


Creative finance solutions 

 Seller Financing & Contract for
deed

1.

 Subject-To Financing and
Assuming an Existing Mortgage

2.

 Private Money Lending and Hard
Money Loans

3.

 Equity Partnerships and Joint
Ventures 

4.

 Wraparound Mortgages and
Seller Financing

5.

 Home Equity Loans and HELOCs6.
 Assistance Programs or Grants7.
 Tax Lien and Tax Deed Purchases8.
 Living Trusts9.
 Investing in Real Estate
Investment Trusts

10.



Seller Financing (Owner Financing) / Contract
for Deed (Land Contract) / Installment Sales

Similarities:
These methods involve the seller providing financing to
the buyer directly, bypassing traditional bank loans.
The buyer makes regular payments to the seller under
terms negotiated in the purchase agreement. Typically,
these agreements allow the buyer to avoid the
traditional mortgage application process.

Differences:
Seller Financing: The title of the property is transferred
to the buyer at the time of purchase. The seller holds a
mortgage or promissory note as security. The buyer
can refinance or sell the property later, paying off the
seller’s loan in the process.

Contract for Deed (Land Contract): The legal title stays
with the seller until the buyer has paid the full purchase
price. The buyer takes possession of the property,
equitable title and begins making payments, but legal
ownership doesn’t transfer until the final payment.

Installment Sales: The buyer makes payments over
time, similar to seller financing, but ownership
transfers after the payment plan is completed, like in a
contract for deed. The schedule and terms can often
be more flexible.



Process:
Buyer and seller agree on a purchase price, interest
rate, repayment terms, and any down payment.

A legally binding promissory note and mortgage (or
contract for deed) is created, detailing the terms.

The buyer takes possession of the property and begins
making payments to the seller according to the
schedule.

In seller financing, the title transfers immediately to the
buyer, and the seller holds a lien on the property until
the loan is paid in full.

In a contract for deed, the Legal title remains with the
seller until the buyer (who has equitable title) has paid
off the balance, at which point ownership is
transferred.

Risks:
For the seller: Risk of the buyer defaulting on
payments, forcing the seller to go through foreclosure.
If the buyer causes damage to the property before full
payment, the seller could be stuck with the cost of
repairs.
For the buyer: If payments are missed, the seller can
foreclose or repossess the property. In a contract for
deed, the buyer doesn't gain legal ownership until all
payments are completed, so they risk losing the
property and all paid amounts if they default.



Example:
John buys a property from Sarah for
$300,000. Sarah agrees to finance
$250,000 at 5% interest for 10 years. John
makes monthly payments of $1,500 to
Sarah. Sarah transfers the title to John
immediately (seller financing), but if John
defaults, Sarah can initiate foreclosure to
recover her money.

Contract for deed is the most common and
accepted creative finance solution in the traditional
real estate sales world. We often see in MLS listings
whether or not sellers will accept a C/D offer.



Subject-To Financing / Assuming an Existing
Mortgage

Similarities:

Both methods allow the buyer to take over or work
with the seller’s existing mortgage instead of obtaining
a new one. The process avoids new financing costs and
interest rate increases.

Differences:

Subject-To Financing: The buyer takes ownership of
the property while the seller’s mortgage remains in
place. The buyer makes payments on the existing
mortgage, but the loan remains under the seller’s
name. The seller remains legally responsible for the
loan.

Assuming an Existing Mortgage: The buyer officially
assumes the seller’s mortgage with lender approval.
The mortgage transfers into the buyer’s name, and
they are fully responsible for the loan terms and
payments.



Process:
Subject-To Financing:

Buyer and seller agree on a deal where the buyer
will take ownership of the property, while the
seller’s mortgage remains in place.
The buyer takes over the monthly payments, and
the property deed is transferred to the buyer.
The original mortgage stays in the seller’s name,
but the buyer controls the property and pays the
mortgage.

Assuming an Existing Mortgage:
The buyer contacts the lender to get approval for
assuming the mortgage.

