Chapter 1: Your Place in the Distress Property Cycle

Human nature being what it is, there is always someone who wants to get rid of a property because of a personal situation – a divorce, a falling-out with partners, a job transfer. By staying alert for cases like these, specialists in distress property should always be able to find deals. The time has never been better for aspiring real estate investors. Today the real estate industry is saturated with over-financed properties. The economy is threatened with slowdowns due to overseas problems which could create havoc in home building and construction. But in chaos there is opportunity, and the real estate industry is no exception. In current conditions, people with skill, capital, and vision can make great profits. The existence of these opportunities is no secret. There is a shortage of capable real estate entrepreneurs, however, so this field is ripe for the taking.

Because of the inflated real estate prices over the past several years, buyers have had to take out larger loans than ever before, with extremely large monthly payments. The lenders are all too willing to help. In fact, lenders’ actions seem calculated to overload borrowers. If the lenders repossess and sell a property, they could increase their profits dramatically, unless the loan is greater than the value of the property. But the borrowers will lose everything – home, equity, and credit. In many cases, even a small financial reversal can get the borrowers in trouble. A tremendous flood of distress properties seems all but inevitable.

In 2002 the rate of mortgage foreclosures reached the highest rate recorded in 30 years. In one three-month period, the proportion of loans on which foreclosures were started reached four per 1,000. Mortgages in the foreclosure process at any one time rose to more than 12 per thousand. The trend has stirred concern among industry leaders, fearing that the industry has been weakened by over-financing of homes.

Now is a very good time for knowledgeable investors to step in and enrich themselves while helping troubled owners and lenders resolve their problems. Why? Because properties could soon be in more trouble than ever before. More default notices are filed today than at any time in the past ten years. More borrowers and owners of property cannot make payments on their first, second, or even third or fourth loans. The current estimate of delinquencies is well over 3 million per year. The estimated number of foreclosure actions started in court is about 400,000 per year.

What’s happening to the other 2.6 million delinquencies? Some are resolved by the owners before foreclosure takes place. But lots of deals are being made, too. If you want to buy a home to live in or to invest in, you should try dealing in distress property. Whether you are male or female, single, married, or living with someone, senior citizen or youngster, this is a great opportunity. With the forms and procedures provided in this video series, you can help yourself and save the credit rating of the troubled owners.

The Distress Property Cycle

The life cycle in distress properties has four distinct stages:

•
 Stage I: Before Legal Action Begins. This is when the owners first stop making payments on the loan (or loans). Financial setbacks, personal changes, and family pressures may all play a role.

•
 Stage II: After Legal Notices Are Filed. At this point the foreclosure clock starts to tick. Only a limited number of days are left for the owners to pay up, sell, or make other deals with creditors.

•
 Stage III: Auction Time. This is how the court legally sells the property to satisfy the unpaid loans.

•
 Stage IV: REOs and Repos. When no one bids the amount owed, the property reverts back to the lender. It becomes an REO (real estate owned) property. When it reaches this stage, you must deal directly with the lender (who is now the owner).

Most specialists in distress property work in all four of these stages eventually. As a beginner, you’ll probably want to choose one. The Distress Property Cycle chart in Figure 1.1 can help you decide. Then you can go on to consider a number of other important areas.

Analyze the Deal's Advantages and Disadvantages

Each prospective deal has advantages and disadvantages. You have to determine, in light of your own situation, what’s most important for you. Plenty of deals are available. You just have to pick the one you’ll be most comfortable with.

Start by analyzing your reasons for seeking title to a distress property. Are you after income from property management? Appreciation of capital? A tax shelter? More cash flow? Profit from resale of the property? A home of your own?

Once you’ve identified your motives, you can focus on the distress property itself. Each investor has a different way of analyzing values, but several key factors will have to be addressed:

•
 The total amount of investment necessary

•
 When the funds will have to be invested

•
 How much of the return will be in “hard” dollars and how much in “soft” dollars

•
 When the investment dollars will be returned

Obviously, before you can make a profit dealing in distress properties, you have to understand the details of any transaction. You are concerned with the same basic questions as the original mortgagee of that property.

