How to sell a car you don’'t own

Sometimes you've got to bail out on your car, evethough you may owe more than it's worth.
Here’s how to do it.

By Liz Pulliam Weston

Selling a car you don't own free and clear can lehalenge if you try to do it yourself and an
expensive mistake if you go through a dealership.i% a situation many sellers face.

Plus, plenty of people get a nasty shock when prepare to sell: They owe more on the vehicles
than they're worth.

"People often don't realize they're 'upside down'tlzeir car,” said Steve Nolan, spokesman for
Cars.com. "They don't realize how much the valu¢hefr car has dropped since they bought it."
(You can research used-car values at MSN Autosread more about how to use differing value
guides here.)

This phenomenon has become a lot more common entreears, said Philip Reed, consumer
advice editor for auto information site Edmunds.céona number of reasons:Do you need

life insurance?

Get a quote.

New-car incentives are causing many vehicles taeadgme more quickly: the cheaper the new
version, the less the old ones are worth.

Fewer consumers are making the 20% down paymeatsctiuld help protect them against this
drop-off in value.

The vast majority of buyers -- more than 80% --foptoans longer than four years. (The longer the
loan, the longer you're likely to be upside down.)

As a result, more than one in four new-car buyeresomore on the vehicle they're trading in than
it's worth, Edmunds.com figures show. The averageumt of negative equity: nearly $3,900.

Bite the bullet if you can

Typically, the buyers roll that debt into their nésans, leaving them further upside-down on the
new car -- and even more vulnerable if the velstleuld be stolen or totaled, since the amount they
would receive from their insurers is far less thamloan.

"You could find yourself owing a lot of money," Resaid, "and having no car . . . to get to your job
to pay for it."

So-called "GAP" insurance -- for “guaranteed autotgrtion” -- can help pay off an upside-down
loan in these situations, but many drivers donyt the coverage, Reed said. Besides, owing more
money on a car than it's worth is a sign you'veghoumore vehicle than you can really afford.

"It's not a good thing for consumers to be doingdined Reed, editor of the book “Strategies for
Smart Car Buyers.” "lt's a matter of being abléwe within your means."

That's why most experts advise delaying a carwsaiéyou own the vehicle.



"People say they need to sell, but what they'rdyreaying is 'l want this new car,” Reed saiditéB
the bullet and pay it off . . . unless you're isiation where you absolutely have to change cars,
don't change cars."

Well, if you really must ...
Of course, there are a few situations where you f@alypushed into selling a car you don't own:

You've got a real lemon. In most cases, it coss fe fix and maintain an older car than it wowld t
buy a new one. But occasionally a car is so urbldia and so unfixable -- that it poses a danger t
you or your family.

You're bursting at the seams. In a few instancebke- when you're driving a two-seater but
expecting twins -- you really can't make do withuyourrent car for a few more years.

You really, truly can't afford the payments. Thigeasn't the slam-dunk it might seem, however.
Selling the car might help you retire a good chohkhe debt, but you'll still need to figure outwo
to pay off the rest of the loan -- and find some/\waget to work.

That's why most people in this situation would ledtdy off refinancing their existing loans, Reed
said. You may be able to get a better interestontelonger term to lower your monthly payments.
Check with your lender, credit union or an onliarder like Capital One or eLoan.

If you must sell, you've got two options: sell @wself or go through a dealer.

Selling it yourself

A private sale is often the best choice, sincellyget a lot more for the car than if you tradenitait a
dealership. (See “Make a bundle by selling your @an”) But it can be a lot of work -- and kind of
tricky to pull off.

You first need to:

Check with your state's Department of Motor VelidlBMV) to get all the required paperwork and
procedures for transferring ownership of your car.

Check with your lender to find out its procedureshow to get the lien released on your vehicle.
A lien is a kind of legal wheel-lock that lendenst @n financed vehicles. Until the lien is relegsed
the vehicle can't be transferred to a new owner.

Most lenders will want you to pay off the loan irllfbefore they release the lien, which is a proble

if you need the buyer's money to pay off your d&¥lour problem deepens if you need extra cash on
top of the buyer's payment to retire the loan.

Meanwhile, your buyer understandably may be rehtdahand you a wad of cash if you don't have
the title in your possession.

You may be able to solve this quandary if you haweoperative lender -- and amenable buyer -- by
making the sale transaction in your lender's brdalohy. The buyer hands over the cash or certified
check to the lender, you pony up any extra mon&y(dae some options for finding the cash below)



and the lender releases the lien. (It's smart tbimaadvance so the lender has any necessary
documents ready.)