Once the lender approves, the buyer takes over
the mortgage, and the title transfers to the buyer.
The buyer assumes all responsibility for the
remaining payments, interest, and other terms of
the original mortgage.

Risks:
For the seller in subject-to financing: The seller
remains legally responsible for the mortgage. If the
buyer fails to make payments, it negatively impacts the
seller’s credit, even though they no longer own the
property.
For the buyer in both methods: In subject-to financing,
if the original lender has a "due on sale" clause, the
lender can demand full repayment of the loan when
the property changes hands, forcing the buyer to pay
off the mortgage or lose the property.



Example:
Chris buys Steve's home subject-to Steve’s
$150,000 mortgage. Chris makes the payments,
and the deed is transferred to him, but the
mortgage remains under Steve's name. If Chris
fails to make payments, Steve’s credit will be
harmed.



Similarities:

Both methods involve non-traditional
lenders (private individuals or companies)
providing short-term financing based on the
property’s value rather than the borrower’s
creditworthiness. These loans often have
higher interest rates and shorter terms.

Differences:

Private Money Lending: Involves borrowing
from private individuals or investors, often
with more flexible terms than traditional
loans. The relationship between the
borrower and lender may allow for
customized repayment schedules.

Hard Money Loans: Typically offered by
specialized companies for short-term real
estate projects, such as fix-and-flip
investments. These loans are secured
primarily by the property’s value and tend to
have higher interest rates and stricter
repayment schedules.

Private Money Lending / Hard Money Loans



Process:
Private Money Lending:

The borrower finds a private individual or
investor willing to lend the required
funds.
Terms such as interest rates, repayment
schedules, and collateral (usually the
property itself) are negotiated.
The loan agreement is formalized with a
promissory note, and the borrower uses
the funds to purchase the property.
The borrower makes regular payments
to the private lender as agreed.

Hard Money Loans:
The borrower contacts a hard money
lender, typically a company specializing
in short-term, high-interest loans for real
estate.
The lender evaluates the property’s value
(usually 60-80% of its after-repair value
for investment properties) to determine
the loan amount.
A short-term loan is granted, usually with
high interest and strict repayment terms
(6-24 months).
The borrower uses the funds to purchase
or renovate the property and must
either refinance or sell the property
before the loan term ends.



Risks:
For the borrower: Both types of loans carry
high interest rates and short repayment
terms. If the borrower fails to repay the loan
or cannot sell/refinance in time, they risk
losing the property to foreclosure. Hard
money loans are particularly risky because
of the aggressive repayment schedules and
costs.
For the lender: If the property’s value
decreases or the borrower defaults, the
lender could lose money, especially in
private money lending.

Example:
Susan needs $200,000 to purchase a
distressed property and renovate it. A hard
money lender offers her $150,000 at 12%
interest for 12 months. Susan renovates the
property and sells it within 9 months, using
the sale proceeds to pay off the loan.



Similarities:

Both methods involve forming a partnership
with someone to pool resources and invest
in real estate. These are flexible
arrangements that don’t require traditional
financing.

Differences:

Equity Partnerships: Involve long-term co-
ownership arrangements where one partner
provides capital (for a down payment,
repairs, etc.), and the other manages the
property (e.g., finding tenants, handling
maintenance). Both partners share
ownership, profits, and appreciation of the
property.

Joint Ventures: Typically project-based
partnerships for short-term investments
such as property flips or developments. One
partner may provide capital, and the other
manages the renovation or sale. Profits are
divided once the project is completed.

Equity Partnerships / Joint Ventures



Process:
Equity Partnerships:

The partners agree on the terms of their
partnership, including the financial contributions
and profit/loss distribution.
One partner typically provides the capital (for a
down payment or repairs), while the other
manages the property (e.g., finding tenants,
handling maintenance).
Ownership of the property is shared, and profits
are divided according to the agreed percentages.

Joint Ventures:
The partners agree to work together for a specific
project, like a property flip or a development
project.
One partner may provide capital while the other
handles renovations or project management.
Once the project is completed (e.g., the property is
sold), profits are split according to the joint venture
agreement.

