How To Benefit From "Subject To" Real Estate Financing
"Subject To" financing actually can be a win-win situation for both the seller and the buyer/investor if both parties understand their obligations to one another. But it is fairly new on the real estate investing scene, mainly because many investors don't know 
what it is. 
"Subject To" financing actually can be a win-win situation for both the seller and the buyer/investor if both parties understand their obligations to one another. The seller usually gets to sell his/her property at the asking price which was originally sought, and the buyer/investor usually gets the property with very little money down, if any, while not having to qualify for any bank loans. 
We know, that traditional real estate investing is mainly about buying low and selling high, and making a profit from that difference, usually over time. There's absolutely no secret to that. While doing it this way, of course, you would incur all the paperwork and everything else that goes along with buying and selling a home like paying all the transaction fees that are involved like commissions, closing costs, title, recording fees and of course your time. On an average, the whole process usually takes a month and a half up to six months depending on the situation. 
Creative financing, or "other than" traditional and/or conventional real estate investing, is basically working out an agreement that is fair both the seller and the buyer, without using banks or mortgage brokers. By incorporating this type of financing, the sellers can sell their property for the price they want, and in a timely fashion. The buyer/investor can create an environment for him/her to profit in some manner over a period of time. 
By leaving out the usual suspects like title companies, real estate agents and loan officers, both parties stand to make the transaction more profitable for the buyer/investor and more cost effective for the sellers. Specifically this can be real profitable for the real estate investor because in any type of investing, and especially in real estate, it's about leverage. The leverage is what makes creative financing a powerful, profit-making tool for those looking to start a real estate investing business. The leverage is usually represented by how much money you put into a certain investment, and how much you make from that amount over time. "Subject To" deals make your leverage extremely high, since most of the time you place a small amount of cash, for usually a much lager return. 
Let's go over a sample situation which would create an ideal environment for a "Subject To" agreement. 
Debbie and Joe Blume bought their house five years ago for a $100,000 dollars. After 5 years, they now owe about $95,000 dollars, while their house is appraised for $160,000 dollars. Both Debbie and Joe have accumulated a credit card debt of about $20,000 dollars since that time, and of course, the interest on that debt is much larger than they really care to have. 
Joe and Debbie take out a second mortgage to pay off their credit card debt, take a vacation and buy a new car. With their second mortgage, they do all those things and have about $10,000 leftover, after everything is done. After 7 short months, most of that $10,000 is gone also. 
Shortly after this, Joe receives an offer within his company for a higher paying position, but in a different State. Joe and Debbie talk it over, and decide to take the offer and move out of State. Of course, deciding to do that, they must now sell their beautiful home. 
Like so many of us, when we look to sell our house, we think logically and talk to a real estate agent. The agent informs them that there is little to no equity left in the house, and tells the Blume's that they will have to pay the agent's commissions out of pocket. Of course, Joe and Debbie can't do that, because they ran out of money and are basically living paycheck to paycheck until the new job starts. 
Joe starts to worry a bit, because he needs to get to his new job out of State, within 14 days, and Joe and Debbie would like to spend a few days off together before going to his new job. 
Joe starts to think and remembers a "We Buy Houses" sign down the street from their home and runs down and calls the number on his cell phone. After talking with the investor, Joe finds out that the investor isn't will to pay more than $120,000 for the house. Hearing that, Joe is mad and upset that such a person can come in with such a low and insulting offer. Besides Joe couldn't do that deal anyway because the second mortgage they took out last year, places their debt just about what the house is worth. 
Getting worried and running out of time, Joe places an ad in the local newspaper advertising the house as a "For Sale By Owner". 
Mostly everyone is trying to low ball him except for one guy who said "he will offer the asking price, so long as he can see the place first". Feeling excited and curious at the same time, Joe invites the man over. 
A couple of hours later, Brad comes over and tells Joe that he is the one who called about the house. Brad tells Joe to explain to him a little about the house and his situation. 
Joe spills his guts and describes his dilemma to Brad. After Joe finishes his story about his situation, Brad tells Joe that he thinks he can still offer the asking price and if Joe was still interested in selling? 
But before they start agreeing any further, Brad says, that as an investor, that his primary motivation to make a profit on the house. Joe and Debbie understand that, so long as their asking price is met and the house is sold quickly. 
Brad continues and tells both Joe and Debbie that because of his need to make a profit, he needs to offer an agreement which will satisfy both their needs. Brad continues and says "That offer is what's called a Subject To" offer. Of course bewildered and confused, Debbie and Joe ask what kind of program is that. Brad simply states, that it's a program that suspends both their money for the house and his profit on the house for 2 years, while Brad takes over the payments. Not fully understanding, Joe continues to listen to Brad's offer. 
Here's what it entails: 
· keep the current mortgage in place for 2 years, at which time the house will be sold, and Joe's originally asking price will be met, plus 5% of whatever profit is made by Brad 
· escrow account is setup and paid by Brad to ensure full integrity of his contractual agreement with Joe and Debbie 
· property is claimed over to Brad which obligates Brad to continue making the existing payments to the escrow account. The deed will stay in the attorney's presence until the deal is fully obligated by Brad in 2 years 
· relieves Joe and Debbie of the monthly debt for the mortgage payment so they can move on with their life 
· Brad offers to pay closing cost and 2 months of mortgage payments to the escrow account to solidify his offer and his intentions to make good on the contract 
After discussing the deal with each other and realizing that their options and time are running low, both Joe and Debbie agree with Brad over the details and sign over the deed to Brad via the attorney. 
Brad then quickly rents out the house to cover the mortgage payments and manages the house as a rental. 
Two years later, Brad sells the house for $210,000 and pays $160,000 dollars to Joe and Debbie's mortgage company, plus sends Joe and Debbie a check for 5% of the $50,000 dollar profits, which is $2,500. Everybody wins! 
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	Conquer Seller Objections When Buying "Subject to" 
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	[Editor's note: Buying a home "subject to" means "subject to the existing financing" already in place on the property. The terms of the original note with the lender stay the same, and the note remains in the seller's name. Typically, you would then sell the house to a tenant/buyer on a lease option.] 