In conjunction with your own economic review, you will probably ask the lending institutions certain threshold questions: Are additional funds available from the original lender? Will the lender indemnify you, as the new buyer, against any unforeseen claims against the property?

Avoid the Excessive Cost of Banks, Lawyers, and Realtors

This video series does not and cannot give legal or professional advice. It does show how, with the right research and information, you can avoid all excessive professional costs associated with taking over existing property. For the most part, you just have to be aware of the applicable local, county, and state laws and be alert to some of the economic fundamentals. Although the procedures outlined here will not work in every county or every state, they provide enough basic information so you can consummate these transactions at minimum cost. You need only think a little and perhaps consult occasionally with an attorney or local professional.

Avoid Leverage Tricks

Leverage is advocated by most videos with titles like “How to Make a Million Dollars in Thirty Days.” Leverage is fine in a hypothetical example on paper. In real life, however, leverage works both ways. Prime rates go up and down (from 4.35 to 15.75 percent in the past 20 years or so). The banks and other lenders continually pressure the consumer to pay the piper. When you use other people’s money (“0PM,” as it’s called in most get-rich-quick books on leverage), you invite total ruin. A better, safer way to operate is as an individual investor, handling only what you can manage.

When you use your own money (meaning yours, your family’s, or your business’s), you eliminate a variable factor that could upset your planning. If all the money is yours, nobody can call your loan and ask for the money back.

It is never a good idea to rely on other people’s money, except when buying a property subject to an existing mortgage. Unnecessary risks are foolish. To accomplish the ends presented in this video series and your book, you do not have to use leverage in the speculative sense, nor do you have to borrow other people’s money.

Observe the Laws That Apply in Four State

Although the ideas included in this video series and book have been shown to work in most areas of the country, you must carefully check your local laws. It is impossible in a presentation of this kind to interpret the real estate laws of all fifty states and set down one group of rules that will work for all of them. For instance, some states have mortgages; others have deeds of trust. Even if the terms are essentially interchangeable, you would be well advised to consult a trusted attorney or accountant for the answer to any specific question concerning a specific area.

Critical Success Factor

The basic economic principle behind this program is the law of supply and demand. But other factors that contribute to its success are under your control:

•
 Intimate knowledge of a particular location

•
 Ability to maintain the property you acquire in such a manner as to increase its value

•
 Sincere concern for the welfare of troubled owners

•
 Willingness to work outside the regular nine-to-five hours of most professionals

•
 Willingness to deal directly with the sellers and the buyers

•
 Knowledge of how to buy property subject to existing mortgages and thereby avoid red tape

Remember, you probably know more about the territory than the experts do, and you can react more quickly. Your unique position as a specialist and your interest in helping owners who are in trouble will be your greatest advantages.

Where Do You Fit In?

The number of distress properties available changes when business conditions change. During times of full employment and low interest rates, there probably will be fewer. During bad times, when unemployment and high interest rates present a problem, the number of distress properties increases. But this issue is really beside the point. What’s important is where you’ll operate. What will your area be? How many housing units are in this area? How many properties do you want to buy per year? What are your personal goals?

One of my friends is content with one deal per year. His “farm” area consists of about three tracts right around where he lives. He gets all the information he needs from a small newspaper that comes out twice a week. It lists divorces, deaths, and trustee sales. He is very selective. He lists the suspect properties. He develops prospects and easily gets his one good deal per year.

I know another fellow who operates in three large counties in California – Orange County, Riverside County, and San Bernardino County. He and his two partners go for one deal a week. They haven’t reached that level yet, but they have been averaging about two to three deals per month.

