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\ INTRODUCTION

Are you looking to become a homeowner within the next few years? Maybe you've
looked into buying homes but can’t afford the upfront costs. Are you a student that
wants to get a head start on the post-grad home buying process? Or perhaps you aren’t
able to qualify for a loan due to a weak credit score.

If any of those sounds like you, rent to own may be a good solution for you. Our guide
will walk you through rent to own, a process that is fairly common, but rather confusing
for a lot of people. After reading our guide, you’ll have a clear idea of how rent to own
works, if it's favorable for you, and how to start!
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‘ HOW RENT TO OWN WORKS

Rent to own, also known as lease to own or lease-option, is an alternative to
traditional renting or buying. You could even think of it as a fusion of both, since
rent to own is basically just leasing a home until you become eligible to buy it.

HOW DOES RENT TO OWN WORK ON A HOUSE?

Rent to own on a house works when a tenant leases a house from a landlord and buys
it before the end of the lease. The landlord and the tenant come to an agreement when
they sign the contract that the tenant can purchase the property for a set price.

First, you’ll pay a small, upfront option fee. Then, during the leasing term, you can
choose to benefit by receiving rent credits that you can apply to future home expenses.

For many buyers, this option is more financially sensible than purchasing a home at full
price. Rent to own enables you to move into a house right away, even if you can’t afford
a down payment or qualify a mortgage.

Rent to own works because there are incentives for both the buyer and seller to make it
work. After investing in the option fee, and, in some cases, premium payments, the
buyer wants to get that money back. The only way for the buyer to get that money back
is to actually buy the property.
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The seller wants to sell his or her home and by signing the contract, the seller must sell
the home if the buyer chooses to buy at some point during the lease. The seller cannot
sell to anyone other than the buyer until the lease has expired. However, there is no
guarantee for the seller that his or her home will be sold within the lease term because
the buyer has the option to buy, not a mandate to do so. The seller trusts that the rent to
own deal will work because the buyer wants the money invested back.

If the deal does not work, the seller received compensation for his or her time in the
form of rent payments. However, the seller's goal was not to rent the home; he or she
wanted to sell it. Therefore, if the buyer does not buy, the seller receives additional
compensation — the buyer forfeits the option payment and any rent credits accumulated.

Rent to own on a home is similar to renting to own furniture or televisions. The owner is
loaning you the property until you can pay the purchase price for it.

WHAT IS ARENT TO OWN HOME?

A rent to own home is a home that an owner is looking to sell. The owner might not be
able to sell the home yet because of a variety of reasons, like probate for example. Or
the owner might be legally able to sell the home, but the market is slow. Rather than let
the property sit empty and potentially attract squatters, a seller in these example
scenarios might want to rent to own their home. Meaning they would have someone
rent the house with the intention of buying it in the future. That way, the seller would be
earning money on the home until the market improves or probate clears.

HOW DO YOU RENT TO OWN A HOME?

The rent to own process is pretty straightforward when broken down into four simple
steps. We'll go into more details about how complications can arise later on in the
guide.
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PURCHASE THE HOME

When the lease term expires,
the buyer may use their
option fee and rent credit
towards the purchase of the
home. The buyer must

obtain a mortgage loan and
once the closing costs are
paid he or she assumes
ownership.

LEASE THE HOME
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(A

AGREE ON TERMS

Before making a deal, the
renter will examine the
landlord's public records and
find more relevant
information about the house.
Then, the buyer and the seller
negotiate the terms and
conditions of the lease
purchase contract.

After signing the contract and paying the
initial option fee, the tenant is able to
move into the home. He or she will then

pay their monthly rent and gain a
percentage of credit towards the house’s

down payment.

You rent to own a home by finding a home that is available to rent to own, paying a one-
time option fee, renting the home like you would in any other lease situation, and then
buying the home when you are ready. Once you decide to purchase the home, the
seller credits you the option payment. Should you decide not to purchase the home, the

seller keeps the option fee.

