Foreclosures
Potential pitfalls/risks of buying foreclosed/bank-owned properties
Terms to Know You will typically encounter the following terms in sales of foreclosed property: "corporate owned/owner", "sold as-is", "no warranties", "accepted offer does not bind seller", "bank owned", "foreclosure", "addendum with offer", "no changes to corporate addendum".

P & S Agreement Normally, on non-bank owned sales, offers are bound by a good-faith deposit, usually $1000. However, when a bank accepts an offer, it requires the buyer to go straight to a Purchase and Sales Agreement (P & S), at which time the full down payment is due. This means you will need this money sooner in the case of a bank-owned sale. There are no changes to the P&S and the dates set forth in the P&S are determined by the bank. It tries to get the transaction to close as soon as possible, so sometimes unrealistic closing dates are chosen, especially if the buyer is financing the purchase. If the buyer does not close by the date set forth in the P&S, the buyer may be charged a daily charge for every day past the closing date. 

As-is Condition When viewing the homes, try to go during the day, as often times the electricity has been turned off in the house. It is important to see all aspects of the home as it is sold “as-is”. Banks do not make any representations. Since the bank has likely never set foot in the house, they can't really say what condition it's in, so you are working with a lack of information. Normally in an owner-sale, there is an ability to get information from the seller's broker, who gets it directly from the seller, who lived in the place and thus could tell the broker about certain aspects -- this is missing from a bank sale.


Wet vs. Dry Inspections During winter months banks usually "winterize" a home, meaning they drain all the pipes of water so that they do not freeze and burst. Depending on how long there hasn't been any water in the pipes, plumbing issues like cracked pipes, etc., may develop that may not show up until the water is turned on. Some banks may not allow a "wet" inspection since there is the risk that, when the water is turned back on, more damage could be created, so a “dry” inspection is the only option. Or, the bank will allow the "wet" inspection, but the buyer has to bear the cost of getting a plumber to "de-winterize" and the cost to "re-winterize" back again. These are additional costs that could be potentially be lost if the bank accepts a better offer prior to your closing. The costs associated with winterizing and de-winterizing could be about $200-$300 on top of the actual home inspection cost of approximately $350. Because the property is sold “as-is”, the results of the inspection CANNOT be negotiated. If the results of the inspection are unsatisfactory, the buyer is out the above costs.

Home Conditions and FHA Loans Because the previous owner was foreclosed upon, he or she may not have had money to maintain the home or worse, may have vandalized the home before leaving. It can be quite difficult to get financing on bank-owned homes that are in an unlivable state. Many times windows have been broken, holes have been put in the walls and/or doors, cabinets have been ripped out, etc. When a buyer is planning to use FHA financing to purchase a bank-owned property, it can be quite difficult due to the above reasons. FHA loan programs state that the home must be in a certain condition, which most bank-owned properties are not. 
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Know the Contract It is extremely important to obtain a good real estate attorney. Because there are no changes allowed to the contracts drafted by the bank, you want to make sure that everything stated in the contracts is fully understood. Banks work under their own terms and can pass certain costs on to the buyer, so make sure you know what you’re signing before doing so. For example, typically it is the seller’s responsibility to have a smoke detector inspection, but when it comes to bank-owned properties, the bank can and will make this another cost for the buyer. 