Risks:
For both partners: Disagreements over the property’s
management, repairs, or financial decisions can strain
the partnership. If the property doesn’t perform well
(e.g., fails to sell for a profit or generates low rental
income), both parties lose money. Legal agreements
should be carefully drafted to protect both partners in
case of disputes.



Example:
Dave and Brian form an equity partnership. Brian
provides the down payment for a rental property, while
Dave manages the day-to-day operations. They agree
to split the rental income 50/50, and both share in the
appreciation when they sell the property.



Similarities:

In both methods, the seller finances the
purchase for the buyer, but in a wraparound
mortgage, the seller's existing mortgage
remains in place, and the buyer’s payments
cover both the existing mortgage and the
additional amount the seller finances.

Differences:

Wraparound Mortgage: The buyer makes
payments that cover the seller’s existing
mortgage as well as additional amounts
owed to the seller. The seller continues to
pay their original mortgage and keeps the
difference between what they owe and what
the buyer is paying.
Seller Financing: The seller directly finances
the purchase for the buyer, and the buyer
pays the seller based on agreed terms. The
seller may or may not have an existing
mortgage on the property.

Wraparound Mortgage / Seller Financing



Process:
Wraparound Mortgage:

The buyer and seller agree on the sale price, terms,
and repayment schedule.
The buyer makes payments to the seller that
include enough to cover the seller’s existing
mortgage, as well as any additional financing
provided by the seller.
The seller uses the buyer’s payments to continue
paying their own mortgage.
The title transfers to the buyer, but the seller
remains responsible for their mortgage until it's
paid off.

Seller Financing:
The seller and buyer agree on the terms, and the
buyer begins making payments directly to the
seller.
The seller retains a lien on the property until the
buyer fully pays off the loan, at which point the lien
is released.

Risks:
For the seller: In a wraparound mortgage, the seller is
still responsible for making payments on their own
mortgage, so if the buyer defaults, the seller must
either cover those payments or risk foreclosure.

For the buyer: If the seller fails to make their mortgage
payments, the property could be foreclosed, even if
the buyer is making their payments.



Example:
Ken buys Jenny’s home for $300,000
using a wraparound mortgage. Jenny
still owes $200,000 on her mortgage
at 3% interest. Ken agrees to make
payments of $1,500/month to Jenny,
who uses $1,000 of that to pay her
mortgage and keeps the $500
difference.



Similarities:

Both methods allow homeowners to tap into
the equity in their existing property as
collateral to borrow money. These funds can
then be used to purchase another property,
invest, or cover other expenses. Both are
secured by the value of the homeowner's
property.

Differences:

Home Equity Loan: This is a lump-sum loan
where the borrower receives the full amount
upfront and repays the loan with fixed
monthly payments over a set term. Interest
rates are typically fixed, and the payment
schedule is predictable.

HELOC (Home Equity Line of Credit): A
HELOC works more like a revolving credit
line. The borrower can draw funds as needed
during the “draw period,” and only pays
interest on the amount borrowed. The
interest rate is usually variable, and during
the repayment period, both interest and
principal must be repaid.

Home Equity Loan or Line of Credit (HELOC)



Process:
Home Equity Loan:

The homeowner applies for a loan using
their home’s equity as collateral.
The lender appraises the property and
determines the loan amount, typically
70-90% of the available equity.
The loan is approved, and the borrower
receives the full loan amount as a lump
sum.
The borrower begins repaying the loan in
fixed monthly payments, which include
both principal and interest.

HELOC:
The homeowner applies for a HELOC,
which is approved based on the equity in
their home.
A credit line is established, and the
borrower can draw from it as needed
during a “draw period” (typically 5-10
years).
During the draw period, the borrower
makes interest-only payments on the
borrowed amount.
After the draw period, the borrower
enters the repayment period and must
begin repaying both the principal and
interest.



Risks:
For the homeowner: If the homeowner
cannot make payments on the loan or
HELOC, they risk foreclosure on their
primary residence. With a HELOC, variable
interest rates can cause payments to rise
unexpectedly, leading to higher monthly
costs. If the value of the home decreases, the
homeowner could owe more than the home
is worth.

