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5 Steps to Dictating The Terms To Your Lender 
Closing and Funding with Other People’s Money 
 
Introduction 

 
Closing deals on terms is all about making the price tag work for the seller and the terms work 
for you. In the previous lesson, Getting the Seller to the ‘Yes’, I taught you how to invest in a 
property on seller financing using a terms agreement.  

 
When you’re crafting a seller-financed deal, you may need or want to get a lender involved. 
(Example: The seller wants some cash up front, but you don’t want the cash to come out of 
your pocket.) 
 
Normally, in order for a lender to be interested in purchasing a note, they would want the note 
to be set up “perfectly” to their advantage. NoteSchool has a detailed training matrix on how 
to set up a note perfectly that you can find at the end of this document. 
 
But since you’re wanting to do a more untraditional deal on your own terms via seller 
financing, your deal most likely won’t contain all of the note characteristics that a lender 
normally looks for in a traditional deal. 
 
In this guide, you’re going to learn how to dictate the terms to the lender, which is very 
untraditional but can be extremely profitable for both parties. Your goal in this scenario is to 
structure the deal on your terms while making sure it’s just appealing enough to a note-
funding source and their bottom line that they’re willing to get involved in the deal. 

 
5 Steps To Dictating The Terms To Your Lender  
A Backwards Method That Works To Your Advantage   

 
Step 1 - Understand The Players  
 

Player 1 - The Seller (The property owner)  
Player 2 - The Buyer/Real Estate Investor (That’s you)  
Player 3 - The note-funding source aka the Note Buyer  (Ex: Colonial Funding Group)  

 

Step 2 - Understand The Definitions  
 

Deed - Bill of sale for a piece of property. It gives you the ownership of the property at closing.  
 
Note - A written payment agreement to pay the lender (in this case, this is the seller) 



 

 

according to the agreed  terms. Owning a note means you’re the bank with the right to collect 
payments as called for in the note. (If you’re financing, the note specifies the payment 
agreement.) 
  
Lien - What places the property up as collateral (mortgage/ deed of trust).  

 

Step 3 - Splitting the purchase into two notes  
 
Your Goal 
 
For this example, we’ll say you’re purchasing a property with seller financing for $100,000 from 
the seller with your set terms (could be ridiculous terms like 0% interest, 30 year term, etc.). 
But the seller wants 20% ($20,000) up front in cash, so he or she can use it for another purpose 
like an outside investment, to help a family member, etc.  
 
To avoid having to give the seller $20,000 cash out of your pocket, you’re going to use first and 
second liens in a different way than you would normally use them to make this deal work to 
your advantage. 
 
(Note: There may be some situations where you still need to invest some cash of your own short-
term, but most of the time, you can work it out in the way you set up the deal.) 
 
Break The Note Up Into First And Second Liens 
 
You’re going to break up the note into liens. Your first lien will be 20% and the second lien will 
be 80% (Note: This is backwards of how it’s traditionally done. Usually it’s the other way 
around.) 
 

The First Lien  
 
First, you want to get a note-funding source, like Colonial, to agree to buy the 20% LTV 
(loan to value) first note from the seller essentially right after the real estate closing. To 
be clear though, this note would typically be bought at a discount. However the 
amount of discount can be minimized by the conditions we discuss within this guide. 
Generally a short term, low LTV first lien could have a discount ranging from 10%-20%.  
(The note funding source cash advance to the property seller, also the seller financier, 
at or near the closing provides money at closing just not out of the buyers pocket.) 
This first lien will typically be a short term note (usually no longer than 2-4 years), 
during which you’ll be responsible to make regular payments to a funding source, like 
Colonial, with payments usually starting immediately. We will get to the details of 
setting up this note for the first lien in a minute. 

  



 

 

 
The Second Lien  

 
Then, the 80% LTV second lien, for 80% of the purchase price ($80,000), can be set up 
as a more long-term 20 or 30 year note with more “ridiculous terms” that are in your 
favor. The payments for this second lien would typically kick in once the first short-
term lien is fully amortized and paid off. (In some cases, you may even be able to get 
the seller to agree to delay the first payment or interest accruing, if applicable, for the 
second lien even more.) 

 
Example: 

 
$100,000 - Purchase price 
$20,000 - The proceeds (cash) at closing that the seller is going to get from 
Colonial funding the property seller AKA seller financier. We will call this 
Lien/Note #1  
$80,000 - We will call this Lien/Note #2 

 

Step 4 - Making The Note Appealing To The Note-Funding Source  
 

What is the Funding Source looking for? They are going to want to make sure that the return 
on their investment matches the quality of the note they are buying (risk vs. reward). They are 
aware that there are imperfections because it’s written to substantially benefit the borrower, 
but you want to set it up in a way that there are enough “redeeming factors” that they will 
agree to live with it. 
 