Once you have full knowledge of how the process operates, you have almost unlimited opportunities. The important thing is to get the knowledge and then develop a system for yourself. Pick a market large enough to accommodate your personal goals. Of course, another limiting factor is the amount of cash you have. I always recommend starting small. If you can get one good deal a year, you can expand to two deals or more as your skills expand.

Each stage of the distress property cycle has its own opportunities and its own problems. But they are all solvable, practical, bread-and-butter problems. There is nothing esoteric about them pike having to put a man on the moon). As long as you know where to go and who to ask for answers to these problems, you will be alright.

The Value of a Positive Mental Attitude

As you watch the video series and read the course textbook and make preparations to go into the field, bear in mind that you are doing several people a favor. Your acquisition of distress property will stabilize or improve the credit rating of the struggling owners. You will help the people in the neighborhood by turning a property that is starting to run down into a property that has some dignity and potential value. Finally, you will help yourself (if you move into that home) or the people who lease or buy the place by providing a decent residence at a reasonable price.

Maintain an “I know what I am doing and I am doing something good” attitude. You need to approach every situation with a positive manner and a desire to make good things happen. The sellers need to feel that their problems are receiving sympathetic consideration and that you are offering personal service as well as service to the neighborhood. This whole endeavor should be a source of pride and confidence for you and everyone else involved. A positive attitude is your most valuable resource.

Chapter 2: Where is the Gold?

Most people will agree that the real estate market is very different today from what it was only 15 years ago. There have been changes in the way real estate is sold and in the way it is purchased. Perhaps, too, there has been a change in our philosophy or manner of living. Today homes are usually not bought to be lived in for a lifetime. As each year passes, the rate of turnover in the ownership of homes reaches new highs.

There’s also been a change in the way real estate is financed. People are borrowing more money than ever before to buy homes. Properties are more over-mortgaged today than during the Great Depression.

Major lenders for single-family homes, like other good business people, have always tried to charge as much interest on their loans as possible. Five to ten years ago they encouraged people with home equity to refinance either with second mortgages or with larger first mortgages at higher interest rates. This is a good deal for the lenders, because they receive greater returns on their money. But it’s a tremendous load on owners of single-family homes. Now the “chickens” are coming home to roost. Homeowners’ financial plans are breaking down, and people are discovering they’re not able to pay for the borrowed money.

Warning signs of this over-borrowing are turning up in recorders’ offices all over the country. The present volume of foreclosure and default notices indicates that, by the middle of the 2000s, we may well have an avalanche of foreclosures and defaults. Moreover, distress property sales prompted by imminent foreclosure will likely increase substantially.

Today lenders are quick to file default notices the first time a mortgage, tax, or escrow payment falls past due. They once waited up to three months and then called the borrower in to discuss the past-due payments. But today, with second and third loans so prevalent, most first-mortgage lenders move as quickly as possible to protect and improve their position.

For the most part, these troubles stem from two changes in the American lifestyle:

•
 Too large a percentage of our net income is needed to cover housing expenses (more than 50 percent in most families).

•
 Most families depend on two or more incomes to support themselves.

The tax law changes in 1986 and 1997 encouraged homeowners to take out second or third loans against their property to finance other purchases. Even though the interest payments were tax deductible, the loans still had to be paid off. But people went ahead and borrowed freely, because they thought the value of their home would go even higher.

If you look at Figure 2.1, Consumer Debt as a Percentage of Disposable Income, you can see how much consumer debt has risen in ten years. In 2001 it was a staggering 94 percent of disposable income, compared to 76 percent in 1989. This 24 percent increase comes at the expense of all other needs of the consumer. Less than a tenth of a family’s net disposable income is left for food, clothing, education, transportation, health, fun, and anything else, compared with about 25 percent left in 1989.

Even bleaker days are ahead for the beleaguered consumer. Some of those who took out second and third mortgages reasoned that, if they ever had a problem making the loan payments, they could always sell their home for a profit. Then values peaked and, in some cases, went down. But the payments remained the same and had to be met.

