Foreclosure properties as investments

By:  Brick O’Neil
     One inexpensive way to find investment or primary homes is the foreclosure market.  The process usually begins when homeowners fall three months behind on their mortgage  In a nutshell, this is the way foreclosure works:  the lender sends a default notice to the homeowner and to the county. If the homeowner can't pay up, a foreclosure date is set. County officials handle the auction and use the proceeds to pay off the mortgage and any other debts secured by the house. Leftover money goes to the foreclosed homeowner; leftover debt, in some cases, is the new owner's responsibility.
     Typically, mortgage lenders bid up to the remaining principal amount plus any foreclosure fees. Their goal is to recoup what they are owed, either from investors bidding more or by buying the home and reselling it. Foreclosed homeowners sometimes join the bidding and win the auction, even though they don't have the money, effectively delaying their eviction until another auction is held.

     Investors can get in the game before or after auctions, too. They can try to buy directly from homeowners beforehand or from lenders who win the auction.  The lowest-risk option is buying foreclosed homes from banks that acquired them at auction. Most major banks list properties they own on their Web sites, and some will provide financing.

     Banks often list homes in good condition near market value, so there isn't much upside there. But banks also end up with mediocre properties and some real dogs. You can try to negotiate these houses' prices down to less than the outstanding principal, rehab them and then resell quickly at market value or just below.

     Just about every type of home ends up at auctions: wood-frame houses in downtrodden neighborhoods, high-end homes in gated communities, condominiums, mobile homes, partially built residences and vacant land.

     You can find free foreclosure listings free from county court clerks or sheriff's departments; some counties post them online. Commercial services provide access to local and national listings. Foreclosurenet.net provides information on bank-owned real estate for about $30 a month. RealtyTrac.com has nationwide listings of homes in foreclosure and offers geographically tailored email alerts for $50 a month.

     There are problems that may crop up with foreclosed homes, such as hidden liens or homes with two mortgages and default on the second, the first is still binding ( first mortgage in default, in which case subordinate liens are eliminated in foreclosure.).  Another pitfall is that some states give foreclosed homeowners time to reclaim their property by paying the auction price, often plus an additional percentage.

     The two areas where youc can purchase a foreclosed home are preforeclosure and at auction.  Preforeclosure investing is medium-risk, medium-return. Executed successfully, an investor could make a 20% to 30% profit, longtime foreclosure investors say.

Buying at auction is riskier. Sometimes, the house is a gem, but other times, there are big, costly problems -- faulty plumbing, a 1950s-era kitchen or a leaky roof.  Just remember the old adage:  buyer beware!