Most seller-financed notes are bought by a funding source at a discount and, in order for a 
lender to be interested, they usually are looking for a set of ideal note characteristics. But for 
this type of deal, you won’t check off the box on all of the funding source’s checklist.  
 
So your goal is to at least set up the note on lien #1 with enough redeeming factors that the 
note is still favorable and profitable for your note-funding source to get involved, even though 
it’s not “perfect.” 
 
That being said, there are three main characteristics of the loan that you will want to include in 
your note’s terms. These are: 
 

1. The Principal Amount  
A factor will be the actual principal amount owed on the note--no matter how low the 
LTV is. A $10,000 note will naturally have a higher percentage discount than a $50,000 
note - same LTV.  
 

2. The Term Length And Interest Rate 
A note with short-term amortization (term) will generally always have a smaller 



 

 

discount than a longer- term note. Why? Because the further the dollars are paid out in 
the future the less they’re worth today. A 5-year note written at a 2%-5% interest rate 
will be discounted drastically less than a 30 yr. note at the same low rate.  

 
We’ve intentionally instructed you to structure the first liens on a shorter term, 
between two-four years.  
The shorter the term of the note, equals less discount. This is based on the present 
value of future dollars.  
For example: 
 

● A thirty (30) year 2% interest note is probably worth 40-50 cents on the dollar 
(fully amortized).  

● A three (3) year 2% interest note is probably worth 80 cents on the dollar (fully 
amortized).  

 
So, you may want to make the first lien’s interest rate higher, or even higher monthly 
payments because the note-funding source will buy it at a lower discount that way. 
*For more help on this, our NoteSchool events cover this equation more in-depth with 
you.  

 
        3. The structure of the deal 

When it comes to structuring a deal like this, it’s important that the first lien for the 
20% you’re creating doesn’t have too many “ridiculous terms,” such as 0% interest or 
first right of refusal that would turn the lender off from the sale entirely. Too many 
ridiculous terms (although extremely favorable to you, the borrower), will either 
trigger the lender to ask for a super discount or worse, unacceptable clauses, which 
are deal killers to funding sources.  
 
Your second lien for 80% of the sale price can have as many ridiculous terms as you 
can get the seller to agree to. 

 
  Follow the checklist guide below for structuring the first and second notes: 
 

ü First lien note is 20% of the total cost (ex: $20,000 out of $100,000) 
(Colonial) is buying this note at a slight discount immediately at the closing 
and that is what gives the seller the cash at closing they are wanting. 

-Your payments start immediately 
-Shoot for lowest loan to value 
-Limit ridiculous terms, such as: 

• -0% interest 
• -First right of refusal 
• -Release or exchange of collateral 
• -First payment delayed  

 



 

 

• Short amortization (You’re looking for it to fully 
amortize in 2-4 years - it doesn’t mathematically have 
to do that, but that’s going to be the most valuable 
note and most appealing to your note-funding source) 

 
ü Second lien note is 80% 

   -Payments won’t typically start until the second lien is paid off  
   -You don’t have to limit ridiculous terms 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Step 5 - Your options for your second note/lien  
 

Once you pay off the first lien note, you’re going to start in on monthly payments for the long 
haul on your (30-year) second lien note. If you settled with favorable terms, that’s not a bad 
deal for you though. You’ll be paying super low interest--maybe even 0%--and paying less 
than (potentially “way below”) a market monthly payment.  
 
As we discuss in other lessons, your options are to turn around and sell this property (resell a 
wraparound seller finance note), or use it as an income rental property. It can bring in a “fair 
market” income, whichever exit strategy you pick.  
 
But who are you going to be making those payment to? Whoever “owns” the note. If you 
created a first/second lien scenario and resold the first to Colonial, or some other funding 
source, then payments go to them until that’s paid off. The payments on the second lien start 
going to the prior property owner, after the first is paid, if you were able to negotiate it in that 
manner.  Then comes the magical “deal after the deal”. Because after a period of time, the 
seller (your lender) may get tired of collecting payments over a 30-year period. It has been our 
experience that they may be willing to sell the rest of their note (the 80%), to either the same 
third party funding source, even with you making a brokerage fee on the note trade, or you 
just buy it yourself. You wrote the terms of the loan so you’ve secured a “first right of refusal to 



 

 

buy their note”. The terms you, as the borrower, craftily dictated, then grant you the option to 
pick who buys it.  

 
Other Reasons to split up the note  
 
There might be other reasons that you need a second lien. For example: 
 

● It’s a way to quickly build equity if you’re wanting to put nothing down on the property. (You 
start off with $0 equity because you put nothing down, and the short-term amortization of the 
first lien is paid, giving you 20% debt reduction and equity much faster than normal.) 

