Selling Your Parents on the Idea of Carrying a Contract

Purchasing your own home marks many things in our culture—adulthood, responsibility, prosperity and sometimes marriage. Unfortunately, many young people today have a hard time realizing this dream and keeping up with the image of a successful life that their parents presented. Skyrocketing house prices often serve as an effective barrier to new buyers. When traditional lenders turn down potential buyers, these buyers often feel defeated, not knowing where to look for help.

If you find yourself in this trying situation, consider working with your parents to create a mutually beneficial situation where you are able to become a homeowner and your parents add a dependable investment to their portfolio. One solution is to have your parents carry the contract on your home for you. In this situation you make payments directly to your parents—just as you would to a traditional lender. Convincing your parents to consider this option might not be as hard as you think—if you show them that your proposition has advantages for both of you.

A Life-Long Reference

Many home sellers argue that they don’t know homebuyers well enough to carry a contract for them. They don’t want to deal with late payments, owners who want to move and sell the house, or, in a worst-case scenario, owners that default. Your parents are uniquely qualified when it comes to commenting on your character. You can build on this strong relationship (and point in your favor) by writing up a detailed contract that covers as many issues as possible. It should explain what both of you would do in the event that you do need to sell the house while your parents hold the contract and guidelines for your monthly payments, among other things.

Cash on Hand

Perhaps the longest-running, most common barrier to home buying is saving enough cash to make a down payment, cover closing costs and pay points. Couples who are just starting out or singles who don’t benefit from dual incomes often find it difficult, if not impossible, to save up the necessary cash to purchase a home. Parents, on the other hand, have had a lifetime to build up their investments and are usually much better equipped to pay for the initial costs. In return, they gain a relatively safe investment and a steady income from your monthly payments. 

Credit Rating Woes

Convincing your parents to carry a contract on your home is a good option if 

your credit report is causing you grief when you apply for loans. Lenders generally pull reports from the three national credit bureaus—Experian, Trans Union and Equifax—and average the three rating to arrive at your personal rating. Lenders will be hesitant to work with you if your rating falls short of what they consider ‘safe.’ Personal tragedies and trials won’t mean much to lending agencies who run their businesses by the numbers—but chances are your parents will be more understanding. 

Self-Employed?

Self-employed workers often suffer when trying to get substantial loans because in their efforts to keep down taxes they also keep their net income figures low, which can cause lenders to offer less than home buyers need to purchase a home in today’s market. This situation presents another twist you can use in your financial agreement with your parents—they can contribute by financing part of the home loan, the deficit needed to reach the buyer’s desired amount. This lowers your parent’s liability and hopefully their qualms too. You can repay a smaller loan faster and they can make their return on investment back sooner.

Buying the Family Home

In some cases, buying your parent’s home and having them carry the financing might be the option that makes the most sense. This might work well for your family if your parents are retiring and moving to a smaller house, an apartment, an assisted-living arrangement, or their vacation home to enjoy the scenery. Parents in these situations probably don’t need the immediate cash that a house sale provides and have more flexibility with their investment options. 

By helping you buy a home, your parents can help you build a good credit rating, eliminate or reduce costly initial fees, and create a solid financial base for your future. Meanwhile, your parents gain a sound, reliable investment and a steady-ongoing source of income. What more could doting parent ask for?

