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ALL RIGHTS RESERVED. No part of this book may be reproduced or transmitted for resale or use by any party other than the 
individual purchaser who is the sole authorized user of this information. Purchaser is authorized to use any of the information in this 
publication for his or her own use only. All other reproduction or transmission, in any form or by any means, electronic or 
mechanical, including photocopying, recording or by any informational storage or retrieval System, is prohibited without express 
written permission from Jim Fleck or International Profit Systems, Inc. 
 
LEGAL NOTICES: While attempts have been made to provide effective, verifiable information in this Book, neither Jim Fleck nor 
International Profit Systems, Inc. nor their respective parents, subsidiaries and affiliated companies assume any responsibility for 
errors, inaccuracies, or omissions. If advice concerning tax, legal, compliance, or related matters is needed, the services of a 
qualified professional should be sought. This Book is not a source of legal, regulatory compliance, or accounting information, and it 
should not be regarded as such. The use of any information contained herein, such as opinions, instructions, suggestions, advice, 
letters and other similar content is at the user's own risk. You are strongly encouraged to consult with legal and financial 
professionals prior to making any decision that could have legal or financial consequences to you. 
 
This publication is sold with the understanding that neither Jim Fleck nor International Profit Systems, Inc are engaged in rendering 
legal, accounting or other professional services. If legal advice or other expert assistance is required, the services of a competent 
professional person should be sought. Due to the nature of direct response marketing and varying rules regulating business 
activities in many fields, some practices proposed in this Book may be deemed unlawful in certain circumstances and locations. 
Since federal and local laws differ widely, as do codes of conduct for members of professional organizations and agencies, the 
reader of this Book must accept full responsibility for determining the legality and/or ethical character of any and all business 
transactions and/or practices adopted and enacted in his or her particular field and geographic location, whether or not those 
transactions and/or practices are suggested, either directly or indirectly, in this Book. As with any business advice, the reader is 
strongly encouraged to seek professional counsel before taking action. NOTE: No guarantees of income or profits are intended by 
this Book. Many variables affect each individual's results. Your results will vary from the examples given. Jim Fleck and International 
Profit Systems, Inc cannot and will not promise your personal success and have no control over what you may do or not do with this 
program, and therefore cannot accept the responsibility for your results. You are the only one who can initiate the action necessary 
in order to reap your own rewards! Any and all references to persons or businesses, whether living or dead, existing or defunct, are 
purely coincidental. Any slights of people or organizations are unintentional. 
 
TRADE SECRETS NOTICE:  You agree by reading these methods, not to disclose any of the trade secrets to any person other than 
your spouse or attorney. When instructing real estate professionals on closing procedures, you should seek to minimize the 
information they need in order to complete their job in assisting your sales, financing and closings. You should leave out key points 
in the System when hiring others or instructing others in any sales or closing procedure.  This agreement also applies to public 
discussion boards.  Discussion of said secrets on any real estate discussion board or any other public forum is prohibited and we 
will seek damages from offending parties through the court System. Purchaser also agrees not to sell or trade any said secrets, 
methods, and techniques of the Cash Now System method, including the resale of Purchaser’s own training materials.  
 
 
Published by:  Jim Fleck, International Profit Systems, Inc 
PRINTED IN THE UNITED STATES OF AMERICA FOR WORLDWIDE DISTRIBUTION. 
 
© 2009 Foreclosure Wealth Management, LLC 
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About the Author 
 
Jim Fleck is a serial entrepreneur. 

 
Ask any family member or friend and they’d tell you even as a young 

child, Jim had an attitude for entrepreneurism. 
 
Working at 12 and his first business when he was 18. In high school he 

had a knack for creating faster ways to get jobs done so he could double his 
pay.  By the time he got to college, he had a painting company with over 10 
employees at one point.  
 

Dropping out of college he secured corporate work and began the daily 
grind.  While trying to succeed, he had a couple of bad loans, a few failed 
businesses and bankruptcy.  He couldn't go on vacations, let alone had any 
money to start a business.  Jim couldn't get loans, decent credit cards, nothing 
and was stuck in a nightmare, working day-in and day-out and his credit 
ruined for ten years. 
 

Then he woke up one day and realized he had to make a commitment to 
not let anything stop him.  He studied, made mistakes, lost money on deals, 
tweaked systems, tried new strategies until he had things systemized.  
 

He purchased his first foreclosure in 1991.  Since that time he has been 
on TV and radio and in print almost continuously. Has been published in 
dozens of magazines and newspapers and speaks at sold out seminars and also 
coaches students from all over the world. 
 

Jim has even bought and sold 4 properties and made $20,000 in 20 
minutes...from a golf course. 
 

He recently put together a new system and made $93,317 in 90 days and 
is now teaching his students that very same system. 
 

He is the author of Pre-Foreclosure Millions, How to Make $30,000 A 
Month Flipping Properties, How to Sell A House In 2 Days, The REO Success 
Formula, Foreclosures Made Simple, Getting Paid to Buy Houses, Real Estate 
Fortunes Made Simple, No Money Down on the Internet and Paychecks in Your 
Mailbox. 
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Adding New Strategies to Expand Your Business 
Opportunities… 
and Expand Your Profits, Too!  
 
     The purpose of this book is twofold.  The initial focus is on learning the 
most effective ways to invest in real estate using two more aspects of real 
estate: pre-foreclosures and short sales. 
 

Second, I want you to start thinking about your business in a structured 
way.  By adding pre-foreclosures and short sales to the strategies you already 
have learned, you will create additional profit streams for your business.   
 

I really like going after a multi-pronged collection of real estate deals, 
whether they are ugly houses including rehabs and wholesale deals or nice 
houses including buying “subject to” or lease options. 
 

This book in particular is written specifically in mind for the new investor 
wanting to investigate and begin investing in pre-foreclosures and short sales.  
I have to say, in today’s trying times, this area of real estate investing can 
change and sometimes actually does change on a daily basis.  So please, 
always check your local pre-foreclosure and real estate statutes to make sure 
you are following and doing things according to the law in your state and area. 
 

This book is laid out as a basic roadmap for your success in pre-
foreclosures and short sales.  All the tools and strategies that both beginning 
and experienced investors can use are shared.  Please remember by no means 
is this an exhaustive resource for short sales and pre-foreclosures.  By the time 
this book is printed, things may have changed slightly in your area.  So please, 
make it a regular practice to check in with your local professionals.  
Regardless, this is a very good template and in many ways, all you need to 
know about how to invest in pre-foreclosures and short sales. 
 

Investing in short sales does require a little more knowledge than many 
other areas of real estate.  In today’s economy however, short sales and pre-
foreclosures are an opportunity to not only help people, and profit handsomely 
in the process.  When you invest your time and energy in rehabbing, managing 
and flipping properties, it will be more than enough to keep you busy.  When 
you add short sales to your business repertoire, you can increase your profits 
by increasing the number of deals you do and that you have in your pipeline.  
You probably understand by now that real estate has created more millionaires 
than any other profession.  That is why you are reading this book right now. 
 

The issue with real estate is there is a learning curve for beginners.  Of 
course, despite starting out with good intentions, many people quit and give up 
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right when they are on the verge of succeeding.  That is why those who stay 
with real estate profit handsomely.  Always continuing your education is 
important, especially lifelong learning however, it is no guarantee of success.   
 