Of course, there are more details to it than that, but those depend on the specifics of

your contract.
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THE CONTRACT BASICS

B

In every rental agreement, there are certain contract requirements you’ll need to follow.
The same is true for rent to own agreements. In this section of the rent to own guide,
we’ll discuss the option to purchase contract basics as well as some key components
you should keep in mind when choosing to rent to own.

No two contracts are exactly the same, but most share similarities in
their fundamental ingredients. Here are the basic elements every option to
purchase contract should include:

« Purchase Price

- Standard Rent

+ Closing Timeframe

- Maintenance and Other Fees
+ Option Fee

+ Rent Premium

- Buying the Home

For your convenience, we have created a Rent to Own Contract Checklist and a sample
Rent to Own Contract to make sure you have everything you need.
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Rent to Own Contract Checklist

PRIMARY THINGS TO INCLUDE
.+ | option deposit
E] Duration of the leasing period

[IJ Purchase price of the house

SECONDARY THINGS TO INCLUDE

D Homeowner's name Amount of monthly rent premium

Tenant's name Rent credit going towards downpayment

Address of property Who pays for utilities and property charges

Date the agreement is created Who pays for maintenance on the home

Costs of monthly standard rent Contract adheres to local and state laws

Date monthly rent is due Contract has clear terms and conditions

Jooodibo
oo

Grace periods on monthly rent Is reviewed by real estate lawyer (optional)

NOTES

Prioritized To Do List © 2015 by Verntex42.com hitp:/ww. vertexd 2 com/Excel Templates/prioritized-to-do-list htm




How Rent To Own Works

OPTION TO PURCHASE REAL ESTATE

THIS AGREEMENT is made and entered into this_____ day of
,20___, by and between i
(hereinafter referred to as "Optionor/Seller"), and
, (hereinafter referred to as

"Optionee/Purchaser").

WITNESSETH, that for and in consideration of the non-refundable payment of
$ to Optionor/Seller by Optionee/Purchaser and the mutual
promises and covenants hereinafter set forth, the parties hereto agree as follows:

l. Form of Contract of Sale. Seller binds himself to enter into a contract with
Purchaser, a copy of which is annexed hereto and made a part hereof as Exhibit "A",
upon the exercise by Purchaser of this option.

2 Expiration of Option. This option shall expire on the day of
, 20

3. Extension of Option Period. Purchaser shall have the further option, on or before
the ___ dayof : 20 ___, to extend the option period for an additional
period of days, to the day of , 20 , upon
giving notice of the extension of the option period to Seller prior to the day
of , 20 , and tendering to Seller the amount of real estate
taxes for the extended period payable upon the property covered by this option and
additional consideration in the amount of $ . Only one such
extension shall be granted under this option agreement.

4. Method of Giving Notice. This option is to be extended and exercised by Purchaser
giving written notice, mailed by certified mail, return receipt requested, to Seller at

5. Agreement Binding. This Agreement shall be binding upon the parties hereto and
their respective heirs, administrators, successors, and assigns.

6. Govemning Law. This agreement, and all transactions contemplated hereby, shall
be governed by, construed and enforced in accordance with the laws of the State of
. The parties herein waive frial by jury and agree to submit to the
personal jurisdiction and venue of a court of subject matter jurisdiction located in
County, State of . In the event that litigation
results from or arises out of this Agreement or the performance thereof, the parties
agree to reimburse the prevailing party's reasonable attorney's fees, court costs, and
all other expenses, whether or not taxable by the court as costs, in addition to any
other relief to which the prevailing party may be entitled. In such event, no action

In addition to reading this guide, you may want to hire an attorney to help you review the
contract since the terms can be difficult to comprehend. Legal counseling can make
your process run much smoother. A lawyer can ensure that you understand all of the
rent to own conditions and minimize your risks of entering into a fraud agreement with a
scammer.
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1. PURCHASE PRICE

At the beginning of the lease-option contract, you and the landlord will agree on a fixed
price for the home. This price should be an estimate of the future fair market value of
the home when the lease expires. You can check the current fair market value by using
a home value estimator, which you can find on many of the major bank websites.
However, to estimate the future fair market value, you should consult a local mortgage
banker for more accurate, expert advice.