For the lender: If the homeowner defaults on
the loan and the property’s value has
declined, the lender may not recover the full
loan amount during foreclosure.

Example:
Jerry owns a home valued at $400,000, with
$150,000 remaining on his mortgage. He
applies for a HELOC and receives a
$100,000 credit line. He draws $50,000
from the HELOC to use as a down payment
on a new investment property. During the
draw period, Jerry only pays interest on the
$50,000. After five years, he begins repaying
both the principal and interest on the
amount he borrowed.



Unique:

Assistance programs or grants are
government or nonprofit-backed initiatives
designed to help first-time homebuyers or
low-to-moderate-income buyers afford a
home. These programs offer financial
assistance through grants, down payment
aid, or no-interest loans.

Differences:

Grants: These are funds given to buyers that
do not need to be repaid as long as the buyer
meets the program’s requirements, such as
living in the home for a specific period (e.g.,
five years).
Assistance Programs: Some programs
provide no-interest loans or forgivable loans
that help with down payments or closing
costs. These loans may need to be repaid
under certain conditions, such as selling the
property too soon or failing to live in the
home for the required number of years.

 Assistance Programs or Grants



Process:
The buyer researches and applies for down payment
assistance programs or grants available through
federal, state, or local agencies.
The buyer submits required documentation, such as
proof of income, first-time buyer status, or residency.
If approved, the buyer receives assistance in the form
of a grant or loan that can be applied toward the
down payment or closing costs on their home
purchase.
The buyer purchases the home and closes the deal,
using the assistance for down payment or closing
costs.
In some cases, the grant or loan must be repaid if the
buyer sells or moves out of the home within a
specified period (e.g., five years).

Risks:
For the buyer: The biggest risk comes from not
meeting the conditions of the grant or assistance. For
example, if a buyer sells the home too early, they may
be required to repay the assistance. Additionally,
these programs can be competitive or limited in
availability.
For the program administrators: If the homebuyer
defaults on the mortgage or fails to meet the
conditions of the assistance, the program may lose
the funds provided. Fraudulent applications are also a
risk.



Example:
Maria is a first-time homebuyer with a
modest income. She qualifies for a state-run
assistance program that provides $10,000
toward her down payment. This assistance
allows her to afford a home she otherwise
couldn’t. She must live in the home for five
years to avoid repaying the grant.



Unique:

Tax lien and tax deed purchases involve
acquiring properties through auctions when
the original owner has failed to pay property
taxes. In a tax lien purchase, the buyer
acquires the right to collect the delinquent
taxes with interest. If the property owner
does not repay, the lien buyer may foreclose
on the property. In a tax deed purchase, the
buyer acquires the property outright after
paying off the back taxes.

Differences:

Tax Lien Purchase: The buyer purchases the
right to collect back taxes owed on a
property. If the owner fails to repay the lien
within a set period, the buyer can foreclose
on the property and take ownership.
Tax Deed Purchase: The buyer purchases the
property itself at auction by paying off the
delinquent taxes. The buyer takes ownership
immediately after paying the taxes owed.

Tax Lien or Tax Deed Purchases



Process:

Tax Lien Purchase:
The buyer researches properties available
for tax lien sales through local government
or county auctions.
The buyer bids on the lien and, if successful,
pays the outstanding taxes.
The property owner must repay the buyer
the delinquent taxes plus interest within a set
redemption period (often 1-3 years).
If the property owner repays the lien, the
buyer receives the original amount plus
interest. If the owner doesn’t repay, the
buyer can foreclose on the property and
take ownership.

Tax Deed Purchase:
The buyer researches properties available
for tax deed sales.
The buyer bids on the property itself. If
successful, they pay the back taxes and
receive a tax deed, giving them full
ownership of the property.
The buyer then either keeps the property as
an investment or sells it.



