastrophic happened? What if a hot air balloon
crashed into the house? It would be hard to recover that thinly won equity.

The potential for loss is too great with only a 10% down payment, and it just
wouldn’t be worth it, especially when their whole way of life could be
compromised. It would be a different story if the equity tied up in the
property didn't represent such a significant amount of their net worth.

If they just listed and sold at $900,000 to a ‘regular’ buyer, then they would
have closer to $250,000 in the bank . . . now that starts to sound a little
better. It sounded to me like selling for $900,000 to a conventional buyer
who could qualify for traditional financing would meet their true objectives
better than getting $1,000,000 a little at a time.

But that ego thing is a tough one. It can spew out all sorts of arguments
that tempt you to trade in your dreams for shallow satisfactions and the

promise of just a little more money. It rambles on:
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"But it was worth $1.2 just last year, and I don't think the market has
fallen that far, and I don’t want to just give the property away.”

The ego likes to believe that there must be some conspiracy going on, that
the real estate professionals providing comparable market data must be
sitting in dark alleys, calculating ways to rob him of his just rewards.

I went on to torture him with an especially annoying line of questioning . . .

“And what would it mean if you were to ‘give the property away’ at
$900,000?”

"Well that would mean that someone is taking advantage of me.”

“And what does it mean if someone takes advantage of you?”

"Well, that means I wasn'’t very smart . . . that I was naive and
incompetent. You know, the last property I sold increased $200K in
value after I sold it . . . I'm not going to be that stupid again. I vowed
I would make up for that ‘loss’ with this property.”

“Now, you sold your business at the top of the market a couple of
years ago, right? I mean, you couldn’t have timed that sale any
better, could you?”

"No, I hit that one just perfect. I could see the trends that were
coming, and I sold just before the economy started tanking.”

“So in one instance you hit the top of the market and sold for top
dollar, and in the other, you didn’t. So one transaction made you

feel like a genius, the other a total failure.”
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And that’s what most of us do . . . we let the profits we make or lose directly
determine our sense of self worth. We act like suffering a financial loss is a
shameful, dark family secret . . . dirty laundry that must be buried in some
corner of the collective subconscious until some future generation airs it out

and sets it free.

Harvey just had too much baggage attached to his property, and it was
compromising his ability to make a sane decision. He was spending a lot of
time and energy (and he was willing to risk everything) just to avoid ‘taking
a loss,' because somehow that would be conclusive evidence that he is
indeed a dunce. But check this out . . . did he really ever even take a loss?

His last property he bought for $500,000 and sold for $650,000. A couple of
years later, the subsequent owner sold it for $850,000. So naturally, Harvey
logged that in as a $200,000 loss when in reality, he made a $150,000
profit.

He bought their current property for $600,000, they put $200,000 into it,
and now the market says it’'s worth $900,000. But instead of feeling like
he’s sitting on a $100,000 profit, he insists that he’s taking a $300,000 loss
because he could have sold it last year for $1,200,000.

Whew! Why do we do these kinds of things to ourselves?
All I'm saying is, be willing to ask yourself some tough questions, and take a
good hard look at what it is you really want to experience next in your life,

and try really hard not to get attached to the numbers.

Protect your quality of life at least as fiercely as you
protect your ‘profits.’
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Make the most out of advertising
“Owner Will Carry”

There are lots of good buyers out there that just can’t get a loan for one
reason or another, so when you advertise “"Owner Will Carry,” you greatly
expand the pool of potential buyers for your property.

Loans are harder to get, from conventional to jumbo, so when you take the
financing dilemma out of the equation, your chances of quickly closing a
satisfactory transaction greatly increase. If a buyer doesn’t have to worry
about jumping through 948 hoops trying to qualify for bank financing, then
they’re going to be very excited to talk to you.

Well, if they can’t qualify for a bank loan, are they really good
buyers?