Remember, the home price is locked in at the beginning of the lease and remains the
same until it expires, regardless of whether home values change in the future.

2. STANDARD RENT

Just like in any rental agreement, you’ll pay a set amount of rent per month for the
duration of your lease. It's highly recommended to check if your base rent aligns with
fair market value. You can do this by contacting a local mortgage banker. You don't
want to end up paying more than you should be for the home. Anything you pay that is
above fair market value should serve as a rent credit.

You cannot continue to rent to own a property if it is foreclosed. So, make sure that
what you pay the seller is enough to cover the mortgage, taxes and insurance for the
property.

3. CLOSING TIMEFRAME

You'll have to negotiate with the seller how long your lease will last; the rental term
should be exactly how long you think it'll take you to save up for the down payment, so
be very cautious here. Furthermore, you should also confirm with the seller/landlord the
dates of payment for the lease, the home’s actual mortgage, and other expenses that
may arise. This will ensure everything is getting paid on time and prevent issues
between you and the landlord in the future.

4. MAINTENANCE AND OTHER FEES

It's important to clarify who will cover the home’s maintenance charges, utilities, and
property fees. Buyers who rent to own are typically cover all maintenance, repairs, and
utilities on the house, unlike traditional renting.
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On the other hand, the landlord usually pays property taxes and insurance, because
they are ultimately responsible for their home. You should also discuss matters such as
renter insurance policies and home modifications during the contract drafting.
Establishing awareness of these terms and conditions will help you to prevent issues
later during the leasing period.

5. OPTION FEE

An option fee guarantees you the exclusive option to purchase the home in the future.
Typically, the option fee is non-refundable and ranges from 2 percent to 10 percent of
the purchase price. If at any point during the rental term you become qualified for a
mortgage, you may purchase the home and apply your option fee and rent credits
towards your down payment.

Note: The option fee IS NOT OPTIONAL. In order to exercise an option to purchase
contract and even be given the chance to purchase the home, you absolutely must pay
the fee.

Here’s an example that hopefully will put things into perspective:

The home Tom wishes to rent to own has a purchase price of $150,000. A down
payment for a conventional mortgage is $30,000 (20 percent of the purchase price). At
the beginning of his lease, Tom needs to pay an option fee of $5,250 (3.5 percent of the
purchase price). When he buys the home, Tom's $5,250 option fee is credited to the
$30,000 down payment. Thus, he has already saved 17.5 percent of his down payment
(see below).

|
= o

paid off

OPTION FEE SAVINGS

{b =TOTAL DOWNPAYMENT
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6. RENT PREMIUM

In addition to standard rent, you may pay a rent premium. Rent premiums are a
percentage of your monthly rent cost that are applied toward your purchase. Rent
premiums are also known as rent credits because they're a portion of your rent that is
credited back to you if you purchase the home. The percent is negotiable, but usually,
ranges from 15 percent to 25 percent of the rent price. So you'll be paying more per
month for rent than you normally would, but that's only because you're receiving credit
towards the home purchase.

If you decide to purchase the home, the total rent premium you have paid will be
subtracted from the cost of the down payment. Only the rent premium, not the standard
rent, goes towards equity in the home.

The rent credits have been stored in an escrow account by the seller, which is separate
from the seller's bank account. The money is given to the bank as part of your down
payment along with your option fee when you buy.

However, if you cannot or do not wish to purchase the home, the seller gets to keep all
the rent premium you have paid throughout the leasing term.

Using the same example as above, let's look at how the rent premium works:

Let’'s say Tom agrees to pay standard rent of $1,500 per month to his homeowner. Tom
pays an additional $300 per month, which is 20 percent of the standard rent. His total
rent cost $1,800 per month. If Tom’s lease term is three years, he will have saved
$10,800 from rent credits or 36 percent of the cost of the down payment (see below).

