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Investments:
Non-Recourse Loans

Christopher Miller is a Managing Director with Specialized Wealth 
Management in Tustin, California and specializes in tax-advantaged 
investments including 1031 replacement properties.  Chris’ real estate 
experience includes work in commercial appraisal, in institutional acqui-
sitions for a national real estate syndicator, and as an advisor help-
ing clients through over two hundred 1031 exchanges. Chris has been 
featured as an expert in several industry publications, and on televi-
sion, and earned an MBA emphasizing Real Estate Finance from the 
University of Southern California. Call him toll-free at (877) 313 – 1868.

L
ast month, I wrote about interest-only loans 
for investment properties.  For this month’s 
column, I will discuss non-recourse loans, and 
how they can benefit you as a real estate inves-

tor.

What are Non-Recourse Loans?
You probably have had at least one non-recourse 

loan in the past without realizing it.  In California, by 
law, all loans on personal residences are non-recourse.

If a loan is non-recourse, this means that the lender 
has no recourse if the borrower defaults on the mort-
gage other than taking his property by foreclosure.  
In most cases; loans on investment properties have 
recourse: If you borrow $800,000 to buy an 8-unit 
property for $1.2 million; default on the loan, and the 
bank sells your foreclosed property for $700,000, they 
can (and will) come after you for that $100,000 short-
fall.   If that had been a non-recourse loan, by com-
parison, the bank would lose $100,000.  The lender, 
by agreement, has no recourse against you other than 
taking your property.  A non-recourse lender is making 
a loan to the property, rather than to the investor per-
sonally.

What Non-Recourse Loans Can Do for You

A non-recourse loan can lower your personal risk 

substantially:  if something goes wrong with a property, 
the bank can only take that property away from you.  A 
lender foreclosing on a property with a non-recourse 
loan can not try to take your home, other investment 
properties, or investment portfolio to satisfy that debt.  
An investor buying property with a non-recourse 
loan is, therefore, taking less risk than one using fully 
recourse financing.

Note that non-recourse loans do feature what are 
sometimes called “bad-boy carve outs.”  These carve 
outs contain limited situations where the lender can 
come after you.  For example: if you dump toxic waste 
on the lot the bank can then seek recourse damages.  
These carve outs can be fairly far-fetched, but there 
are attorneys who are paid to think of every possibility.  
A borrower who avoids committing fraud or intention-
ally damaging the property can avoid running afoul of 
these special carve outs.

But I Won’t Lose My Properties to Foreclosure.  
Why Should I Worry About Non-Recourse Loans?

As I told an investor today: “Nobody ever plans on 
giving up a property through foreclosure, but it hap-
pens every day.”  I do understand where the askers of 
this question are coming from, though.  If I was evalu-
ating a property that I thought might get foreclosed on, 
I wouldn’t buy it in the first place.
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In addition to limiting risk, non-recourse loans can 
give other valuable financial benefits to borrowers by 
allowing them better (and sometimes cheaper) access 
to credit.  For example: A potential borrower with a 
$1 million home and a $2 million 8 unit property has 
a $500,000 loan on his home and a $1,000,000 loan 
(both with “Lender #1”) on his 8 units.  If this borrower 
wants a $500,000 loan to buy 4 more units for $1 mil-
lion; potential lenders will be concerned with his exist-
ing 8 units.  If he gets into trouble with that property, 
and it is foreclosed on: will that lender come after the 
house and 4 units?  (The very ones that Lender #2 is 
considering a loan on.)  If the $1 million loan on the 8 
units was non-recourse; this could make the loan less 
concerning to a potential new lender:  If the investor 
gets into trouble with that asset, it won’t necessarily 
affect his other assets (the assets he could use to help 
make payments to Lender #2.)  Lenders, after all, are 
most concerned with getting their money back.

Syndicated real estate offerings, in which many 
individuals buy an investment property, often feature 
non-recourse loans that are described as “off balance-
sheet loans.”  If the investor above had $1 million of 
equity with a corresponding $1 million of debt in a 
syndicated deal; that $1 million would go in the assets 
column of his balance sheet when applying for that 

$500,000 loan.  The $1 million of debt wouldn’t be 
listed, as the investor isn’t personally named as a bor-
rower.  His balance sheet, and suitability as a borrower, 
looks much more favorable to lender #2.  While apply-
ing for a loan – trying to convince a bank to lend you 
money – healthy financials certainly never hurt.

Interest only loans are a powerful tool used by 
larger investors to keep their balance sheets healthy, 
allow easier access to credit, and manage risk.  For 
smaller investors, it may be something worth learning 
more about.

This does not constitute an offer to buy or sell any 
security.  Investments in securities are not suitable 
for all investors. Investment in any security may 
involve a high degree of risk and investors should 
review all “Risk Factors” before investing. Investors 
should perform their own due diligence before 
considering any investment. Past performance 
and/or forward looking statements are never an 
assurance of future results. Securities offered 
through Sandlapper Securities, LLC. Headquarters: 
800 E. North Street,2nd Floor, Greenville, SC 
29601. Member FINRA/SIPC. Specialized Wealth 
Management is not affiliated with Sandlapper 
Securities, LLC. California Insurance License # 
0I80282.
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WANT A REPLACEMENT PROPERTY
WITHOUT ACTIVE MANAGEMENT?

Properties available nationwide including: • Office • Apartments • Triple Net • Retail • Energy Royalties
I have completed over three hundred 1031 exchanges for investors. $200,000+ equity required.
Call Chris Miller, MBA for a free consultation.

(877) 313-1868
Investing in real estate, with or without use of a 1031 exchange, carries the risk of losing your principal, income or tax bene�ts.
Additionally, the IRS has issued in�exible guidelines for completing tax-deferred 1031 exchanges.  Failure to follow these
guidelines could lead to a loss of tax bene�ts.  1031 Exchanges can involve signi�cant fees. �is does not constitute an o�er
to buy or sell any security.  Investments may be illiquid in nature and those seeking to dispose of their investments early may be
unable to do so.  Securities o�ered through Sandlapper Securities, LLC.

�e photographs above represent the types of properties accessible but are not available for current investment.
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