Risks:
For the lien buyer: If the property owner
redeems the lien, the buyer only makes a
small profit from interest. If the owner
doesn’t redeem, the buyer must foreclose,
which can be a lengthy and costly legal
process. There’s also a risk that the property
is worth less than the amount of the lien.
For the deed buyer: The buyer is purchasing
the property “as-is,” often without the
chance to inspect it. There could be
unknown issues like title problems,
structural damage, or existing occupants
that must be evicted.

Example:
Tom purchases a tax lien on a home for
$5,000, covering the back taxes owed by the
owner. After two years, the owner hasn’t
repaid the lien, so Tom begins the
foreclosure process and gains ownership of
the home, which is worth $80,000.



Unique:
A living trust allows the property owner to
transfer ownership of real estate to a trust
for estate planning purposes. The property is
managed by the trustee (often the owner)
for the benefit of the beneficiaries (e.g., the
owner’s family). This allows for easier
transfer of property upon the owner’s death
without going through probate court.

Differences:
Revocable Living Trust: The owner (grantor)
retains control over the trust and can modify
or revoke it during their lifetime. The
property is still included in the grantor’s
estate for tax purposes but avoids probate.
Irrevocable Living Trust: Once the trust is
established, the grantor cannot change or
dissolve it. The property is removed from the
grantor’s estate, which can offer estate tax
benefits but restricts control.

Living Trusts



Process:
The property owner establishes a living trust
and names a trustee (which can be
themselves) to manage the trust and its
assets.
The owner transfers the property title to the
trust, making the trust the legal owner.
The owner continues to manage or live in the
property as the trustee.
Upon the owner’s death, the property
automatically transfers to the beneficiaries
named in the trust, avoiding probate court.
The beneficiaries can either keep the
property or sell it according to the trust’s
instructions.

Risks:
For the owner: Setting up a living trust can be
costly and complicated. If the trust isn’t
properly funded (i.e., the title isn’t correctly
transferred), the property may still go
through probate. Changes to the trust can
also be challenging if the terms are too
restrictive.
For the beneficiaries: If the trust terms are
unclear or there’s a dispute among
beneficiaries, managing or dividing the
property can be problematic.



Example:
Mary establishes a living trust and transfers
her home into it, naming her children as
beneficiaries. Upon her death, the home
passes directly to her children without going
through probate, allowing them to sell or
divide the property according to the trust’s
terms.



Unique:
A REIT allows investors to pool their money
to buy shares in a company that owns,
operates, or finances real estate. It’s an
indirect way to invest in real estate without
owning physical property. REITs can focus
on various types of properties, such as
commercial real estate, apartment buildings,
or infrastructure.

Differences:
Equity REITs: These REITs own and manage
income-producing properties (e.g., office
buildings, shopping centers) and pay out
dividends to shareholders from the rental
income.
Mortgage REITs: These REITs invest in
mortgages and mortgage-backed securities,
making money from the interest on these
loans.
Hybrid REITs: These REITs combine
elements of both equity and mortgage REITs,
investing in both income-producing
properties and mortgage loans.

 Investing in Real Estate Investment Trusts (REITs)



Process:
An investor researches available REITs that
match their investment goals (e.g.,
commercial real estate, residential
properties, or a mix).
The investor purchases shares in the REIT,
similar to buying stock in a company.
The REIT generates income by leasing,
operating, or selling properties, and
investors receive dividends based on the
REIT’s performance.
Investors can sell their REIT shares on the
open market, similar to stocks, if they wish to
cash out.

Risks:
For the investor: REITs are subject to market
risks like any other investment. If the real
estate market declines or the REIT’s
properties underperform, the value of the
shares may decrease. Additionally, some
REITs are not publicly traded, making them
less liquid and harder to sell quickly.
For the REIT: Poor management, tenant
vacancies, or falling property values can
negatively affect a REIT’s profitability and its
ability to pay dividends to investors.



Example:
Jessica invests $10,000 in a REIT that focuses
on commercial office buildings. She receives
quarterly dividends from the REIT’s rental
income and sees the value of her shares
increase as the REIT acquires more
properties. Later, she sells her shares for a
profit when the market is strong.