. down payment
—— e pPa id off

RENT CREDIT SAVINGS

{l} =TOTAL DOWNPAYMENT
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RENT CREDIT VARIATIONS

Some sellers actually charge you fair market value for the rent and credit a part of that
to you if you purchase the home. It's important to note that is a very good deal for the
buyer, but it's uncommon. In this scenario, Tom would save the same amount of money
as the above, but instead of paying $1,800 per month, he would pay $1,500 per month.

A more common variation is for the seller to match the buyer's premium payments.
Let's continue from the example above and look at how rent credit matching works:

The seller of the property Tom is renting to own has agreed to match Tom's $300
premium payment. So, instead of saving $300 per month, Tom is saving $600 per
month. Over the course of 3 years, Tom saved $21,600 or 72 percent of the cost of the
down payment.

/. BUYING THE HOME

Now, you know how standard rent, rent credits, and option fees work. But what happens
once your lease ends? Let’s add up our total savings at the end of the lease period:

Since Tom’s option fee was $5,250 and his accumulated rent credit was $10,800, by the
time his lease expires he has saved up $16,050, approximately 53.5 percent of the
down payment (see below).

= 46.5 ;_! t
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OPTION FEE SAVINGS <= RENT CREDIT SAVINGS = TOTAL SAVINGS

72> = TOTAL DOWNPAYMENT
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If at the end of the term you can’t afford to purchase the house or decide you'd rather
not buy it, the non-refundable option fee and rent credit would expire. You’'d lose all
equity earned towards the home, and the seller would keep your option money and rent
credit.

COST OF DOWNPAYMENT

Option Fea: §5,250

Remaining Cost: $13,950

Rent Credit: $10,800

Option Fee @ Rent Credit @ Remaining Cost

I's important to treat a lease option as a commitment to buy the home. Consider all the
pros and cons to protect yourself from these risks. In the next section, we will discuss
some of these factors.
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‘ PROS & CONS OF RENT TO OWN

Renting to own has many benefits that can save you a lot of money in the long run.
However, if you’re not careful, a lease option could damage your finances for many
years. Learn the pros and cons of rent to own to ensure you make a wise real estate
decision.

PRO #1: BUILD EQUITY AND IMPROVE YOUR CREDIT

53.5% OF DOWN PAYMENT

S D

Your rent premium applies towards your down payment, and the premium equals about
15-25 percent of your standard rent. This may not seem like a lot, but in a few years you
could accrue several thousand dollars, compared to traditional renting.

The lease option is ideal for those who need to repair .
their credit history, since you don’t need good credit tq 1= e “.
qualify for a rent to own contract. This option can glv&.ﬁ lﬂ E .} M 5
you the opportunity to increase your credit score by 1
keeping your balances low, paying your bills and

eliminating debt.

PRO #2: AGREE ON A FIXED PRICE

Having a set price for the home eliminates the
uncertainty of changing market prices. So, you have AGREEMENT

something to budget for. Furthermore, having a fixed

price creates an incentive to organize their personal

finances and spending habits; you might even be able to '
purchase your home before the lease expires.

)

fair market value of the home when the lease expires. To understand this concept, let's

Another benefit of fixed prices is the potential for you to
gain money if the set price is lower than the actual

look at an example:
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Say Tom and his seller under-estimate the fair market value of the home to be $150,000
three years from now. If the actual FMV turns out to be $170,000, Tom would gain
$20,000 (see below).

HEE BN (RN S —
EE ER HEER ER
EE ER EE BN
m-E BN EE ER
EE BN mE BN
EE BN R ER
EE EN EE BN
EE EN EE EN mEm W
EE ER EE BN HE EN
ACTUAL FMmV N ESTIMATED FMV — REVENUE GAIN
$170,000 $150,000 - $20,000

PRO #3: GAIN FAMILIARITY WITH HOME

While leasing to own, you'll have the advantage of learning the . T
pros N
and cons of the home. Not only will you gain familiarity with the

home, but you will also become accustomed to its respective @
neighborhood and city. You'll also get to know the strengths and @
weaknesses of the home, as well as any improvements or X
repairs that need to be made before taking ownership.

