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Alterrratives in Financing

With today's high inleresl roles, reol eslole peop/e musf hove

solid experfise in creotive financing, fox shelfers through

equity purchoses, and money morkel frends.
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,'f\O STATE that the real estate in-
I dustry is in a recession would

clearly be an understatement. Market
conditions are more indicative of a de-
pression. It ls rnot that there are too
many or too few buyers or sellers; and
it is not that there is too little product
available. The problem is the cost of
purchasing the product. As an alterna-
tive, it has become increasingly neces-

sary to obtain knowledge and develop
expertise in various methods of crea-
tive financing.

There are numerous options avail-
able as alternatives in financing that
reduce the cost of mortgage financing
belorv the current conventional rates.
FHA. for example, ofiers a standard or
basic single-family residential pro-
gram for loans up to 95% of the Pur-
chase price with a maximum loan
amouni of 567,500. The current inter-
est rate on these loans is 77.5/e.There
is also a Graduated PaYment Plan
(GPII) alailable rvith a maximum
loan ceil:ns of 567.500. The interest
rate is Ll.it,. ho$'ever, because pay-
menis are graduated over a three to
fir'e-1'ear period: the effective rate
during the frst 1-ear of the loan is

about 9 -r u'ith the rate escalating slou'-
Iy until it averages oul to 11.5%.
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The major drawbacks with FHA fi-
nancing are (1) the limitation on the
maximum loan amount; and (2) the
seller has to pay diseount points which
currently range from 2/6 to 6/6. Com-
petent real estate agents should, how-
ever, when dealing with FHA financ-
ing, attempt to educate their sellers to
accept an ofier closer to the asking
price in order to cover the points that
have to be paid, rather than accepting
an ofier of.6/6 to Ll/o lower which is

the customary practice.
VA loans include programs similar

to FHA, the major differences being
that they ofier financing up to L00% of
the purchase price and the maximum
loan amount is higher. The VA does

not ofier a GPM program.

Newer Plqns
Two relatively new conventionaL

mortgage plans that are becoming in-
creasingly more popular are the Re-
negotiable Rate Mortgage (RRM) and

the Graduated Payment Mortgage
(GPM). With the RRM Plan, the in-
terest rate can be adjusted up or down
every three to five Years and as much
as 5/6 over the entire 3O-year life of

the mortgage. Loans are made for
three, four or five-year perlods, amor-
tized over 30 years. At maturity the
loan is renewed Ior a like period at the
then-current rate either up or down.
However, regardless of the current
market rate, the new rate cannot rise
more than r/zVo a Aear ot 5/o over lhe
30-year life. If the original mortgage
rate begins at 72/6, the highest it
could rise over 30 Years would be to
\7/6. There is also no PrePaYment
penalty. In addition, the borrower
must be given 90 days notice when the

loan is due for renewal, thus allowing
him the opportunity to shoP else-
where. The borrower can also partially
prepay the loan and reamortize the
new balance to reduce the monthlY
payments.
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