 
 
Along with your own hard work and consistent effort, following a proven 

System and working with a mentor or coach will not only speed up your 
journey to success; it will intensify your level of success as well. 
 

To Improve Your Odds of Success, 
 

There Are Two Things You Can Do: 
 

First, follow a system that has been proven to work 
this will help you avoid mistakes 

 
Second, get a mentor or coach 
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One of the Best Times in History to Use These Strategies 
 

As you probably know, today is one of the best times to invest in 
foreclosures.  As you look in the newspaper or see realtor signs in yards short 
sales are advertised everywhere.  There probably have not been this many short 
sales on the market since the Great Depression.  People need help.  Property 
values have been declining at a faster pace than at any other time in most of 
our lifetimes.  Many of these homeowners have no equity left in their homes or 
even worse, negative equity.   
 

There is, as odd as it may sound a benefit to having a meltdown in the 
mortgage market.  If you, as an investor, are willing to put in the time and 
effort to learn how to do pre-foreclosures and short sales, you can earn a 
significant amount of profit.  Most investors will not even take the time to try, 
and with what you are learning here you will have a huge advantage.  That is 
why I have included this book in my Cash Now System. 
 

It seems obvious that millionaires can be made when a market and economy 
are skyrocketing, but what most people do not realize is that many millionaires 
are made even when the market and the economy are in a down cycle.  Real 
estate millionaires are very often made when the market is at the bottom and 
starting to come back up.  We are clearly near the bottom, so you have made a 
wise choice to purchase the Cash Now System because:  Now is the time to be 
investing in real estate. 
 

Learning pre-foreclosures and short sales can seem a little scary at first, 
however in my System, as I have said before; I am giving you all the tools you 
will need to make “Cash Now.”  Some of the things you will have to learn will be 
very new and there are only a few things that you really have to pay attention 
to.  If you do them right, your short sale business can develop into a big 
business if you want.  If you would rather keep your business small, you can 
do that too. 
 

Some people say short sales take too long and there is not enough profit in 
them.  Usually the people who say that have not tried to do short sales and 
actually they do not know how to do them.  If you follow the steps I give you 
and keep moving forward, you can succeed.  

Real Estate Investing Is Not For Average People, 
 

It Is For Above Average People, 
 

That Is Why The Profits Are Above Average! 
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How We Got Here… 
 

Let’s get started with some background so you can see where this 
opportunity originated.  
 
 
 
 
 
 
 

Although many people think “short sales” are a relatively new phenomenon, 
however it is a method that has actually been around for quite a while.  In the 
early 2000’s, many real estate markets were red hot.  Property values were 
going up so fast that you could buy a house then sell it a couple of months 
later and make a small fortune. 
 

But remember, real estate markets have cycles, and now we are in an 
opposite cycle where real estate values have been going down.  There are many 
contributing factors to the current mortgage meltdown which I will cover 
briefly. 
 

Major causes of the current housing crisis initially started with the easy 
lending policies that many banks and other lenders implemented from 2004-
2007.  Add to that the misguided belief that everyone in America should live 
the “American Dream” right now whether they can afford it or not.  Then add to 
that, the conventional wisdom which has always supported the belief, that 
owning real estate was pretty much a bulletproof investment.   
 

As the nation recovered from the “tech bubble/stock market crash” of 2000-
2002, people looked for other ways to invest.  Real estate investment 
skyrocketed in many of the Sunbelt states and around the ocean front areas of 
the country.  Lending standards were lowered and the people who should not 
have qualified for financing were able to get approvals for sub-prime mortgages.  
These were people who very often were the same people who had proven they 
did not have the ability or the discipline to pay their bills.  Anyway, they were 
approved for loans at higher interest rates because they were at a higher risk of 
default. 
 

As a result of these high-risk sub-prime mortgages, investment banks on 
Wall Street took these new mortgages, like adjustable rate mortgages, interest-
only, and others, and put them together into packages called “mortgage pools.”  
These mortgage pools would then be placed into investment portfolios that 
banks and pension funds would buy (this explanation is a bit of an 
oversimplification).   

Short Sale 
 

When the Lender agrees to accept less  
than what they are owed on the property. 
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Historically, mortgages have been considered a very stable and predictable 

investment and were very popular with banks and pension funds.  They 
provided a steady, predictable income that would pay interest back to the 
investors of these portfolios.   
 

Meanwhile, the residential housing market began to decline.  Homeowners 
did not have any equity in their properties because the values were 
plummeting.  They could not refinance their properties or get out of their 
adjustable rate mortgages.  
 

Homeowners could not sell their properties and they fell behind in their 
payments.  Lenders were forced to start foreclosing on what seemed to be half 
of the country.   
 

Now, as the economy is changing and with a new administration in office, 
they want to get the housing market back on track.  Banks want to get 
properties sold and off their books.  Lenders are looking for options to correct 
the situation.  Remember banks and lenders are not in the business of real 
estate they are in the business of lending money. 
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Why Homeowners Default 
 

There are a lot of reasons why homeowners actually get behind in their 
payments.  You have probably either experienced it yourself or know someone 
who has.  Certainly the adjustable rate mortgages of the recent past were one 
reason homeowners have defaulted.  Higher interest rates kicked in and 
payments went up by $500 or more a month and with most people living 
paycheck to paycheck they could not afford an extra $500 a month. 
 

There are numerous other reasons why homeowners default: 
 

Death Family goes from a two income family to one income; or a 

single income to none 

Divorce Couple goes from a two-income family to a single income 

or none 

Illness  Large medical expenses 

Job Loss Downsizing 

Job Transfer Have to sell the property quickly but the homeowner 

owes too much on the home to actually be able to sell it 

 

When you start investigating short sales as a real estate investor you have 
to remain neutral.  You have to realize it does not matter what reason caused 
the default. 
 
 
 
 
 
 
 
 

When you talk to the homeowners, you have to be very up front with them 
that you are an investor.  The only thing that makes this worthwhile for you is 
if you can buy their property at a discounted price and are able to either rent it 
out profitably or sell it for a profit.  This does not need to upset or create a 
problem with the homeowner. 
 
Most of them will simply say, “Oh I understand, you have a business to run.”  
They may not like the bank so there is no reason to talk about the bank 
favorably whatsoever.  When you are talking to the homeowner all you want to 

You have to consider yourself a 
Problem Solver, 

 
That is what You are going to be doingé 

Solving Problems! 
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be discussing is how you can help them and how the deal will work for 
you; in other words, you need to create a Win-Win Situation.  When and how 
you talk to the bank; is an entirely different conversation.  Bear in mind the 
similarity is that the bank wants to be sure that it comes away with its money, 
too. 
 
When you come across short sale properties, there are typically two different 
short sale scenarios.  You might find a property where the resident in the home 
is the actual owner of the property or where it is actually owned by an investor 
and occupied by a tenant.  Dealing with investors is often easier because there 
usually is no emotional attachment to the property. 
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What Is a Short Sale? 
 
 
 
 
 
 
 
 
 

For example, if a property is worth $100,000 and a homeowner owes 
$80,000; if the lender will accept $50,000 for that property that is a short sale.  
Short Sales usually take place at the Pre-Foreclosure stage which is the 
beginning part of the foreclosure process.  At this point in time the seller is 
trying to find a solution and the buyer is trying to purchase a property and the 
price the buyer is offering is not enough to pay off all the mortgages with the 
lender(s). 
 

