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THE MORTGAGE MELT DOWN - - PART 4
In May I issued a four page special edition of this newsletter discussing “What Does the Mortgage Melt Down Mean to You?” In that issue I mentioned that according to the website www.ml-implode.com, there were 74 lenders who have gone out of business since 2006. As of today, (September 19, 2007) that number has risen to 157! It is now virtually impossible to pickup any newspaper or watch any TV news program without reading or hearing something about the mortgage melt down. For these reasons I believe that it is more important than ever to prepare to cope with the impact of the melt down. 
Words of Wisdom

“The wicked borroweth, and payeth not again; but the righteous sheweth mercy, and giveth.”

Psalm 37:21 King James Version of the Bible
COPING WITH THE MORTGAGE MELT DOWN - - PART 3
As new loans become more difficult to qualify for many persons who could have gotten a loan last year can no longer qualify. Therefore, one option to consider is the assumption of an existing loan. Many sales in recent years were made with no or very low down payments, and since appreciation has slowed there are many Sellers who do not have a great deal of equity. Therefore, if their existing loan is one that is on favorable terms, it may be attractive to have the Buyers pay cash for the equity
and assume the existing loan. If the Sellers’ equity 
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exceeds the Buyers’ down payment capacity the Buyers can give the Sellers a Seller Financed Second Deed of Trust for the balance of their equity.
Just because the existing loan has a “Due on Sale” clause in the Deed of Trust, does not mean that it can’t be assumed. It only means that if the Lender does not consent to the sale, they could call the loan due. I have seen many transactions in which needless refinancing costs have been paid, and transactions have been delayed while refinancing a loan, only because no one bothered to ask the Lender if it would be okay to have the loan assumed by the new Buyers. With many loans now defaulting, most Lenders will prefer an assumption if it helps avoid default. With a local Lender it is not usually a time consuming process to get an answer, but in cases where the loan is serviced out of state, the best time to ask the question is as soon as the property is listed for sale. 

There are three types of assumptions. While we generically use the term “Assumption” for all three types, it is important to understand the different types of assumptions and the ramifications to both Buyers and Sellers. The three types of assumptions are:

· Taking title “Subject To”

· Standard Assumption

· Substitution

Taking Title “Subject To”: With this type of assumption, the property is deeded to the Buyers subject to the existing loan. The Buyers do not agree to legally assume the obligation to pay the loan. Of course, they could lose their equity through foreclosure if they failed to make the payments. Taking title “Subject To” is, for the Buyers, the equivalent of having a non-recourse loan. For certain partnership purchases, where it is important for limited partners to have a high tax basis, it is very important to have non-recourse financing. With a “Subject To” transaction the Sellers remain fully liable for the loan. 
Standard Assumption: This is the most common form of assumption and usually results in a provision in the Deed, or a separate agreement, whereby the Buyers agree to accept full responsibility for payment of the loan and hold the Sellers harmless.  In these situations the Buyers become totally responsible for the loan, but the Sellers only option for enforcing that obligation is a law suit against the Buyers. Since the Lender is not a party to the Standard Assumption Agreement the Sellers are still fully responsible to the Lender, but could, of course, sue the Buyers for any damages suffered. A way of protecting the Sellers in Standard Assumptions is to simultaneously create a so called “Zero Balance” Deed of Trust, which allows the Sellers to foreclose on the subject property if the Buyers default. In that manner the Sellers could get back into title and cure the delinquency and then pursue legal action against the Buyers for their failure to pay the loan.

Substitution: With a Substitution there is a three way agreement whereby the Buyers agree to assume the loan and the Lender agrees to release the original Borrowers from their obligation on the loan. Clearly this is the best option for Sellers, but is one that is often difficult to get Lenders to agree to. It is important to note that the Lender’s consent to the sale is not a substitution. When a Lender consents to a sale, they merely waive the right to exercise their “Due on Sale” clause, but unless they specifically agree to release the Sellers from liability, consent to sale is not a Substitution.

While the use of assumptions can be very useful tool in Creative Financing transactions, as outlined above, there is a lot more to assumption than most folks assume.  
CASH NOW SELLER FINANCING

Even with today’s easy financing, not every property, nor every Buyer will qualify for a bank loan. The way to sell non-financeable properties is to use Seller Financing. Buyers love it! Unfortunately, many Sellers will not consider this effective and time proven financing option because the Buyers’ down payment is not enough to meet their needs. 

The answer to this dilemma is simple. We will pay CA$H NOW for Seller Financed Notes with a simultaneous closing so the Sellers walk away from the closing with the cash they need to meet their needs. 

To learn more about this concept, visit our website at www.cash4you.net or invite us to make a 30 minute presentation at your sales meeting of our new short seminar titled “MORE SALES WITH CA$H NOW SELLER FINANCING.”

REQUEST A QUOTE ONLINE

at

www.cash4you.net/requestquote.html
BOOK REVIEW
I recently had the opportunity to read one of the best books that I have ever read on real estate investing. The title of the book is “Equity Happens.” It is available on www.Amazon.com for $28.45. Every real estate licensee and mortgage broker should read this book!  
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For Mortgage Investments:  www.investinmortgages.net 