Maybe, maybe not. But what about all those people who have ruined credit
because of a divorce, or a credit card dispute, or a foreclosure because they
got stuck at the top of the market with one too many investments? Are
these bad buyers? Not necessarily. A low FICO doesn’t always mean you
should avoid business with these people. You just have to be smart about it.

Sellers are turning to non-traditional methods of closing real estate
transactions because they just need to to get their deal closed, or they are
doing everything they can to get the highest possible price for their
property, and it's a good strategy. But I contend you should advertise
“Owner Will Carry” even if you don’t intend to carry the financing for a
buyer, because you will attract a lot more attention = more potential buyers
= a quicker sale at a potentially higher price.
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Another Story:

I helped a successful contractor buy a good rehab fixer in a great
neighborhood, but before he could start his project, his finances got stuck.

Worker’s Comp came in and froze all of his assets for several months.

By the time he'd completed the upgrades and repairs and actually got on the
market, it had turned, and he’d lost approximately $100,000 in potential
profits. So, of course, now he’s just trying to break even and price point is

all he's thinking about.

I knew he had excellent long-term financing that he could potentially leave
in place for the next buyer, so I advised him that because he was so

attached to price, he should probably offer terms.

He’d done a great job rehabbing the property, it was clean and showed
extremely well, but he needed to pull out all the stops. There are tons of
books out there on how to stage, prepare and market your home, but rarely
do sellers realize that advertising "Owner Will Carry,” "No Bank Financing
Needed,” is often the most powerful way to make a property more attractive

and provide an edge over the competition.

He eventually succumbed to my cajoling. Even though his first choice was to
get a buyer with conventional financing, he agreed to let me advertise
‘Owner Will Carry’ when I listed his property, not because he wanted to, but

because he could.

I've found that this type of advertising will usually double the
amount of interest that I get on a property.
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We made OWC a focal point of the advertising with yard signage, in the MLS
description, and on Craigslist and other internet sites.

I also talked him into listing below $500,000. He was dead set on getting
$550,000, but the comps showed me it was probably only worth about
$515,000. I told him if he listed at what he wanted to get, then he would
languish on the market with all the other unrealistic sellers and end up

losing even more money as he chased the market down.

Once again, he listened to me, but only after I hit him

over the head with his own cave man club several times.

Additionally, I urged him to treat the sale of his property
like an auction to create bidding fervor. For several days
he basically lived at the property showing loads of
prospective buyers and their agents his handiwork. We
told inquiring minds that we wouldn’t be reviewing offers
until Friday of the following week, and advised everyone

to simply submit their best offer.

Within a week, we were sitting on 25 written offers. We
countered them all and were in escrow at a purchase price of $549,000 after
only 10 days on the market.

And he didn't end up carrying. He accepted a conventional cash-to-new-
loan offer which allowed him to liquidate his position and walk away, clean

and simple, with all of his money.
There was no way that would have happened if he had listed for
$549,000 . . . probably not if he had listed for $525,000. And advertising

OWC definitely got us some extra phone calls and foot traffic.
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How can you have the best chances of selling quickly for
the highest possible price?

%}K(é Offer seller financing (even if you really want a cash buyer) and make it
a major focal point of your advertising:

e Sign riders in the yard: “Owner Will Carry,” or "No Bank Financing
Needed,” or “Special Financing Available”

e Make sure your agent features the special terms in the description
area of the listing that will get picked up by Realtor.com (you need
to choose an agent who understands owner financing intimately)

e Create nice internet flyers that get uploaded to all the home sites,
including Craigslist

e Create a mini blog for your property and put up lots of pictures and
information about the property and its history, and maybe even...

e Shoot some video. There are expensive virtual tours you can pay
for, but lots of times, something personal and authentic is more
effective. People emotionally relate to stories, so tell the unique
story of the property, and the people who are selling it. Viral video
is rapidly becoming one of the most powerful ways to market.