Lenders have “Loss Mitigation” departments that are responsible for 
negotiating deals on the properties that are in the pre-foreclosure stage.  Their 
goal is to negotiate a sale along with the homeowner and the buyer before the 
lenders have to actually foreclose and take the property back.  Lenders do not 
want to take properties back.  
 

With lenders being in the business of lending money, they would like 
nothing more than the homeowner to be able to start making their mortgage 
payments again.  As long as lenders are receiving payments, they are also 
receiving interest on their loans and are basically making a tidy little fortune.  
That is why many investors choose to invest in mortgages because they know 
they will be receiving interest payments on that money. 
 
Mortgage Servicing Companies 

 
Many times when homeowners are making mortgage payments to 

companies like Countrywide, Chase or Wells Fargo, they are simply servicing or 
accepting payments and processing them on behalf of another investor who 
actually owns the mortgage.  You have probably experienced this with your 
own house when you got a letter right after closing that announced your 
mortgage had been sold.  These days, the biggest investor of all is, of course, 
our government.  Fannie Mae and Freddie Mac own lots and lots of mortgages.  
A servicer merely collects the payments and takes the customer service calls. 
 

Once a homeowner stops paying their mortgage, the only choice the lender 
has in the end is to foreclose.  How else will they get their money back from 
their original loan?  Eventually the property will be sold at auction, often on the 

Short Sale 
 

When the Lender agrees to accept less  
than what they are owed on the property. 
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courthouse steps.  If the property is sold to an investor, then the bank actually 
gets their money back.  If it is not sold at the auction, then the lender takes 
possession and they sell it as a bank-owned property, which is called an REO 
(Real Estate Owned).  If the property is sold to a buyer at the auction, the 
lender will get paid first.  If there is anything left over, then the homeowner will 
get some money, and that is pretty rare. 
 
Why Lenders Agree to Short Sales 
 

In most cases, lender losses begin at around $30,000 and can go much 
higher on each and every foreclosure.  Even when the lender takes the property 
back and sells it as a bank-owned property, the lender will usually only get 
about 60% of the original loan amount paid back to them.   
 

That is the simple reason why they are willing to do a short sale early in the 
process.  The lender wants to avoid the whole process of foreclosing on a 
property; taking it back as bank-owned property and then having to fix it up or 
at least maintain it in a preserved state until they ultimately sell it. 
 

An example of an REO is when a property was purchased at $200,000 with 
a down payment of $20,000 (10% down), and there is a loan of $180,000 
outstanding on the property.  If this property is foreclosed on and the bank has 
to sell it as an REO, they will more than likely only get back around $150,000 
and it may also take them 12 to 14 months to get even that back.   
 

That is why in this current market you can go into a bank and say, “Look, I 
will give you $130,000 right now for this $200,000 property.”  That is how you 
can get a $200,000 property for $130,000. 
 

Since lenders lose money during the foreclosure process, they are always 
open to the possibility of losing less money or losing the same amount of 
money but in less time.  They know they are going to lose money, so they will 
look for alternatives to lose the least amount of money as possible. 
 
An Example of the Pre-Foreclosure Process 

 
A homeowner owns a property valued at $250,000.  The lender carries a 

mortgage against the property.  For the purpose of this example the 
homeowner actually owes $240,000 total on the property (that is a first and 
second mortgage combined).  The homeowner then loses their job or gets 
divorced or transferred and the homeowner uses up their savings to pay their 
mortgage.  Eventually they miss a mortgage payment.  The lender notifies 
them, there is a late fee assessed, and they miss another month. 
 

The homeowner then starts trying to find a buyer, and they cannot find a 
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buyer to buy their house that is worth $250,000 because they owe $240,000.  
If they chose to use a real estate agent it could cost almost $14,000 in 
commissions and there would not even be enough cash from the sale to pay the 
agent.  
 

Then they miss their third payment.  The foreclosure lawsuit is filed, notices 
are issued to the public records, and a letter is also sent to the homeowner 
letting him know the lender is going to foreclose and take the property back, if 
all missed payments are not made up with all late fees by a specified date. 
 

This is when the pre-foreclosure stage begins.  At this point is now 
when you can do a short sale with the lender.   
 

The homeowner continues to miss their mortgage payments and an auction 
date is eventually set.  A real estate agent is sent by the lender to drive by the 
home and do what is called a “drive-by appraisal.”  Eventually the property is 
auctioned off to the highest bidder.  

 
Once the auction has ended and the purchase is completed, the opportunity 

for short sales is over.  
 

There can be an exception to that rule because some states have what is 
called a “redemption period.”  During this redemption period, it is still possible 
to negotiate a short sale. 
 

The “redemption period” begins when the lender gets the property back if 
nobody bids high enough to satisfy the lender.  During this period, the 
homeowner has a second chance to make up their missed payments and get 
their property back.  
 

The other thing that can happen during this period is that a short 
sale can be negotiated.   
 

It is important to note that not every state has a redemption period. In 
states where redemption periods exist, the process and timelines may vary 
from state to state, so you will need to check for the redemption period 
guidelines that apply to the state(s) you are interested in.   
 

When the redemption period ends and a homeowner or investor has not 
completed the purchase, then a deed for the property is issued to the bank, 
and the property becomes an REO.  The bank then calls their real estate agent 
that they work with and has the properties listed, and the property would be 
up for sale just like any other property. 
 

The beauty of the short sale is that it allows investors to make deals that 
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would normally seem unworkable under the traditional model.  These very 
same deals become attractive when viewed under the light of the short sale 
model.   

 
The difference between the traditional model and the short sale model is 

that with the short sale model, it almost functions like a wholesale deal in 
which you are buying it and selling it very rapidly.  In short sale investing we 
very often use what we call a back-to-back closing.  That means you “buy the 
property and you sell it” on the same day, usually in the same building. 
 

You will often see a short sale on a property that is done with someone who 
actually lives there.  It is not always a boarded up house that needs a large 
number of repairs. 
 

Given that you are not hanging on to the property and you are not 
rehabbing or fixing it up, the need to buy it at a huge discount (like 65% off) is 
not needed.  This gives you more opportunities of buying more properties at 
higher prices and then turning around and selling them at a higher price.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Remember this house is worth $200,000 and for the sake of argument I 
actually paid $140,000 instead of $120,000 and I turned around and sold it 
quickly for $170,000.  That is a great bargain for someone looking for a 
$200,000 house and gets it for a $30,000 discount!   
 