Sadly, nothing is on the horizon that will help the average owner of a single-family home who is being hurt by abnormally high monthly housing payments. Certainly no help is coming from local and state governments. In almost every jurisdiction, 55 to 65 percent of the voters are homeowners, which ensures that nothing will be done to lower the quality or the standards involved in home construction. Indeed, more restrictions and higher standards are likely, meaning higher prices.

Most Financially Troubled Homeowners Will Not Recover

Monthly mortgage payments generally consume a larger part of family income than before. Thus homeowners have more trouble catching up when they are in arrears. Out of funds that have already proven insufficient, they have to keep up with current payments and come up with back payments plus extra charges for late payments, legal fees, and other expenses.

Most financially troubled homeowners will surely lose their property to the lenders unless they can secure additional funds. But the high cost of borrowing money and all the other obligations that these homeowners have already incurred probably mean that they will not be able to obtain the additional funds that can forestall foreclosure.

Statistics have shown that a financially troubled homeowner will not only end up losing the home but will probably lose a good credit rating as well. This is the point at which you can step in and help. If you diligently follow the rules presented in this book, you will help out the homeowner and be able to buy one, two, or three properties with little or no money down, subject to the existing mortgages.



The Opportunities to Help – and Profit – Are There

There will always be distress properties for sale. There will always be problems like over-financing and 125 percent of value home loans. There will always be credit binges and shortages. People will always have family, personal, and job problems. Government will keep trying new trouble-solving (and problem-creating) programs. There will always be periods of feast or famine for real estate. Thus there will always be opportunities for “goldmining” in distress properties.

Anyone with an interest in real estate, a special knowledge of an existing territory or neighborhood, a good credit rating, and some money and time to invest can take advantage of the tremendous potential in this field.

It’s interesting to compare the investment in single-family homes and condos with some other popular investment alternatives:

•
 Savings account. The average saver now has over a dozen different ways to invest savings. As always, guaranteed savings pay less than non-guaranteed savings. Most savings accounts have yields between 3.5 to7 percent; the rate of inflation varies from 1.5 to 4 percent. Obviously, a saver cannot even keep up with inflation. Remember that the money you deposit in a savings account is reinvested at a return high enough to pay the account’s interest and to give the lender a fat 3 to 6 percent gain for profit and overhead. Often the lender reinvests in the real estate market.

•
 Stock market. The average person does not have the time or knowledge to fully understand the stock market. Thus, for most people, the stock market is a very big gamble. Experience and inside contacts are necessary to make money. Brokers can help, but they reap some of the profits. It’s nearly impossible to determine how well the stock market has done in the past twenty years, and even by checking the averages, it’s difficult to make true comparisons between this form of investment and the others. The average person would be hard-pressed to get the expertise needed to make good profits in this area.

•
 Gold, silver, and precious metals. Investing in precious metals is highly speculative, and it pays no dividends. The metal must be stored until sale, with the risk of robbery, and the price varies more than in almost any other investment alternative.

•
 Other real estate investments. In this category are vacant land, commercial property, income property, and special investment situations. Most of these require considerable expertise and a great deal of time to manage. People make – and lose – money every day in such dealings. But those who make the money have the special expertise to do so. That expertise is rarely available to the person just starting in real estate. If you don’t even own a single-family home of your own, this is not a good area to concentrate in.

The surest and fastest way to make money in real estate today is to buy and sell single-family homes and condos and small multifamily rental units. Almost anyone can begin an investment career this way. Neither a great deal of capital nor extensive experience is needed. You live in either an apartment or a house, so you already have the basic knowledge to begin investing. The investment return can be $40,000, $50,000, or even $100,000 each year. The profit is not realized until the property is sold, of course, but it is there and it does accumulate. (See Case Study 2.1.)

Although investors have been acquiring single-family homes and other properties in this manner for the past twenty or thirty years, changes in the law and the economic environment have created a totally new ball game. Today the opportunities are in favor of the individual, small investor. Larger investors who have been picking up 20, 30, or more houses now find themselves over-whelmed with unmanageable problems.