CON #1: UNDERGO STRICT REGULATIONS
1 DAY LATE

During the lease, buyers face strict regulations. Punctuality is
heavily stressed. If you don’t stay up to date with rent, even if
you'’re just one day late, it could have serious consequences. " k -
The seller could void your rent credit for the month. Meaning, that
month's premium payment wouldn't count toward the cost of the
home. Let's see how late payments affect equity when rentingto = NO CREDIT
own:
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Tom has monthly rent credit of $300, however, during his 36-month rent period, he
made nine late payments. As a result, Tom would lose $2,700 total towards the cost of
the house (see below).

TIMELY PAYMENTS 9 LATE PAYMENTS

880 8466
8886 6¢

& = s1.800

CON #2: UNFORESEEABLE RISKS

Due to the uncertainty of future

circumstances, it's inevitable that /\ /\

buyers will be subject to risks.

For example, you could ;E E; ;E EE

overestimate the price of the home "e un e u

and end up paying more money e u =x uu T

than fair market value cost. Let’s

look at how fixed prices can put you J— J— _I_
at risk Of Iosing money: ESTIMATED FMV . ACTUAL FMV = REVENUE LOSS

Say Tom and his seller over-
estimate the fair market value of the home to be worth $150,000 three years from now.
If the actual FMV turns out to be $130,000, Tom would lose $20,000 (see below).

EST. FMV # ACTUAL FMV

If you aren’t careful, the seller themselves could even put you at jeopardy. If they can’t
afford to pay the mortgage, taxes or other payments on their property, the bank could
place the home in foreclosure and you’d be forced to leave the premises. On the other
hand, if the time comes for the contract to expire and you can’t purchase the home, it
could result in a lot of acquired debt on your end.
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\ SHOULD YOU RENT TO OWN?

As we discussed in earlier sections of the guide, there are many rent to own benefits.
However, depending on an individual’s financial situation, it may not be worth it in the
long run.
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‘ ALTERNATIVE OPTIONS

So perhaps after reading thus far in the guide, you've
decided that Rent to Own just isn't for you. Maybe
your credit score is too low and you’re drowning in a
sea of debt. Or maybe your savings are pretty high
and you already have enough for a down payment or
a mortgage. Regardless, there are definitely other
options out there and one of them is bound to work
perfectly for you. In this next section we’ll explore
some popular rent to own alternatives.

1. BUY OR RENT

Buying a home through a conventional mortgage should be your go-to move if you
qualify. Hands-down, it is a better option than rent to own. You'll save money on paying
rent and build a greater amount of equity in your home. Do this if you can afford to make
a 20 percent down payment and if you qualify for a mortgage in terms of credit scores
and job history.

2. BUY WITH AN FHA LOAN

The Federal Housing Administration’s mortgage program has been around ever since
FDR installed it in the 1930’s and has been quite popular ever since. In this agreement,
you can make a down payment on a home as low as 3.5 percent if you have a minimum
credit score of 580 and meet other financial qualifications. It's actually an insurance
program, so you would be paying premiums in order to receive coverage for things such
as potential lender losses. This is your best bet if you have enough money for a smaller
down payment and you're ready to make the financial commitment to owning a home.

3. RENT

Renting a home would be a better choice if you need a few more years to repair your
credit and can’t afford the upfront costs associated with renting to own. Once you've
saved up enough money for an option fee, then you can start your rent to own journey
to owning a home.
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GETTING STARTED WITH RENT TO OWN

You've read through our guide, deliberated for some time and finally decided that rent to
own sounds like a good option. Getting started with the rent to own process might seem
daunting because of all the responsibilities that come with it. However, with some
advice and instruction, we can put you in the right direction.

Let’s review our step-by-step strategy on how to rent to own:

STEP #1: DECIDE ON A PROPERTY

Start by looking for homes on the Internet. Once you've

narrowed down your top choices, contact the sellers and ask to

see the homes. Meet them, get to know them and ask questions.