%)K(é List low. List at least 5% below what you expect to get (the seller
above went into escrow at 10% above asking price in 10 days)

%}K(é Make sure your property looks good. Stage it and make sure it smells
and feels good.

%)K(é Create auction type fervor by having a compressed showing ‘season’
where prospective buyers rub elbows. You might want to have
refreshments, and possibly even an appraisal and home inspection
sitting out for them to peruse. And tell everyone to simply submit their
best offer for review at a later date.
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How to avoid 7 deadly and common mistakes when

you carry paper

Deadly Mistake #1: Take a small down payment, or none at all

Gosh, isn’t it amazing the price you can get for your property if you don’t
ask for a down payment? You can make owning a home cheaper than

renting if you want to!

It's OK with me if you take a small down payment to sell quickly for the price
you want . . . just don’t be offended when I offer you a small price for your
note, or I tell you I can only buy a partial, or that I can’t buy it at all.

Why? Because the risk of default is so high. If things got tough, it would be
too easy for the buyer to just walk away, because they don’t have enough
‘skin in the the game.’

And actually, if they can no longer afford the payments, then it would be
wonderful if they would just walk away. But normally, they don’t. They wait
for you to foreclosure on them. In California, that can take anywhere from
5-18 months, in other states it can take 2-3 years . . . ouch.

Sure, you’ll get the property back, but after how many missed payments,
and after how many legal fees? And will the property be trashed, and/or will
the market be even softer when you finally have possession again?

Accepting a small down payment all too often translates into financial
loss . . . there’s just not enough of a financial buffer if something goes
sideways. It's like sitting on a porcupine and wondering why you’re not
feeling so cushy and cozy.
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Take the largest down payment you can get.

Getting a 20% down payment will greatly reduce the statistical likelihood of
default (and make your note much more valuable). Remember when that'’s
what it took to buy a property? A 10% down payment is usually acceptable
for an owner occupied single family residence (O/O SFR).

A down payment creates Protective Equity. Protective equity protects the
seller (note holder) from financial loss if the buyer (note payor) defaults.

The larger the down payment, the greater the instant equity a buyer has.
Think of a down payment as the layer of cream on a fresh cup of milk. The
thicker the layer of cream, the richer and tastier it is (and the more you’ll
have to fight your brother for it).

If you get a 20% down payment or more, then you’ll have a note that’s
worth holding or selling. It'll be rich and tasty, and note buyers will fight
each other for the chance to buy it (which translates into a higher price/
smaller discount, right?).

If you're going to take a small down payment, you'll want to find a way to
reduce or eliminate your exposure to foreclosure (or the risk that a note

buyer will have if they buy your note).

Perhaps you’ll want to create two notes instead of one (and only sell the
first), or use the Title Holding Land Trust to avoid foreclosure altogether.

Copyright © 2009 Dawn Rickabaugh - Note Queen 27



Deadly Mistake #2: Don’t ask for the buyer’s SS# and don't run a
credit report, (or, if you've actually done these things, try to lose the credit
application and report so it’s unavailable to give a prospective note buyer).

There have been a few times I've been able to offer a really good price for a
note, just to have the deal fall apart because the note holders couldn’t come
up with social security numbers for the Payors.

The investors out there that will pay the most for your note (ask you to take
the smallest discount) will want you to have a Social Security number on the
buyers (note Payors), and they’ll want their FICOs to be 620 or above.

There are note buyers out there that will buy your note even if you don't
have the buyer’s SS#, but they’ll probably be offering you a LOT LESS for
your note.

And even a great note by all other accounts will be hard to sell if the Payors’
credit scores are low. It's almost impossible to sell a note where the

FICOs are coming in below 600.

Why? Because, statistically speaking, the lower the credit score, the greater
the chances that the buyer (note payor) will default.
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Have the buyer provide their SS# by filling out a credit application
(1003) and signing it, run credit, and if it doesn’t come back above
620, run from the deal, unless . ..