There is a practical limit to the number of single-family homes that one person should hold at a time. Probably 10 is a good number. On the other hand, millions of people have not even purchased their first investment home. For them, this book provides a shortcut to success. You can succeed, too, and you do not need experience. You just need- to-follow the procedures outlined in this book, perhaps supplementing the information with an attorney’s or accountant’s advice.

Statistics Are on the Side of Homeownership

According to 2002 Bureau of the Census data, approximately 68 percent of Americans own their own residence. That percentage is increasing daily, partly because of the increase in condominium conversions and the decrease in apartment construction. The result is that a solid majority of the voting public are homeowners. These people are going to pass more legislation favoring homeownership at the expense of everyone else. Lenders will help the cause, because they benefit from the appreciation of single-family homes. In fact, it’s possible that lenders will benefit the most. This two-pronged attack – by voters and lenders – will keep the value of single-family homes rising over the long term.

It is interesting to note that approximately 6 percent of Americans own a second home that they use for vacations, a retreat, or a family getaway. Another 7 or 8 percent own and lease out single-family homes.

The demand for single-family homes extends to the young. Nearly half of those buying real estate are under the age of 45, a third under 40. Of those below 30, approximately 12 percent purchase single-family homes.

About 20 percent of all home buyers are single. Divorces and separations add to the trend, by creating two households where one previously existed.

Statistics like these are leading more and more people to invest in homes. These are the main reasons:

•
 Ease of understanding.  Since most of the people in this country already own their own home, they can easily understand the basic principles involved in investing in single-family homes.

•
 Increasing value. Over the long term, say twenty or thirty years, single-family homes will become more valuable. Fewer homes are being built, but at the same time more people want them. Values do go up and down with changes in business conditions, but the long-term trend is definitely up.

•
 Safety. Buying a single-family home is considered a safe personal investment. If you buy the property right and take good care of it, you will have a sound investment that can likely be sold for a profit.

•
 Supply and demand. It’s important to reemphasize that fewer single-family homes are being built each year. The scarcity of land (especially land with sewers and water) is the main factor, but development is also hampered by the increasing costs of land, lumber, other building materials, and labor. Building codes and regulations protecting coastal and wetland areas are becoming more rigid, also making construction more costly. The result is fewer available homes. With more family formations, more people living alone, and apartment building declining, the need is greater. Thus the investment potential of single-family homes is enormous. As more people grow aware of the opportunity, the demand on a very short supply will help increase the price.

Patience Pays Off

If you’re convinced that it makes sense to become a specialist in distress property, think now about what the endeavor requires.

Time and effort are required to research targets. Diligence and energy are necessary to make a deal. But the most rewarding virtue is patience. Everything you do will bring results of one kind or another, whether or not you actually close a deal on every property that interests you. With every effort, you’ll gain a bit of knowledge that will add to your strength and your ability to make a better deal. (See Case Study 2.2.)

Remember that your goal is to be the most informed real estate person in the area you choose to concentrate on. Arrange your files so they can easily be updated. When properties in your area are listed, record them. When properties are sold, draw up comparable tables so you can keep abreast of trends and values. As mortgage rates fluctuate, you will need to chart the volatility of the market and observe its sects on supply and demand. Being knowledgeable is the best preparation for acting quickly when opportunities present themselves. Others may be scratching their heads, wondering what to do, but you will know the correct values instantly and make the best deals.

There’s No Time Like the Present to Start

To the specialist in distress properties, it makes no difference whether we are in a buyer’s market or seller’s market. Don’t delay your start in this business by saying, well, it’s a buyer’s market, too many properties are on the market, and it’s impossible to get a good price on a purchase. Or it’s a seller’s market, not enough properties are available, there are too many buyers, and it’s too hard to make a good deal. The truth is really the opposite. You can make a good deal in either market.