Most people get nervous about dealing with objections from the sellers. They worry that if they don't have the right answer, they will lose the deal. 

Here's the thing with seller objections, if a seller is raising objections and asking questions it means they are seriously thinking about giving you their home "subject to." 

Over time, you will learn to LOVE to hear objections from the sellers because it means you are close to making the deal happen! You just need to give them a little more reassurance to get the deal done. 

If a seller makes too many objections they aren't really motivated, and they probably won't give you their home "subject to." On the flip side, if a seller doesn't raise any objections, it means they aren't really interested, and you aren't going to get the deal either. 

The other great thing about handling "subject to" objections is that after you have handled one successfully it becomes that much easier to handle it the next time. 

Each time a new objection comes up, it's a learning curve. As you get more and more experienced, your learning curve comes down, so you'll be able to get more deals done. 

So what if you blow it once? You WILL do better the next time around, and trust me--there are plenty of deals out there. If you don't get this one, you'll get another. 

Real estate investing is not a sprint race to the finish line to just get one deal; it's more like a marathon where you will continuously do deals over time. 

With that said, let's take a look at the most frequent "subject to" objections you'll likely encounter. 

#10 Can my attorney review the contracts? 

"Absolutely! I recommend it." Most of the time, they won't do this anyway. But by giving them that reassurance, it shows you have nothing to hide. 

#9 What happens if you die? 

"The contract has provisions that if either, you (the seller) or I die, the contract is still binding and our heirs would continue our contract." 

#8 How long will it take you to get new financing? 

"What I can tell you is that I will work as quickly as possible to do this. As soon as you sign this contract, I will go to work on finding a qualified tenant/buyer for your home. 

"Tenant/buyers usually need about a year to get their credit back in shape to qualify for a mortgage. However, sometimes tenant/buyers don't exercise their option to buy so we would need to get another one, which could mean it would take longer." 

Sometimes the seller will want a "not more than" date, so no matter what happens, you agree to refinance their "subject to" property no later than that time. 

For example, you may find an option buyer who closes on the property before this date, but if it doesn't work out after a certain length of time, say five years, then you agree to refinance the mortgage to get the mortgage out of the seller's name. 

#7 Is this legal? 

"Yes, there is no law against this at all." If you need to explain anything further on the "Due on Sale" clause, here is your explanation: 

"On your mortgage there is probably a "Due on Sale" clause, which gives the bank the right to call the loan due if you transfer ownership. As long as the payments are being made the bank almost never cares that the title has changed hands." 

This is especially true during a time when foreclosure rates are very high in the country, as they are now. Banks are less likely to want to exercise the "Due on Sale" clause because it increases the chance of them having to foreclose. 

#6 I'm thinking about just listing it with a Realtor 

"That is certainly your choice. Let's take a look at why I'm here today, though. You want to SELL your house, not just put it on the market. 

"Based on the comparable sales that I've brought you it takes X number of months to sell a home in this area. That means you'll have to pay an additional $Y in total mortgage payments in that time. Plus you'll have to pay a 6% to 7% Realtor commission, transfer fees, and closing costs when it sells. 

"This is not to mention any repairs that need to be done to bring the house up to the same standards as the homes that are selling here. Those will cost you time and money, as well. 

"If you add all of that up, plus all of the inconvenience of the months of showing your home, having to constantly keep it clean and presentable and having strangers going through your house, is it really going to be a better deal for you to list the house? It wouldn't be to me." 

This objection of theirs is a stalling tactic. Sometimes they want to talk more before they make a decision to give you their home "subject to." 

Sometimes they are testing you to see how eager you are. If you are over-eager to get the deed, they will sense it and suspect you aren't being completely honest with them. 

