REAL ESTATE

The Advantages of Purchasing Properties On Subject To

There are a number of advantages to purchasing a home “subject to” from a previous owner. The most
obvious advantage is that you do not need to apply for your own financing. If the previous owner had a good
interest rate, their rate will typically be lower than the rate that you would be able to obtain as a new owner.
The biggest reason for this is that their rate is based on a primary residence and it will carryover to you.

Besides a lower interest rate, you will typically avoid all the closing costs associated obtaining a new loan.
If you are buying the house subject to, you may be able to obtain the house for no money down; sometimes the
seller will pay you to take over the mortgage. In these scenarios, you are definitely better obtaining a loan
subject to than you are obtaining your own financing.

Are there reasons not to take a loan subject to? If their interest rate is higher than your APR would be on a
new loan, and if you do not have a limit to the amount of loans that you can obtain, you may be better off
getting a loan yourself.

Here is where I think a subject to, does not make sense. I have heard a lot of people tell me that they are
better off getting a house for a 15% discount because they took over the seller’s loan, and thus have eliminated
all the risk of investing in real estate. They think that they are better off getting a house at a 15% discount
subject to than they would be getting a house at a discount of 30% where they had to use their own credit. I
have trouble figuring out how they reached this conclusion, but let’s explore an example.

Let’s assume that the house is worth $100,000. They bought the house for $85,000 subject to, and I bought
the house for $70,000 and had to get my own financing. Let’s assume that they took over an interest only
mortgage at 5.5% and sold the property after one year for $100,000. For the sake of simplicity, the house was
sold outright after a year with no tenant in the house. In their scenario, they had to pay a total of $3,850
interest. After spending $1,200 in taxes and $500 in insurance. (Please note that their insurance agent may
have advised them to pay for two insurance policies. One insurance policy that covers the previous owner and
another that covers their liability).

For the sake of this example, let’s assume that they didn’t even have to pay for that. In their scenario, let’s
assume that typical closing costs and the other holding costs totaled $5,000. Their net profit on this transaction
is $4,950. That is assuming that they actually sold it for full price.

Let’s take the same example, but I bought the house for $70,000 and had to obtain my own financing. I paid
cash and then refinanced with a 12 month note. My interest rate was 7.5% with $500 in closing costs. In this
scenario, I pay a total of $5,250 interest and $500 in closing costs. Thus I paid $1,900 more in financing fees
than the person who bought the house. I have all the same closing costs, holding costs, taxes, and insurance
upon the sale. In my example, I made a net profit of $17,550. Thus I made $12,600 more than the person who
bought subject to.

You might say that this scenario is not a fair comparison because we may have to hold the property for longer
than a year. I hold my properties for an average of 8 months; on average I will do even better, but let’s say that



in this example, it takes us four years to sell the property. After my year is up I have to refinance to a 30 year
fixed mortgage and it costs me $3,000 to do so.

In this scenario, I am ahead $12,600 after year one. At the end of year one, I have to buy the new
mortgage, so [ am now only up $9,600. For each additional year that I hold the house, I will pay an additional
$1,400 in interest than the person who bought the house subject to. You may have done the math and figured
that I had to pay an additional $1,700 per year, but remember my loan amount is only $70,000 whereas the
subject to buyer has a loan amount of $85,000.

We are under the assumption that the person who bought the house subject to did not, in fact, have to
pay for the second insurance policy. After paying an additional $1,400 in interest per year for the remaining
three years, I am still ahead of the subject to purchase by $5,400. It would take 7.85 years of us trying to sell
the property before the model of subject to that I have presented would be better than my method of buying at a
deeper discount and obtaining my own financing.

If I am buying a property with the purpose of reselling, it should not take me an average of 7.85 years to
sell. However, if I know that I will be keeping this as a rental, and if the sellers are okay with keeping the
mortgage for well over 7.85 years (I say well over 7.85 because that is just the break even point. In order for it
to work better, I would have to keep it for much longer than this to become a benefit), and if I’'m not obtaining
the second insurance policy, an argument could be made that I’'m better off buying the second subject to.

Brad Zitzner is a real estate investor, coach, and realtor. Brad has bought or sold over 150 properties.
His web based Property Management System “ZZZ Real Estate” helps real estate investors remove the chaos
and paperwork from their real estate business. To get Brad’s FREE real Estate ebook go to
WWW.zzzinvestors.com





<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJDFFile false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /Description <<

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /DAN <>

    /DEU <>

    /ESP <>

    /FRA <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /PTB <>

    /SUO <>

    /SVE <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