The only factors that make a good deal are troubled owners and a knowledge of the territory. If you know the territory well, you will be able to respond quickly enough to help the troubled owners and yourself. The kind of market does not matter in the slightest. There are always deals, and people make money in both types of markets. The only limit on your success is the initiative you bring to the process.

If you don’t believe it, ask yourself what the curve of real estate activity is across both buyer’s and seller’s markets. Prices may not always be rising, but the overall trend is always up. Over time, homes will continue to climb in value.

No matter which direction the immediate market is moving in, you can offer a better deal to troubled homeowners. When you re-sell the property in an “up” market, the buyers’ eagerness to take part will help you close the deal. In a “down” market, you can point out that every valley has a peak and, although the market is down now, the buyers can look ahead to tomorrow’s rising property values. The new buyers are buying on the ground floor. Simply by understanding the basic economics of supply and demand and the basic rules for business cycles, you can continue to arrange good deals. Just use the forms, checklists, and procedures described in this book, and show a little initiative. Stay alert, and you can continue to make good deals on a regular basis.

Chapter 3: Some Commonly Asked Questions

Before we get into the details of “goldmining” in distress properties, let’s consider some often-asked questions. The answers are short and direct. The purpose of this video series is to set up a frame of reference to help you understand the detailed information that follows.

Is This a “Get-Rich-Quick” Book?

You’ve got to be kidding! The procedures described in this video series work well and make me (and others) a good deal of money, but following through is hard work. It takes time. It takes intelligence. It takes a real understanding of the whole process.

You can find a profitable niche and make money, but it won’t be quick money. This is not a “get-rich-quick” scheme. You’ll need to make an effort, and you’ll need smarts.

If the Troubled Owners Can’t Solve Their Loan Problems, How Can I?

Because you’re in a different financial position. When troubled owners are in arrears, they need money to catch up on their payments. They usually have a long list of other debts, too. With a little work and a lot of knowledge, you can make a mutually profitable deal.

Never before have so many negative factors been working against so many homeowners. Conversely, the opportunities for someone like you are unprecedented.

However, when the property is in the foreclosure stage (or going to auction), then you join a group of other people who want to buy the property at a bargain price. The person who does the best job should be able to make a profitable deal. This is happening hundreds of times every day in your state and mine.

Are Troubled Owners Hard to Deal With?

Yes and no. But you will work only with the ones who want to be helped. They are usually frightened people who will cooperate to save time. Look for these people, and avoid the owners who are hard to deal with. This video series includes many ideas for making contact with the right owners.

What’s more, at auctions you almost never meet the owners. They may even be out of the area. The bad part is that often you haven’t seen the inside of the property.

What Factors in Our Society Are Creating Trouble for Homeowners?

Each case is different, of course, but the most frequent factor is overuse of debt. People borrow more than they can repay.

Unexpected divorce, deaths, and other problems also cause major financial strains that can lead to loss of a home.

Drugs are still a factor in some households, but lately they seem to be less so.

More frequently now, depression and lack of confidence in the future are affecting many households. Ever-present national and world crises knock the “will to earn” out of a lot of people.

Is This a “Good” Business for “Bad” Times Only?

It’s better in bad times, but it’s also good in good times. There are fewer deals when the economy is humming and real estate values are going up. It’s easier for troubled owners to solve their own problems. But, and this is important, by anticipating changes in the economy, you can always stay ahead. You can even make a lot more money by holding properties if you see a big upswing coming. And when you feel a drop is coming, you can use those feelings to get better prices from everyone.

Is There Anything Wrong with Making Money This Ways

No. In fact you’re doing everyone a big service. Remember, you didn’t cause troubled owners any of their problems. You didn’t sell them a house that was more than they could afford. You didn’t raise their rent. You never knew them. You’re coming onto the scene after the fact – on a “white horse,” in a way.