 
 

Traditional (Normal) Model as Investors 
Maximum Allowable Offer  

Example 
 
Property Value $200,000 
 
Discount Rate       65% 
 

$200,000 X 65% = $130,000 
 
Repairs (Approximate) $ 10,000 
 

$130,000 - $ 10,000 = $120,000 
 
Traditional Maximum Allowable Offer  $120,000 
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If I bought the house for $140,000, I would have just made $30,000 minus 
some closing costs.  Keep in mind, I bought higher than our normal percentage 
allows as an investor.  If I was going to buy, fix and hold, then I may need to 
buy at a lower percentage like 65% off minus the repairs to give myself a good 
cushion.  However in this case, I bought and sold the house in the same day 
and made $30,000.  That is how short sales are done. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Step-by-Step Guidelines for Short Sales: 
 

V Get a list of new pre-foreclosure leads 
V Market to the new pre-foreclosure leads list using 
various methods 

V Talk with the Seller on the phone or in person and 
pre-screen them 

V Meet with the Seller and see the property 
V Get the short sale documents package you will need 
V Begin negotiations with the bank by putting 
together a short sale package 

V Start marketing a property 
V Do a double closing 
V Collect your check 
V If you cannot find a buyer, you may be able to still 
get money by getting the deed for the bank and help 
them avoid the foreclosure process, this is called a 
deed in lieu of foreclosure and will be talked about 
shortly 
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Ways to Avoid the Foreclosure Process 
 

As I mentioned earlier, we try to help homeowners by trying to keep their 
property from going into foreclosure.  If we can do that we feel we have done a 
good deed… and by doing these good deeds we feel we are very deserving of real 
estate deals and big profits that come our way. 
 

Understand that a homeowner who is having financial problems is not 
automatically going to have their property to go into foreclosure.  There are a 
number of ways they can actually avoid the default that is occurring with their 
mortgage. 
 
Refinance the Loan 

 
By refinancing their loan, this technique will pay off the existing mortgage.  

That will get the foreclosure taken care of and a new loan is put in place.  This 
very often needs to be done before the bank issues a notice of default. 
 
Bankruptcy 

 
A homeowner’s loan can be changed as part of a bankruptcy reorganization 

plan ordered by the court.  We never recommend a homeowner going into 
bankruptcy because that is one of the worst things you can have on your 
record. 
 

Now of course, these options pre-suppose that the homeowner can make a 
reasonable payment that the bank would be happy with.  Very often the 
homeowner is in a situation where they cannot make the payments or if the 
homeowner does one of these options it will only put off the foreclosure for a 
short time.  This is the person you want to help by trying to do a short sale. 
 

As an investor, you should stay in touch with anybody who is being able to 
take care of their pre-foreclosure problems temporarily because most likely 
within a couple of months they are very often right back in the same situation. 

 
Once a homeowner sees that they are not going to be able to keep their 

house they can do a couple of things.  They can work with you on a short sale 
and they can certainly do a deed-in-lieu of foreclosure, a DIL. 
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If there are other mortgages on the property a DIL will not work; it will only 

work if there is just one loan on the property. The reason is, if the bank agrees 
to take the deed to the property back, there has to be no other liens or 
mortgages. They don’t want to have to deal with the 2nd or 3rd mortgage 
holders. 

 
Very often when we try to negotiate a short sale and can’t get the discount 

or deal that we want, but see there is only one mortgage on the property, we 
can ask the bank if they will just pay us if we can get the deed for them. If they 
agree, we get it signed over to them, a Deed in Lieu (DIL).  
 

Deed-in-Lieu (DIL): 
 

The owner (or you) gives the deed back to the lender so 
the lender does not have to sue 

and have lengthy and pricey legal proceedings  
to get the deed back. 
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Why Should a Homeowner Avoid Foreclosure? 
 

If a homeowner has a foreclosure on their record it may make them 
ineligible for another Fannie Mae insured loan for the next five years, and if 
you are an investor that can be seven years.  You really do want to avoid a 
foreclosure on your record. 
 

Your credit score can go down hundreds of points, which could cost you in 
terms of having to pay higher interest rates on any new loans and credit cards, 
if you can even get them.  A foreclosure can stay on your credit report for 10 
years. 
 

When you apply for a mortgage in the future, there is a question that asks if 
you have been foreclosed on and you will have to check “yes” on the 
application.   
 

Your employment status can even be affected, as you know many employers 
do credit checks during the hiring process, especially if you are going to be 
handling sensitive information or working in the financial market. 
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The Foreclosure Process 
 

Every state has its own set of laws pertaining to real estate or what is called 
real property.  There is also a foreclosure process in every state, although there 
are some similarities, for the most part, laws differ from state to state.  
 
Judicial State 

 
In many states, the process is called a judicial state or judicial foreclosure, 

which requires a lawsuit to begin the foreclosure process.  When the 
foreclosure is filed, the promissory note that the homeowner signed along with 
the mortgage is included with the lawsuit that is filed as a matter of public 
record at the courthouse. 
 

The lawsuit then begins when the lender’s lawyer files the papers at the 
courthouse.  The homeowner/borrower still needs to be served their copy of the 
papers.  Once the papers have been served, the foreclosure process actually 
begins.  Depending on the state the process takes different lengths of time; 
anywhere from several weeks to several months.  The bottom line is the 
homeowner is now a defendant in a court battle.   
 

The homeowner needs to answer the lawsuit.  If the homeowner answers the 
lawsuit, very often they can get additional time to pay the back payments.  In 
most cases, the homeowner does not respond, and a default judgment is 
issued, and the process continues.  The house is then scheduled for auction.  
The bank actually prefers that the homeowner does not respond because they 
want the house back as fast as they can get it so they can sell it and be done 
with it.  
 

To avoid a trial a bank has a summary judgment granted.  When this occurs, 
the homeowners are told by the bank that there are no issues to debate and if 
they signed the promissory note there is nothing much to fight about.   
 
The Auction Process 
 

Before the property can be auctioned, a minimum bid or price must be set.  
The minimum bid is generally calculated based on the appraised value of the 
property, which is generally 2/3 of the appraised value. 
 

At the auction, what often happens is that the holder of the first mortgage 
bids up the price so that any investors who are trying to buy the property will 
have to pay at least enough to cover the first mortgage.  
 

If the property is sold, the investor has to put down a certain percentage 
immediately, and pay the balance soon thereafter.  The first mortgage holder 
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gets their money first; if there is still any money left it goes to the second 
mortgage holder; and so on down the line.  
 

If the auction is unsuccessful or if no one bids on the property, the first 
mortgage holder takes the property back and it becomes an bank-owned 
property known as an REO (Real Estate Owned). 
 
Delay Tactics 
 

Once the lawsuit is filed and the foreclosure clock starts ticking, you have to 
move quickly.  However there are ways to slow the foreclosure process down.  If 
you find a deal you want to target, you often can get extra time to work on it by 
simply having the homeowner answer the lawsuit with a written answer.  This 
action will force the bank’s lawyers to prepare a response and work on getting a 
summary judgment.  The Court will typically dismiss the homeowner’s written 
answer however it will take time for the process to play itself out.  This tactic 
can help get you extra time of up to six months. 
 

Another tactic you can use to buy you some time and delay the process is to 
tell the Court the appraisal is not good.  Very often, the appraisals are done on 
the outside only and they are called exterior BPOs (Broker Price Opinions).  By 
informing the Court that the appraiser really needs to see the inside of the 
house to get an accurate picture of the true value of the property, again will 
buy you some additional time.
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Homeowner Options 
 

It is important to clearly understand the homeowner’s options when you are 
working within the foreclosure process.  You do not want to steer people the 
wrong way, or even worse, take advantage of people who are going through a 
really difficult time.  
 