If the lender has the title in its possession git/®n to you to sign over to the new owner. Othsew
the lien-release document is sent to the DMV, alaitp the bill of sale and a release of liability
(which you can usually download in advance from@IiMV site). Once those have been sent to the
DMV, a new title will be mailed to the new owneypically within one to three weeks.

Another option, if your buyer will agree: Go withet buyer to the DMV and get a temporary

operating permit for the car based on the bill @t syou both fill out. The buyer has to be a little

more trusting here, since he or she is relying our ypromise to get the lien released and the title
transferred. (A hint: Use a certified check to mdfyyour loan, said Steve Schooff of Capital One

Auto Finance. The lender doesn't have to wait ag o determine the check's good, which will

speed up the process of getting your lien relegsed.

If your buyer isn't willing to close the deal withiophysical possession of the title and/or you're
dealing with an out-of-state lender, you may needrtange a temporary loan (part of which could
become more long term if the buyer's payment waantipletely cover your debt).

If you don't have the money you need in savingsnd we're guessing you don't -- here are some
options:

Personal loan. If you have good credit, a sympatlweedit union or bank may be willing to offer
you a personal loan so you can pay off your cau'Méogoing to pay a relatively high interest rate,
though, since unsecured loans like this usuallyhaterest rates in the mid-teens.

Retirement plan loan. Borrowing from your 401(k) ather workplace retirement plan can mean
getting a lower interest rate than you could wionfra lender, particularly if you have troubled
credit. But retirement plan loans are risky: If ylmse your job, you typically have to repay the
money in short order, or the balance of your loasomes a withdrawal that triggers taxes and
penalties. In addition, many plans only let you é#fyyour debt in one lump sum or in payments
stretched over five years.

Home equity line of credit. If you have some equityour house, you can establish a variable-rate
line of credit and tap it for the money you neetie interest you pay is potentially tax-deductible,

but the rate can soar; most lines of credit hays @ound 18%. Also, you're putting your house at
risk of foreclosure if you don't make the payments.

Credit cards. This is probably the worst of youti@ps unless all you need is a very short-term.loan
For one thing, you'd be making a cash advance, hwhsually triggers interest rates of 20% or
higher. For another, you're vulnerable to even éiighterest rates if you miss a payment or your
credit-card issuer just decides to jack up the ftglly, you may risk maxing out your credit limi
which in itself could trigger astronomical rates.

Borrowing from friends or family. This could be thaswer to your prayers -- or a great way to ruin
a good relationship. Read “The right way to loammoto family members” for some guidance.
Or there’s the final option.

Trading it in



A trade is by far the easier choice, since theatship handles all the paperwork. You also could
score one of the new-car incentives that might lgelperase or at least reduce your debt.

Let's say you're $2,000 underwater on your car4 @0 rebate could erase that debt and give you a
small down payment on your replacement vehicleaNahid.

"There are so many incentives and cash-back rebatehere that you should be able to find one,”
he said.

The downsides: You'll get less for your old carnth&you sold it yourself, and you may be
vulnerable to some of the dealers’ worst trick®rolarging you for the new car or the new loan, or
both. (The dealer knows you're either desperatebwery sophisticated financially if you're segjin

a car on which you still owe money.)

And worse, despite the big rebate on your new yaure instantly underwater, because rebates
aren’t magic. A $20,000 car that carries a $4,Célfate is realistically worth $16,000 -- and that
value starts dropping the minute your new car besoenused one. The damage will be even worse
if you've rolled over old debt into the new loan.

And then the cycle starts all over again.

How to take control

Do your research so you can bargain hard for theckee(read “5 keys to driving a new-car bargain”
if you're shopping for a new car, or “Before yogkihe tires, hit the computer” if you're goingao
used-car lot). Make sure you know what your credidres are and what interest rates you should
expect based on those scores.Liz Pulliam West@avwsletter
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"Auto financing is almost entirely dependent on yavedit rating,” said Nolan, but dealerships
aren't above overcharging consumers who don't kihey could qualify for better terms. You can
get an idea of what your credit will look like teniders by taking this 10-question quiz.

If you do decide to sell when you're upside downaoloan, try to make it the last time you find
yourself in such a situation. In the future:

Make at least a 20% down payment whenever you begr.ayou can save up the cash by keeping
your current car for at least a year after it'ddpaiff and depositing an amount equal to your old
payment in a savings account each month.

Opt for a shorter loan. Don't finance a car for enttran five years -- four years or less is evetehet

Limit your payments. Your car payment shouldn'taquore than 20% of your take-home pay. If
you have substantial credit card debt, keep thenpayto 15% or less.
Liz Pulliam Weston's column appears every Monday &hursday, exclusively on MSN Money.
She also answers reader questions in the Your Moresgage board.