There are always ways to compensate for the risk of lending (your equity) to
a buyer with poor credit, but still, it's a tough conversation with credit scores
in the 500's.

If you're going to do the deal anyway, be sure to take a larger-than-average
down payment, and be willing to season the note (collect at least 12
months of payments) before trying to sell your note if you want a decent
price for it. You might even want to work with the Payors to improve their

credit scores before you put your note on the market.

And even if you're not thinking of selling your note, don’t you want a strong
investment that doesn’t have you addicted to Milk of Magnesia? Don't you

want to leave a good asset to your heirs and beneficiaries?

Putting your transaction together in a way that will make your paper (note)
valuable on the secondary market, will automatically assure you that you’ve
placed yourself in the most powerful position possible, no matter what

happens down the road. It provides the most flexibility long term.

If the down payment is small, and the buyer’s credit scores are low, then I
HIGHLY RECOMMEND that you consider using the Title Holding (Land)
Trust. (But only if you don’t plan on cashing out. You can’t sell a beneficial

interest in a trust the same way you can sell a note).

Copyright © 2009 Dawn Rickabaugh - Note Queen 29



Deadly Mistake #3: Lose the original note

I, A\Y

The original note is the “green stuff,” it's the currency, it's “the thing you're
selling;” it's a negotiable instrument. A copy just won't do! The original
John Henry (signature) of the Buyer/Payor, even if it's not very attractive,

fluid or sophisticated, is the silver lining in your paper.

Losing the original note is akin to committing Original Sin all over again, and
do you really want that on your conscience? Won't you have enough to

worry about on Judgement Day?

And it kind of makes sense, doesn’t it? Would you be able to pay your
mortgage by sending in a nice photocopy of your check to Bank of America?
Or the Federal Government? (Wait, they don’t own all of the real assets in
the country yet, right? Sorry, got ahead of myself).

I was recently working with a probate attorney in Los Angeles who is
liquidating an estate holding a $500,000 seller carry back note, secured by a

commercial property.

I was able to offer the estate more than the Payor on the note was offering,
so we were ready to open escrow, but none of the heirs/beneficiaries could
find the original note. And that put the estate/note holder in a very
awkward position. The Payor could potentially cause problems if he found

out and wanted to contest the loan.

So, instead of alerting the Payor that they couldn’t find the original note and
asking him to sign a new one, (which he probably would have refused to do)
they just decided to go the path of least resistance and let him refinance
them off at a lower price than they could have gotten if they’d had all their

ducks in a row.
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Keep your ORIGINAL note in a safe place

And while you're at it, place all the other important note documents right
alongside it:

e copy of the deed of trust or mortgage

e buyers credit application (1003)

e buyers credit score

e escrow instructions

e escrow closing statement/HUD-1 settlement statement

¢ title insurance (you should have a lender’s policy)

e hazard insurance documents (you’re the Loss Payee, right?)

If I'm buying your note, I want to be the legal holder of the note, so I need
the original note in my possession, and the note properly endorsed to me:

("For value received, Pay to the Order of Dawn Rickabaugh” and it must be
signed and dated by the Note Seller).

If the original note is in my possession, and is properly endorsed to me,
then I am a holder-in-due-course, which gives me some substantial

protection should any legal issues arise.

In some cases where the original note cannot be found, you can purchase a
bond, but it's expensive. In essence, a third party company may be willing
to insure the payment on a note that can’t be located, but they’ll charge you
through the nose for it.
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Deadly Mistake #4: Make the interest rate on the note nice and low

It's tempting to offer a low interest rate to entice a buyer to give you a fat,
juicy price for your property. It's OK if that gets the job done and you're
happy with it, but you just have to know that you’re writing in the discount
you will ultimately take on your note.

Don’t write a seller financed note at 5%, amortized over 30 years, and then
get offended when a note buyer offers you .60 cents on the dollar. They're
not being mean or predatory, it's just the natural consequence of how you
structured your deal.