● If the property needs rehab and you don't want to fund it out of your pocket, here’s another 
smart “term” to dictate. Get the seller to agree to subordinate their seller-carried note to a 
private lender. That lender would have first lien and the seller would be in second position.  

 
This guide is intended to give you an introduction to strategically creating notes with your lender, 
even with one of the notes being sold immediately, giving the immediate cash for part of the price.  
 
See attached SELLER FINANCE LOAN CREATION MATRIX below. 
 



 

 

SELLER FINANCE LOAN CREATION MATRIX 
 

Loan Purchase Criteria 

In order to be considered for purchase by Colonial Funding Group the following Loan Requirements must 

be met*: 

1. Application must be done by a licensed RMLO. 

2. Loan must have monthly periodic payments (principal & interest). 

3. Loan must have a fixed interest rate. 

4. Borrower(s) Debt to Income (DTI) can’t exceed 45% of verified gross monthly income.   

5. Loan application must contain a credit report dated within 60 days of the initial loan application.  

6. Loan application must contain at least two types of acceptable identification for the borrower(s), such 

as a valid driver’s license and social security card. 

7. Loan applications for owner occupied properties must contain a signed Lead Disclosure as well as a 

Mold Disclosure Form from the borrower. 

* Colonial Funding Group evaluates each note using its’ own note purchase risk assessment. CFG reserves the 

right to request additional information as part of the purchase risk assessment process. 

Program Features: 

1. Debt Ratios up to 45%. 

2. No cap on number of financed properties. 

3. No minimum required PITI reserves for investment properties. 

4. Foreign National Borrowers permitted. 

5. Active collections considered. 

6. Gift Funds considered for down payment/closing costs. 

7. Seller held second mortgages allowed (see chart). 

8. Alternative Income Programs – Bank Statements (24 months). 

Minimum Borrower Requirements: 

1. Borrower must have a minimum credit score of 600. 

2. Borrower cannot have a foreclosure in the past 24 months. 

3. Borrower bankruptcy discharge (chapter 7 or 13) must be discharged at least 24 months. 

4. Active non-medical collection accounts cannot exceed $1000.00. 

5. Borrower cannot have unpaid child support orders. 

6. Borrower must be U.S. Citizen, permanent or non-permanent resident alien. 



Minimum Property Requirements: 

1. Property must be in “average” or “good” condition with no repairs needed. 

2. Property cannot have any current or uncorrected municipal compliance code violations. 

3. Acceptable property valuation must be included in the file, this can include appraisals, BPO or 

comparable sales report dated within 30 days of initial application.    

4. Non-owner-occupied investment property, must have rental compliance certificate (if required by local 

zoning statute). 

5. Rent Fax ProForma Report required. http://www.rentfaxpro.com/ 

SFR-OO Properties – First 
Liens Only      

CREDIT FICO SCORE 
MIN DOWN 

PMT 
1ST LIEN 

LTV 
 

INTEREST 
RATE 

CFG BUY 
PRICE 

680+ 10% 90%  9.0%  84.0%  

600-679 15% 85%  9.5% 84.0% 

No Score/ITIN 20% 80%  9.5% 84.0% 

 
SFR-OO Properties – First 
liens with a second lien 

retained by seller      

CREDIT FICO SCORE 
MIN DOWN 

PMT 
1ST LIEN 

LTV 
2ND 

LIEN LTV 
INTEREST 

RATE 
CFG BUY 

PRICE 

680+ 10% 85% 5% 9.0%  86.0%  

600-679 10% 80% 10% 9.5% 86.0% 

No Score/ITIN 15% 75% 10% 9.5% 86.0% 

      
SFR-NOO Properties:      

CREDIT FICO SCORE 
MIN DOWN 

PMT 

1ST LIEN 
LTV 

 
INTEREST 

RATE 

CFG BUY 
PRICE 

650+ 20%      80%          9.0%    82.0% 

 
SFR-NOO Properties – 
First and Second Liens      

CREDIT FICO SCORE 
MIN DOWN 

PMT 

1ST LIEN 
LTV 

2ND 
LIEN LTV 

INTEREST 
RATE 

CFG BUY 
PRICE 

700+ 15%     75%     10%          9.0%    84.0% 

650-699 20% 70% 10%  9.5% 84.0% 

 Term is based on 240 month (add .50% to rate for 360 months)  

 
 Colonial Funding Group purchases existing single family loans and are NOT an originator. This matrix serves as a guideline of the 

minimum standards for loan terms and customer qualifications in order for Colonial to consider purchasing a note. This matrix is 

only a guideline and not an absolute guarantee. There will be exceptions considered on either side of the guideline defined within 

this matrix.  

http://www.rentfaxpro.com/