And at the auction sale, you’re just one of thousands who have the opportunity to bid. If you’re the only one there, as I have been many times, it’s because you did your homework better than the rest of the crowd.

And when you take a repossessed property off the hands of a lender, you make a friend who usually brings you more deals.

Everyone is happy if you’re able to turn problem properties into profitable deals.

How Profitable Can This Business Really Be?

It’s just like buying wholesale and selling retail (with practically no overhead). That’s because you make a conscious decision not to get involved with any other type of deal. I won’t waste time on any property that won’t make me a profit of at least 10 percent of the final selling price. And that’s after including a return of prime plus 2 percent on any money I have to invest.

Your strategy might be different. You may want more, or you may settle for less. Because there are so many opportunities at each stage of the process, you can pick your parameters.

How Do I Know Which Stage to Start In?

You start by learning more about each stage. By following the suggestions for each group of troubled owners, you’ll get firsthand experience. Then you’ll find that you feel more comfortable working with one group than with the others. This is how you develop a niche. But you’ll probably be involved in all stages in one way or another from time to time.

Incidentally, business conditions may affect the way you start. During bad times, you may favor working directly with troubled owners. When the economy is better, you may feel you have more chance for profit at foreclosure auctions.

At What Stage Is It Easiest to Buy Distress Property for Large Profits?

Buying at an auction sale is the easiest. For one thing, you don’t have to deal with the homeowners, whose situation requires some patience and understanding on your part. All you need is advance notice of the sale to start your work. Then you need ready cash for the bidding process. However, although it’s easiest, this stage also presents the most risks. Usually you can’t examine the inside of the property (in trust deed states), and you need more up-front cash.

You might think buying repossessed properties would be easiest. It would be if you weren’t interested in making a profit. Most REOs are taken back by the lender because the lender reduced the price to less than the amount owed. Thus there probably is little or no profit left for any investor.

Do I Need a Real Estate License to Start?

In most states, people who buy and sell property for their own account don’t need a real estate license. Whether you buy one property or twenty-one, as long as they’re for your account, you don’t need a license.

Do I Need a Corporation or <@ice Seep to Starts

Not at all. I advise starting from wherever you are now. Don’t add unnecessary overhead. But also never let troubled owners come to your home. Always transact business at their place (or at the lender’s offices or escrow, insurance, or title company’s offices).

Incorporation, to limit your liability, may be a good idea. But there are other ways to do the same thing, so ask your accountant for advice. You could certainly do one or two deals personally under your own insurance policies (include a business liability umbrella). Then make changes as you go along.

How Much Time Should I Speed on This Business?

I recommend starting part-time. That means ten to twenty hours a week. You’ll need one to four weeks to get acclimated to the business – or possibly less if you have experience in real estate.

The real question is how much time and energy you want to spend. There are many ways to make profits by becoming a specialist in distress properties. At first they all depend on knowledge and technique. Then your personal qualities of persistence and hard work come into play. When you become a pro (even a part-time pro), you should be able to average one deal every ten to fifteen working hours. Time should not be much of a limiting factor.

How Much Cash Do I Need?

Again, it depends – on the type of deals you choose to specialize in. If you become a problem solver for troubled owners, you may be able to get by with between $500 and $15,000 in cash to start. You can always find partners to provide the cash if you can originate profit-making deals.

If you have more (or have access to more), you can buy properties at auctions and make bigger profits. And if you can make a deal with a lender for repossessed properties, you won’t need much money at all. Most lenders are so anxious to unload their REOs (real estate owned properties) that they provide maximum financing.

Is There Much Competition?

Yes. And there always will be. But only a handful of people in this business do their homework. These few do most of the business.

The three keys to beating your competition are to (1) select a personal “farm” area or neighborhood, (2) stick to the procedures recommended in this video series, and (3) work smarter on every new deal.

Should I Start by Working with a Pro?