When a homeowner typically misses three payments and is 90 days behind, 
the lender starts the foreclosure process.  Keep in mind this timeline can vary 
from state to state.  In some states, the foreclosure process simply takes 21 to 
45 days after the lawsuit has been initiated by the lender.  In other states, it 
may take six to nine months.  In still other states, lenders will wait three to six 
months before they even start the process.  Understanding the particular 
timeline that applies in your state may provide advantages to the homeowner 
as well as provide you with more time to develop the best deal possible. 
 
Option 1: Homeowner Sells  
 

Perhaps the most obvious option is that the homeowner can always sell the 
property.  If it is marketed and sold properly, and if there is any equity after the 
mortgage is paid off on the property, the homeowner will actually get some 
money.   
 

Very often because the property has no equity, and even if the property sells 
at full price there is usually not enough money to pay a real estate agent 
making it very unattractive for a real estate agent to take the listing in the first 
place. 
 
Option 2: Short Sale 
 

Of course, the short sale is an option that we have been covering.  The Seller 
can work with a Buyer who can negotiate a short sale, by discounting the 
mortgages and liens, to come up with a price the lender will accept.  A short 
sale takes place whenever a property sells for less than what is owed on it.  In 
other words, the lender accepts a discount.  If there are second or third 
mortgages or mechanic’s liens will have to be negotiated as well.  Very often 
and in many cases the buyer will be able to negotiate these second or third 
mortgages and mechanic’s liens down to just a $1000 as each of their payoff 
amount. 
 
Option 3: Repayment Plans 
 

It is also possible to develop a repayment plan in conjunction with the 
lender.  “Forbearance plans” and “loan modifications” are typical types of 
repayment plans.   
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A forbearance plan consists of repaying all the back payments that are owed 

based on the homeowner’s ability to pay.  They typically include the current 
payment plus some part of the back payments.  In other words, the 
homeowner’s monthly payment actually increases.  
 

I have read that over 85% of forbearance plans actually fail for what is 
probably the most obvious reason.  The homeowner did not have the money to 
pay the original mortgage payment and now they are being asked to pay even 
more. 
 

Loan modification is very popular throughout the country right now as the 
new administration is in place.  A loan modification is an actual change to the 
loan which might include a new interest rate and/or a reduced loan amount 
due to plummeting property values.  A loan modification can structure a loan 
in such a way so the homeowner might actually be able to make the payments 
and stay in the home. 
 
Option 4: Deed-in-Lieu 
 
In this scenario, the homeowner just gives the deed for the property back to the 
lender which ends the lawsuit.  Remember a deed-in-lieu will only work if the 
property has just one mortgage on it.  It will not work with more than one 
mortgage on the property. 
 

The advantage to the lender is that it saves them some money and 
sometimes, a lender will actually pay for the deed.  The disadvantage to the 
homeowner is that this is still considered a foreclosure and will show up on 
their credit report as such.  
 

Also, the lender often reserves the right to pursue what is called a 
“deficiency judgment,” which means they can go after the homeowner/seller for 
a percentage of the unpaid loan balance.  Usually, the homeowner/seller does 
not have this money as they were not able to make their payments, which 
makes it pointless for the lender to pursue a deficiency judgment.  If the lender 
agrees not to come after the seller for the amount that is still owed, that will 
benefit the homeowner/seller.  As of the writing of this book deficiency 
judgments have been suspended. 
 
Option 5: Foreclosure Auction 
 

A foreclosure auction is another example of an option that shows up on 
your credit report, so it is not a good choice.  Eventually, when the property 
goes to a foreclosure auction and no one bids on it, the bank will end up with 
the property as an REO.  The bank will hire a real estate agent to sell the 
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property and usually, it is an investor like us who buys the property from the 
bank and then turns around and resells it.  So suggest to the homeowner that 
you just buy the property from them at a discount and allowing you to help 
them stop the foreclosure process and keeping a foreclosure off their credit 
report. 
 
Option 6: REO 
 

Real Estate Owned properties are a very popular strategy but not within the 
scope of the Cash Now System.  
 

With REOs we often can negotiate directly with the bank.  It is possible to 
get big discounts now because banks are really concerned about all of the costs 
they incur by holding a property.   
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Federal Laws Providing Options for Homeowners 
 

As a serious real estate investor, you we highly recommend you start 
keeping up with the new laws pertaining to mortgages and foreclosures.  Not 
too long ago, Congress passed the “Mortgage Forgiveness Debt Relief Act of 
2007.”  This is a very important Act because it offers relief to 
homeowner/sellers who short sale their homes at a discount and then not 
taxed on the debt forgiven or a deficiency judgment. 
 

In the past, if a homeowner owed the bank $200,000 and as an investor you 
bought the property on a short sale for $150,000, the $50,000 loss to the bank 
which then the homeowner did not have to pay.  That $50,000 was considered 
by the government as income to the homeowner.  The homeowner was sent a 
1099 and was expected to pay tax on that “income.”  “The Mortgage 
Forgiveness Act” states that the tax on that $50,000 debt for example would be 
eliminated if the debt was used for the purpose of purchasing, constructing or 
refinancing a loan that was used on the owner-occupied property. 
 

This act does not apply to home equity loans where people ended up buying 
TVs and using it for vacations.  The act also does not apply to loans that were 
taken by investors on properties because they were not owner-occupied 
properties.   
 

Originally, this act applied to debts discharged in the calendar years of 2007 
through 2009.  With the “Emergency Economic Stabilization Act of 2008” 
(EESA), this tax relief has been extended for another three years, covering 
debts discharged through the calendar year 2012. 
 

Another act named the Housing and Economic Recovery Act of 2008, 
created some additional opportunities for homeowners.  One opportunity is the 
“HOPE for Homeowners Act of 2008,” allowing owner-occupants who cannot 
afford their mortgage payments the ability to refinance their mortgage, as long 
as the bank or the owner of the mortgage agrees to the lower mortgage and this 
program will continue through September 30, 2011.  There are specific 
requirements that are in place with this act which you can usually check with 
a local loan broker.   
 

The reason I bring these up is when I invest in short sales I always look for 
options that the seller can have other than a “traditional” short sale.  I actually 
want a short sale be their last option.  If they can recover from their foreclosure 
without losing their home, that is what I’d like to happen.  There are enough 
other properties in the marketplace to have a profitable real estate investing 
business. 
 

I do not need to get every deal.  I feel that if I can turn someone on to one of 
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these programs and they can refinance their loan, stay in their property and 
keep their family intact, then I have done a good deed.  “What goes around, 
comes around” is definitely something I believe in along with “Do unto 
others...” 
 

Foreclosure is something a homeowner wants to avoid if at all possible.  But 
in the end, many foreclosures cannot be stopped.  What we try to do is get 
involved and try to stop the owner from actually being foreclosed upon.  And 
that is why we are investing in those properties during the pre-foreclosure 
stage. 
 

This book is directed toward the pre-foreclosure stage so that we can try to 
take advantage of this opportunity to buy a property at a great discount below 
the appraised value before all their legal fees and auction fees and all of the 
bank fees get in the way and become a part of the process. 
 