Perhaps you’re happy making 5% on your money . . . if so, great, sit back
and collect those payments! But no experienced note investor will buy a
note at a 5% yield. They're going to want a minimum of 9-12%. There are
only 3 companies in the country that want to buy a 5% note at face value.
That’s Fannie Mae, Freddie Mac, and FHA, and none of them are going to
buy a seller financed note.

There is usually no reason to give a borrower, who may not even be able to

get a conventional loan, the same kind of low rate they could get with the
best bank loan out there. This only benefits the borrower.
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Charge at least 2-3% more than the market rate

If you're going to take back a note (especially if you want it to be worth
something on the secondary market) charge the highest interest rate that

you can, without violating usury laws, of course.

Sellers will say, “The buyer said they could get 5.25% from Bank of America,

so I gave them 5%.”

Why would they ask you to carry the financing if they could get 5.25%?
They probably couldn’t, and even if they could, you should charge a
premium (more than the going rate) for the ease of the financing you're

providing and the closing costs you’re saving them.

So, if a typical buyer can get a 6% 30-year-fixed down at the local bank,
then you should shoot for at least 8-9%. This not only gives you a fair
return for the service you're providing and the risk you’re taking, but also
greatly decreases any discount that you will take when you go to sell your

note.

But sometimes, buyers have you over a barrel. They’ll say, “Take it or leave
it...if you won't give me the terms I'm asking for, I'll go to the next

desperate seller hanging out there on the market and get what I want.”
It's not that charging a low interest rate is bad, or the wrong thing for you to

do, you just have to go into the deal with your eyes wide open and know

what you really need, now and into the future.
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Deadly Mistake #5: Create a short-term balloon

Because of the Time Value of Money (TVM), which says that money to be
received sooner is more valuable than money to be received later, it can
seem like putting in a 5 year balloon is a good thing. No need to wait 30

long years for payoff, right?

In previous markets, this made a lot of sense. The market was going up,
and financing was cheap and easy to get. It was simple to refinance. But

now it’s a different story, isn’t it?

A balloon only adds value to a note when there’s a clear and obvious exit
strategy, which means easy, available and cheap financing laying around for

the Payor to scoop up (or evidence that they have the cash to pay it off).

So, you have this balloon . . . what’s going to happen 5 years down the road
if property values have decreased? What if interest rates are high? What if

something has happened to the buyer’s (Payor’s) credit score?

They probably won't be able to refinance and pay you off, so now you're
stuck with either restructuring the note, or foreclosing and taking the

property back.

Most note buyers these days buy a note with a balloon anticipating that
they’ll end up restructuring the loan and extending the repayment period,
which decreases the return (which means they’ll need to buy it at a steeper
discount than you would normally think, based on the calculations of your
nifty little HP).
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Fully amortize your note over the shortest time period possible . ..

Can the buyer afford a 15-year amortization? Or a 20? When a note is fully
amortizing (meaning it's completely paid off by the end of the term), we
don’t have to worry about the buyer’s future ability to refinance a balloon
payment.

If you're going to ask for a balloon, push it out to 7, 10, or 12 years. The
longer we have for the real estate and credit markets to stabilize, the better.

Investors will think . . . "OK, things are not great now, but I'm pretty sure in
10-12 years the market will have recovered and we’'ll be in a better
situation. By then, this Payor should have no trouble refinancing, especially
since the principal balance on the note will be a lot smaller.”

Another idea is to ask for Stepped Payments. This is where the interest rate
remains the same, but the monthly payment due from the buyer increases
by a certain amount or percentage every year. This leads to a faster pay
down of the loan balance.

Stepped Payments also provide seniors, who are often on fixed finances at
retirement, a stream of income that helps them deal with inflation, and the

reduced buying power that their money will have with each passing year.

P.S. Avoid ‘interest-only’ loans ... no one wants to buy them!
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