While touring properties, inspect as much as you can. Keep your

eye out for things that look damaged or broken. In addition to the

home,

explore the neighborhood at different times of day to determine if this is somewhere
you’d like to live.

STEP #2: SEEK ADVICE FROM EXPERT SOURCES

After you pick a home, it's pivotal that you conduct further .
background research. Consult a highly experienced mortgage
loaner who can advise you on credit repair planning. A score "

of 580 is usually the minimum you must have to qualify for a

loan, but some lenders only accept

scores above 620. The higher your score, the easier it will be to receive financing for the
home.

In addition, you should strive to educate yourself about the house’s history and confirm
the seller’s credibility by investigating their former transactions.
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STEP #3: ESTABLISH THE OPTION TO PURCHASE CONTRACT

After speaking to professionals, you should have a pretty general
idea of your responsibilities as a tenant using an option to g o
purchase contract. The last step you must make before moving ! an .

into the house is to meet with your seller to develop the lease-
option arrangement.

While in the process of developing the contract, you may want to call a real estate
lawyer several times to guarantee a full understanding of the different clauses within the
agreement. Your lawyer can also assess the seller’s propositions and verify if they are
trustworthy to ensure you won'’t fall victim to legal scams.

STEP #4: MOVE INTO THE HOME

You've signed the option to purchase contract and now you
finally get to move into the home. However, your work doesn’t

stop there.

You'll only get to reap the benefits of rent to own if you work hard
to build your financial profile during the lease term. In order to
improve your profile within that span of time, you must raise your _‘o

credit score, consistently generate income, and save up for the
down payment.
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‘ HOW TO MITIGATE RISK
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When entering into any kind of legal contract, it's important to be aware of the risks you
may face in doing so. A buyer will often make the mistake of agreeing to rent to own
without thorough consideration beforehand.

As a result, the buyer may be subject to the effects of his or her carelessness. In this
section, we will show you how to diminish these risks so that it doesn’t happen to you.

1. DO YOUR RESEARCH

It's crucial that you try to learn as much as you can about the home. Not having enough
information is the biggest mistake you can make when entering an option to purchase
contract. First, you should attempt to get ahold of the seller’s public records to find out if
they’'ve engaged in illegal activity in the past. Then, you should try to retrieve any
available information about the property to make sure nothing suspicious or out of the
ordinary has occurred. Lastly, you should evaluate your pros and cons.
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2. BUILD YOUR CREDIT

One of the main reasons why buyers choose to rent to own over conventional renting is
to improve their credit for the duration of the lease. Before purchasing a home you
should always be realistic about your personal finances; if you are unable to obtain a
mortgage loan when your lease term expires, you could lose your option fee and all of
your equity towards the home. Therefore, it's probably a smart idea to consult
professionals before undergoing the rent to own process.

3. ACTUALLY COMMIT TO THE HOME

As soon as you sign the option to purchase contract, you pretty much agree that you'll
buy the home. At least, it makes the most sense that you would. You paid the initial
option fee and a rent premium to have the ability to purchase the house.

Think about it. If you decide after the lease expires that you truly don’t want to purchase
the home, that’s thousands of dollars you'll waste, and who wants that? Before entering
into a rent to own agreement, you should always be serious about buying the home and
not be on the fence about it.

4. CREATE A BACKUP PLAN

So perhaps you followed all the steps in our guide about mitigating risk, but something
still went wrong in the rent to own process. We must realize that in life many things are
out of our control. However, it never hurts to have a backup plan to resolve problems as
smoothly as possible.

For those worried about the seller managing your equity, you can secure legal
protection of your payments with an escrow. An escrow account is a third-party account
that holds and protects your money until your lease expires or you close. This will keep
your rent credit and option fee out of the seller’s reach until a specific point in time.
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SO WHAT NOW?

To sum it all up, renting to own should be treated just as seriously as any other

purchasing option. If your goal is to eventually own a home, this kind of decision
shouldn’t be taken lightly.

Rent to own buyers are susceptible to risks and scams. It's necessary to research and
weigh the pros and cons before entering into the option to purchase contract.