If we can get to the homeowner/borrower early in the process then we have 
got a lot more time to work on the deal.  Once we go to the public auction the 
chances of buying the property at a big discount diminish… not to mention 
getting into a bidding war with someone else. 
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Stages of Foreclosure 
 
 
 
 
 
 
 
 
 
 
 
Stage 1 - Pre-Default 
 

This is the period of time when the homeowner has missed some payments 
and the lender has not yet filed a lawsuit to begin the foreclosure process.  This 
is an important stage because the information is still not public so other 
investors are not coming after the homeowner yet.  Consequently, this stage 
has very little competition.  
 
Stage 2 - Pre-Foreclosure 
 

This is probably the most profitable of all the stages of foreclosure as well as 
a very rewarding and fulfilling process for you and the homeowner personally.  
The lender has started the foreclosure process and it is often the best time to 
help the homeowner in your role as a solution provider.  You can help people 
get out of some incredibly tough positions and very often help save their 
financial lives.  
 
Stage 3 - Sheriff’s Auction 
 

Many investors go to auctions and just to buy properties there.  There are 
lots of opportunities however it is a much more complicated part of the 
process.  If you do not know what you are doing, there can be substantially a 
much greater risk financially.  It is much harder to minimize your risk in an 
auction because you can get into bidding wars where other investors will bid 
up the price needlessly. 
 
REOs 
 

This is a particularly hot market right now.  Banks want to get rid of the 
properties they have accumulated.  When they have too many properties on the 
books, their stock goes down.  They just want to sell these properties as 
quickly as possible these days and they will often take much, much less than 
what is owed on the property.

Stages of Foreclosure: 

1.  Pre-Default 

2.  Pre-Foreclosure 

3.  Sheriffõs Auction 

4.  REOs (Real Estate Owned) 
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How to Make Money During a Foreclosure 
 

To begin profiting from short sales follow this briefly outlined step by step 
process. 
 

Begin by looking for houses that do not have any equity or not enough 
equity and the bank is getting ready to foreclosure on them.  These are the 
ones that are good for us to start negotiating on especially if they have multiple 
liens on them. 
 

Simply contact the owner, to determine what the status of the property is 
and what the owner’s situation and motivations are. 
 

Explain to the owner that you want to purchase the home, by doing what is 
called a short sale, and then you want to resell the home for a profit.  If that 
meets with the homeowner’s approval then continue by getting what is called 
an “Authorization to Release Information” form signed. 
 

Come to an agreement about the price and get an “Option Agreement to 
Purchase” signed by the seller and us, and we also record something called a 
“Notice of Option Contract.”  
 

If the property is not listed with a real estate agent get it listed right away, 
and be sure to have your attorney handle the review of the “Affidavit of 
Understanding” with the seller to assure the sellers they are not being forced 
into this deal and they are not being taken advantage and they understand 
everything that is going on. 
 

Assist the homeowner to secure all the documents that are needed to 
prepare a “short sale package” to be submitted to the bank. 
 

Next, contact the bank and submit the “Authorization to Release 
Information” and the short sale package. 
 

Begin getting your dream team together which could include a real estate 
agent, a contractor, a title company, a negotiation company, and your private 
lenders. 
 

Negotiate the short sale with the bank. 
 

Once a figure is established using methods you’ll learn later in this book, 
then you’ll change the Option Contract and insert the purchase figure and 
submit it to the bank. 
 

We start looking for our buyers to get a contract signed with a potential 
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buyer. 
 

Submit your final package to the bank. 
 

Receive your response in writing from the bank. 
 

Begin the closing process to buy the property from the bank and on the 
same day resell it to your buyer. 
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Finding Motivated Sellers 
 

I probably do not have to convince you there is a high inventory of houses 
out in the market today.  Pre-foreclosures are at an all time high.  But you do 
want to make sure you keep in mind this is a business and you need to 
generate leads for your business just like anybody else.  For those of you who 
take this to heart and consistently do the things that it takes to generate leads 
for your business will be the ones who succeed the fastest and not only that, 
your success will exceed your wildest expectations.   
 

So, how do you find pre-foreclosure properties? 
 

Begin by looking for ads in your local newspapers or green sheets in the 
“Real Estate for Sale” sections.  Look for ads on the bulletin boards at the 
grocery store.  Look for signs on utility poles on streets and intersections.  Look 
for signs that say, “Must Sell” or say “Short Sale.” 
 

Work with a real estate agent who will look in the Multiple Listing Service 
(MLS) for words and phrases like “Pre-Foreclosure” and “Short Sale.”  Ask them 
to send you an email with the property information when they find those types 
of properties. 
 

You can try to go to a bank if you have a contact there.  These days this is a 
much tougher strategy because everybody and their brother are contacting the 
banks.  If you have a large amount of money, you can actually go to the bank 
and buy multiple properties all at once. 
 

Advertise and run your own ads in the “Real Estate Wanted” or the “Real 
Estate for Sale” sections of the newspaper that might say, “I Buy Houses,” 
“Facing Foreclosure?  I Buy Houses,” or “Behind on Your Payments?  I Buy 
Houses” and be sure to include your phone number in the ads.  You will get a 
greater response if you put your name and even greater response if you put a 
woman’s name with the phone number. 
 

Referrals will happen the longer you are in business.  As talk with other 
professionals, mortgage brokers, attorneys, real estate agents, and real estate 
brokers and they get to know you they will begin to send people your way. 
 

You can search online at Google for Pre-NODs (Pre-Notice of Default) 
properties.  These are lists of homeowners who have simply missed a payment 
which is either 30, 60, or 90 days late and the notice of default has not been 
issued by the bank yet.  These lists are often sold by the credit bureaus and 
there are guidelines on how you can use these lists.  So use the lists with 
caution and only after checking with your local attorney for guidelines in your 
state. 
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The next way to get a list of pre-foreclosures is to simply go down to the 

county courthouse and ask for the foreclosure filings for that day.  You can 
visit daily or you can go down a couple times a week and ask for the previous 
few of days of filings.  Get the names and addresses of the homeowners and 
send them postcards and/or letters.  This list of names is usually in the Circuit 
Court area where civil cases are filed like divorces. 
 

The last way is my favorite way which is by simply buying the list from a 
local or national foreclosure listing service.  Currently, there are a lot of online 
services available, some of which are listed in your Cash Now System 
materials.   

 
These services provide a compiled list from all the counties across the 

country in a one stop online source for you.  Once you select a list of people 
who are potential foreclosures you start a direct mailing campaign by simply 
mailing postcards and/or letters to have them call you about buying their 
house.  If you mail as few as 100 or even as many as 1,000 mailings a month 
at 50 cents a piece (that includes paper, printing and postage) you are only 
talking about $600 a month or maybe $6,000 a year in marketing costs and 
with just one real estate deal a year, that deal can subsidize multiple years of 
marketing. 
 

Regardless of how you acquire the listings, the record will have the address 
of the property and/or the legal description of the property.  If it only has the 
legal description, you can look up the tax records for the address online or 
actually visit the Tax Assessor’s office for your area.  You need to make sure 
you have the correct address for the property for your mailings or if you choose 
to knock on the door and visit the owner in person. 

 

Generating Leads through Newspaper Ads and Signs 
 

You can run newspaper ads and put signs up for the same type of real 
estate.  Running ads and having signage are relatively inexpensive ways to 
generate leads.  People will see your ads or signs and will call you.  Be prepared 
with screening questions so you can quickly identify your best possible 
prospects.  You will get a spectrum of responses: some will be very good leads, 
some will be bad leads and everything in-between. 
 