No. Spend the time it takes to learn all there is to know yourself. Then the business will truly be yours. You’ll find ways to improve on almost everything. You’ll be able to make decisions faster. This route may take a bit more time, but it will be worthwhile.

Financial partners (family members or close business associates) are another matter. Most people don’t have enough money to do all the business they can generate. It’s always good to have access to more cash. At first you may have to pay more to borrow (as much as one and a half times the prime rate). But after a few successful deals, you’ll be borrowing at no more than prime plus two points.

What Are Some of the Biggest Problems I’ll Face?

Besides not having enough time and cash, the biggest problems have to do with gathering the correct information. How much is really owed? Whose name is on the title? What’s wrong with the property? What’s the neighborhood really like? Are there any title or insurance problems? Any liens on the property? Is the IRS or any other taxing authority involved?

The good news is that all these problems (and a lot of other little ones) are covered extensively in this video series. They all can be solved easily.

If Owners Declare Bankruptcy, Will My Work Be Affected?

Important question. The answer is a tricky yes and no. It all depends on the laws in your state and the timing of the bankruptcy. But a troubled owner going bankrupt is one of the most important acts to watch out for. Many sections of this video series talk about it.

The no part of the answer concerns a bankrupt owner whose property is up for auction. When the bankruptcy court releases the property for auction sale, in most cases you’re in a better position as a buyer. See Chapter 19 for details.

What About Problems at the Auction Itself?

If you follow the rules of the state you’re in, you should have no problems. Most states require certified checks. Most trust deed states have procedures to prevent fraud or rigged bidding. This video series tells you where to get detailed information about the auction process.

Because our society is so oriented toward consumer protection, the real problems could come from illegal things you might do. The biggest problem is conspiring with one or more bidders (at the wrong time) to be partners in the bidding process. If you go with partners as a group to an auction, and no one else is bidding, working together may be alright. But if a group of you at the auction agree that one should make the only bid, you’ll have big problems. If what you’re' considering doing in such situations seems wrong, it probably is also illegal.

Each state has its own list of dos and don’ts, which is readily available to potential bidders.

Will I Need Help in Selling the Property?

You should always try to sell the property yourself. Start as soon as the property looks good, but limit yourself to three weeks maximum. If nothing else, this attempt to sell the property yourself will give you valuable knowledge of the market in your area.

If you don’t have a sale at the end of three weeks, turn the property over to the best real estate broker in the area. The best is probably the one who’s already contacted you three or four times trying to get the listing. Usually, however, it’s best to interview two or three before giving the listing to anyone.

Is It Worthwhile to Attend Seminars on This Subjects

Absolutely – providing the speaker has had at least five years of actual experience in all stages of the distress property cycle. Too many speakers simply read about someone else’s experiences and put together a seminar to teach others.

Probably the best way to learn is to set your own schedule for reading, listening to tapes, and doing. You know your own best speed. Sometimes seminars give you a quick burst of knowledge and enthusiasm that leave you almost as quickly as they come. But with a video series and notes in front of you and no one racing ahead (or talking about matters that don’t interest you), you can get a lot more done.

The best way to learn is to follow the procedures in this video series as closely as possible. Select a farm area, develop a rhythm, have a time-line, use checklists – and get your own experience.

What Is the Number-One Secret of Success in This Business?

It’s the same here as in any other business. The secret is simply to be ready to act when your opportunities come. The more ready you are, the better your chances. You simply must know what’s really going on: What’s happening in your area? Who’s most likely to have trouble? What caused all their problems?

This video series is all about preparing you to act. If you’re prepared to act, you have the best chance at success when the right deals come along.

What’s the Biggest Mistake Beginners Make?

It’s assuming your information is correct. Everything must be checked and verified. Distress property is loaded with problem points. You must remember that Trouble (with a capital T) happened. Make sure you don’t take any of it with you when you buy the property.

The good news is that there are only so many Trouble areas, and you can check into them all. Just don’t assume anything.

How Do I Get Started?

Simply turn the page.