If they do decide to list it with an agent, make sure they put your name down as an exclusion on the listing. This means that if they end up accepting your "subject to" offer down the road, no commission would be paid to the listing agent. 

#5 I have to get my asking price, or I'm not selling 

"I understand that you feel your home is worth $X, but let me show you what is happening right here in your neighborhood. This house at 123 Main Street is 1,480 square feet with a pool and it sold for $X. All the homes on this list are within a few blocks of your house. 

"Remember, these prices are what houses have sold for, not what someone is trying to get for their home. I know you may have seen houses for sale in your area with certain asking prices, but we need to look at the actual sale prices. Based on these comparables we can see that your house is worth $X. 

"I could be generous and pay you the price you want, but in order for it to make sense for me, I must get the following terms." 

Sellers commonly fix the price of their home in mind based on the asking price of neighbors homes, which in a hot market, can be to your advantage if homes are selling for more than asking price and appreciating rapidly. 

However, in soft markets it's quite common for homes to sell well below the asking price. You need to help them adjust their thinking and realize that their home isn't worth asking prices, it's worth sale prices. 

Remind the seller of the risk you are taking in assuming responsibility for their house when you take it "subject to," making payments and waiting to make your profit at some future time. Make sure that even with the terms the deal would still work for you. 

Just because someone is willing to sign the deed to their house Subject To doesn't mean you should accept it! If you can't find a way to make a fair profit on that house walk away. 

#4 I don't want tenants in my home 

"I understand completely. Lots of tenants are not very respectful of the homes they rent. But the people that will be staying in your home aren't tenants. They are home buyers. They don't have the tenant mentality. They will look at the house as their own and want to take care of it and keep it nice." 

#3 What if you don't make my mortgage payments? 

"I understand your concern. What would make you more reassured and yet protect us both?" 

or


"I understand your concern. I could make your payments to the mortgage company and then mail the receipt to you. This way I am protected and so are you. Would this work for you?" 

Work out a solution with them. This is a valid concern, but accommodations can easily be reached. I don't recommend you sending the payment to them for them to make to the bank. This leaves you very vulnerable. 

Make sure a bank authorization is signed as part of the "subject to" paperwork, allowing you to verify that payments are being made. Also include a signed agreement that says if they don't pay on time you have the right to switch your payments from the seller directly to the bank. 

#2 This isn't enough money! 

A great way to handle this is first to get a full understanding of the question. Ask them what they mean or repeat, "This isn't enough money?" Don't say anything else until they answer. 

Next, sit down with them and do a cost analysis together. Get out a sheet of paper and give them the calculator. Hand them the comps and ask what the average sales price of the house is. They will calculate it and give you the figure. 

Then ask them what commission a Realtor gets in their area. Deduct the commission. Next, ask them what repairs need to be done to the house to bring the property up to current market standards and deduct those costs. 

Ask them to calculate the average time to sell a house based on the comparable sales and total the mortgage payments for that time. Deduct all of the closing costs. 

Encourage them to put down anything else that will reduce the value and help them be more realistic. For instance, what is their time worth? As they do this themselves on the calculator it becomes hard for them to argue about the value of their home and the price you are offering them. 

You are now working together as partners, not adversaries. 

#1 Why should I give you the deed when the mortgage stays in my name? 

"That's a good question. What I can tell you is that different people do it for different reasons. The bank will not let me assume the mortgage on your house. In order for me to make a fair return on this deal, I can offer you $X right now. 

I'll be glad to buy the house immediately for that price, but how would you cover the difference between what I can pay and what you owe? You are actually being very savvy and getting top dollar for your house by letting me take over your payments. 

This saves you on the costs that would occur if you sold the house normally, like commissions, closing costs, repairs, and so on. The minute you okay this paperwork I will be doing everything possible to sell this house as quickly as I can, using my expertise. 

I've spent thousands of dollars on training to do this business legally and morally. It would be futile for me to let your home go back to the bank just because I didn't make the payments." 

This objection is both legitimate and important. Put yourself in their shoes, wouldn't you be asking it too if someone asked you to give them your home "subject to"? 

It comes in as #1 because it is going to be the most frequently asked and sometimes the hardest to overcome. Does that mean you should fear it? Not at all. Different people will sign the deed over to their house "subject to" for different reasons. 

As you build rapport with the seller their reason will become more apparent, and you can tailor your answer to best fit them. 

Remember if they are motivated sellers, and you have built a relationship with them, they will trust you and be willing to sign over their house "subject to" to get out of it. 

You are doing them a service, and this happens regularly. If they understand that their options are limited, and that you are genuinely trying to help them, the idea of signing over their home "subject to" won't seem so outlandish. 

What you'll find is that through building rapport and gaining their trust, this objection will be much less strenuous. If they are not truly motivated sellers--just tire-kickers, this will likely be a very strenuous objection, and they aren't even considering signing over their home. 

Don't even worry about those sellers, they might become more motivated over time, but right now a "subject to" isn't right for them. 
	