You can place classified ads in daily newspapers, small shopper papers, and 
online on places like Craigslist for free.  If you are placing ads in places that 
do charge, always ask for a special advertising rate.  If you choose to advertise 
in newspapers, remember to ask them to post your ad on their website for free.   
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Another very inexpensive method or technique is to post signs in areas that 
get a lot of traffic.  You can buy the signs at your local hardware or home 
improvement store and hand-write your own signs.  Just make sure you write 
the words big enough so that people can read them when driving by.   
 

I often see signs and the marker is too light or the phone number has been 
written too small.  The typical sign that you see is “I Buy Houses” or “We Buy 
Houses.”  The second and/or third line might read “Any Area, Any Price, Any 
Condition” or “Call (XXX) XXX-XXXX.”  It can be that easy.  You also could 
have a sign that simply says, “I Buy Houses - Close Fast, All Cash” and then 
your name and telephone number or just your telephone number.  
 

Marketing for Pre-Foreclosures 
 

It is always easier to get somebody to raise their hand and say, “pick me” 
than to find people and convince them to raise their hand.  We always say that 
we like to market and get those people who want to do business with us to 
come to us.  This way, as one of my mentors says, “You can be a welcome 
guest, not an unwelcome pest.”   
 

We can get people to raise their hand and say, “Yes, I’d like to do business 
with you” by sending them letters during the pre-foreclosure process.  
Remember, during the pre-foreclosure process, the homeowner names are a 
matter of public record so you can make telephone calls, knock on doors, and 
mail postcards or letters.  Be sure to check the laws in your area to confirm 
that calling homeowners is legal.  
 

Generating Leads with Postcards and Letters 
 

Now that the house is in pre-foreclosure and the information has become a 
matter of public record the homeowners are going to be getting mail from 
creditors, other investors, and possibly lawyers.  By sending postcards as I 
mentioned before your message needs to break through all the clutter so they 
can see it.   
 

As a personal note, I have found through the years that sending postcards 
that say “Stop Your Foreclosure” do not perform as well as others.  I believe the 
homeowners are already in a stressed state of mind and a postcard blatantly 
pointing out the trouble they are in starts the relationship off on the wrong 
foot.  I like them to know that I can help them first, before they see statements 
pointing out what their situation is.  Plus a postcard that tells them that we 
can help stop their foreclosure will blend in with all the other ones they are 
receiving. 
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Be considerate.  Show empathy.  When we send postcards, we tend to send 

postcards talking about the fact that we buy houses from people who have lost 
their job, have a job transfer, getting divorced or are in foreclosure.  We list the 
foreclosure in the middle of a bunch of other things rather than shouting at the 
top of our postcard “ARE YOU IN FORECLOSURE?”   
 

A lot of investors who are working on pre-foreclosures are all mailing to the 
same list.  When you are doing a mailing of this nature, bear in mind these 
homeowners are getting 10, 20, maybe even 30 other postcards/letters from 
other investors, realtors, brokers, lenders, lawyers, etc.  The key is making 
yours stand out.   
 

One of the ways we make our postcards or letters look and feel personal is 
we include the person’s name.  The return address includes our name instead 
of just our company name.  It does take some extra time, to do it this way 
however by getting just one deal with a profit of $30,000, $40,000, or $50,000 
makes it all worth it.   
 

To help make the letters or postcards look more personal you can actually 
hand-write the names and addresses of the homeowners you are mailing to.  
Originally that was the main way to address envelopes, and with today’s 
technology, printers can actually print the envelopes and they will look like 
they are hand addressed. 
 

If you choose to send a letter the whole goal is to get our envelope opened.  
With postcards, you do not have this issue because the postcard is obviously 
already open.  One thing you can do with postcards is to make sure that you 
use colored postcards.  That will make them stand out from typical white ones.  
If there is a holiday coming up such as St. Patrick’s Day, maybe you can send a 
green one that month, a pink one for Valentines Day in February, and so on.  
Just as with the letter, use techniques that make your information a little more 
personal.   
 
You have got to get people to notice your postcard or letter. Once you have 
their attention, it is time to let them know you are a real person and you are 
there to help. 
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You Must Have a Marketing System 
 

In the real estate business, we follow systems.  That is what this whole Cash 
Now System course is about.  You want to set everything up so that it runs 
almost automatically.  One of the best things you can do for your business is to 
put your marketing into a “sequenced marketing.” system.  You will find that 
you need to have multiple steps in your marketing system.  In other words, you 
will have to mail multiple pieces to the same list of homeowners.  
 
When you are following a “sequenced marketing” system over 90% of the 
responses from your mailings will come from the second, third, fourth, and 
fifth marketing pieces you send.  The good thing here is that most of your 
competition will only send one piece.  When the homeowner does not act on all 
those first mailings and then they receive your second, third, or fourth one now 
your competition is next to zero.   
 
This one strategy of “sequenced marketing” alone is the most powerful out of 
all the things that I will teach you.  This will quite literally explode your 
business and eliminate the competition. 
 



The Internet Real Estate Cash Machine 
______________________________________________________________________________ 

© FWM, LLC – All Rights Reserved Worldwide  36  

Sample ñSequenced Marketingò Systems 
 

Mail-Based 
 
 New Lead Groups 
 One Two Three Four 
Week One Postcard #1    
Week Two Postcard #2 Postcard #1   
Week Three Postcard #3 Postcard #2 Postcard #1  
Week Four Letter #1 Postcard #3 Postcard #2 Postcard #1 
 
Here is a Sample Marketing System: 
 
Week One  Send Postcard One to Week One People 
 
Week Two  Send Postcard Two to Last Week’s Leads  

and Send Postcard One to a New Set of Leads 
 
Week Three  Send Postcard Three to Weeks One People 

and Postcard Two to Week Two People 
and Postcard One to a New Set of Leads 

 
Week Four  Send Letter One to Week One People 

and Postcard Three, to Week Two People 
and Postcard Two to Week Three People 
and Postcard One to New Leads, and so on   

 
I strongly suggest you get yourself a PO Box or a UPS Store mailbox to use 

as a return address because as you continue to mail more and more letters and 
postcards, you will have undeliverable mail coming back to “your address” as 
well.   

 
Not to mention, you do not want a motivated seller showing up at your 

house, begging you to buy theirs.  Some investors might think that would not 
be such a bad thing but believe me, you would rather it not happen.  
 

Telephone-Based 
 

Another option is to simply telephone homeowners.  Keep in mind many 
people are not going to answer the phone because they are in a stressful 
position and may be getting calls from collection agencies.  However, if you are 
willing to call, it is worth a try.   
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One way to find phone numbers is by simply going to the Internet and using 

sites like www.411info.com, www.anywho.com, or www.zabbasearch.com.   
 

Once you have the telephone number, all you have to do is call and say that 
you provide free solutions for homeowners whose homes are facing foreclosure.  
 

Once you find someone who is receptive or who will call you back, you can 
simply follow the scripts and procedures you will find later in this book.    
 

If you call enough homeowners who want to talk to you, you are going to 
find someone who wants to get a deal done.  It is a numbers game.  If you knew 
that any one of these telephone calls could make you $25,000, would you keep 
calling?  For example if you called 50 people and made $25,000 in one deal 
that means each one of those 50 calls was worth $500 to you.   
 

If each phone call were worth $500, would you make that phone call? 
 

Door Knocking 
 

The next strategy that I am recommending is not for everyone.  I myself 
never personally use this strategy although I have hired people to do it for me.  
Simply go knock on the homeowner’s door.  If you are willing to do this, it is 
the fastest way to find a pre-foreclosure deal known to mankind.  There is no 
competition because nobody else is knocking on the doors.  You do have to 
understand that a lot of people will simply reject you, so be prepared and 
remember it is not personal. 
 

It is a difficult and stressful time for homeowners.  Again this is why you 
have to be sincere and really want to help people.  Your sincerity will come 
through and they will want to work with you.   
 

My “door knocker” simply knocks on doors and says “My boss is looking to 
buy a couple of investment properties in this area.  He sent me out here to 
walk up and down the block to see if anybody was home and to ask if they 
knew of anybody who wants to sell their property.”  See, this is not offensive.  It 
is not saying “Hey, you are in foreclosure, you should sell your home to me.”   
 

It is a very easy approach and it gives people a chance to say “Oh, well yes, I 
might be interested.” 
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Handling Homeowner Inquiries 
 

When people start responding to your marketing campaigns or after you 
have made enough phone calls, knocked on enough doors and talked to 
enough people, eventually you will get a homeowner on the telephone who have 
questions and want to talk to you.  
 
Once you get them on the telephone, this is what you say: 
 
Hi, my name is ____________ (use your name here J).  Thank you for calling.  
May I ask how you got my phone number?   
 
(At this point record which marketing piece (letter/postcard 1, 2, 3 etc. sign or 
ad, referral from who) they called from so you know which of your marketing 
methods is working)   
 
Yes, I see you are responding to one of my ______________ (fill type of marketing 
method ð e.g. postcards) and I will be happy to help you any way I can.  The first 
thing I need to do is get a little bit of information from you to see if I can be of 
help.  I just want you to know up front I am an investor and if I can buy your 
property, I can also help you move into another place.  What I may be doing is 
renting, leasing or simply selling you the property which I am not sure of yet until 
I actually get a chance to see everything. 
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Preparing to Make an Offer 
 

If the homeowner seems to be motivated after your telephone conversation, 
then you should set up an appointment to go visit the homeowner and the 
property.  
 

One of the things we like to do before we meet with a homeowner is to 
confirm the value of the property.  The beauty of this is that now with the 
Internet it is easy to pull up information about what houses are selling for in 
any given area.  You are looking for what are called “comps” (comparable 
properties) so you know what other similar properties are selling for in a 
particular area. 
 

If you have a real estate agent that you work closely with even one that you 
are getting to know you can simply call them and ask if they would run what is 
called a CMA (Comparative Market Analysis) report on the address and if they 
are willing to, email them the address of the property.  The CMA report will pull 
up all the information about what houses are selling for in that area from the 
local MLS.   
 

Another source to use for information on listings is www.Realtor.com.  The 
issue is you will only see what people are asking for in the area that you are 
looking at you will not see what the properties are actually selling for.  To learn 
what the properties are selling for it is important to access what are called 
“closed sales.”  To view closed sale information on the Internet go to the County 
Tax Assessor site for the county that the property is in. 
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CMA 
(Comparative Market Analysis) 

Checklist 
 

V On the Internet use the county directory to find 
the local county site and look up the property to make 
sure you speak to the actual owner (not a possible 
tenant).   

 
V Does the information indicate anything 
different than what the homeowner told you on the 
inquiry call?  (Did the homeowner say the house had 
3000 square feet instead of 2000?) 

 
V Did the homeowner say it was a four bedroom 
house and the tax site indicates it is a three bedroom 
house?  (This is a clue that possibly the house has been 
remodeled or altered.)   

 
V To figure out a ballpark figure for the value of 
property use: 

 
My òForeclosure Finderó on my membership website 
www.jimfleckõs name website FE/MMS.com   
 
www.zillow.com or other Internet sites   

 
V To determine the market value of a property 
follow the formula shown in the òGet Paid to Buyó book 
in your Cash Now System. 
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What the Homeowner Needs to Know about You 
 

The homeowner need to know that you are going to be basically negotiating 
with their lender for a short sale on their behalf. 
 

Even though you are planning on buying the property at a price that the 
lender agrees on and this will be a complete pay off and satisfaction of their 
debt, the homeowner is going to need to sign a listing agreement so that while 
you are negotiating with the bank you are going to begin selling the property. 
When the short sale is completed with the bank, you are hoping the property is 
sold as quickly as possible for a profit.  (The homeowner will not receive any 
money from the sale of the property.) 
 

The listing agreement is considered a contract that they will be signing and 
if they want a lawyer to review it, have them do so as it will give them more 
peace of mind and keep a good working relationship between you.  The 
homeowner will have a time limit to get a legal opinion from their attorney 
because you can only work on so many deals at one time and you do not want 
them to drag their feet. 
 

It is important for the homeowner to know that you have the financial ability 
to close the deal whether it is your cash or a hard money lender and that you 
are not going to need someone else to close. 
 

You also have to let them know that you understand their situation however 
you are an investor.  This is your business and it only works if it fits within 
your business plan.  If the homeowner is not interested you understand, and 
you will go on to the next property. 
 
 
 
 
 
 
 
 
 

It is important to stay away from any technical terms that you have learned 
in this program.  “Short sale” is probably okay, but you do not want to start 
talking about loss mitigation, Fannie Mae, Freddie Mac, the bankruptcy act 
and the home recovery acts or anything of that nature. 
 

In addition it is advised to stay away from the word “home” and use the 
word “house” or “property” instead because you want to neutralize and take the 
emotion out of the negotiation.  Homeowners do not want to “be forced” to sell 

***Important Note*** 
 

You Are Not Making a Profit On Them,  
 

You Are Making your Profit From the Bank. 
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their home however they do not mind selling a property. 
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Situation and Motivation 
 

There are several key pieces of information about the property you will need 
to be made available to you in order to understand the homeowner’s motivation 
and be able to assist the homeowner in selling their house. 
 
Mortgages and Liens 

Who is holding the mortgage?  It is imperative you know who you are 
dealing with in terms of all of the mortgages first, second, third, etc. 
 

Are there any other liens against the property?  Ultimately, you are going to 
have to talk to any and all lien holders and get them to accept a discount on 
their liens otherwise they will not get any money at all.  This is part of the 
negotiation process in short sales. 
 
Original Purchase Price 

Find out the original price the homeowner purchased the house for, how 
much they owe on it currently and if they have taken any equity out via home 
equity lines of credit (HELOC). 
 
Payments 

Determine if the homeowner is behind in their payments?  If so, how many 
months and for how much?  Have they received any late notices from the bank 
and find out how much time there is actually left to deal with the bank. 
 
Title 

Whose name(s) are on title of the house and how is the title held?  (In the 
end, all the owners listed on the title are going to have to sign the papers.) 
 
HOA-Homeowners Association 

Is the property under the provisions of an HOA or Homeowners Association 
and are the homeowner’s dues current?  This can affect the profit.  If the HOA 
has filed a lien because the homeowner is behind in their dues, they can be 
difficult to deal with.  We always recommend they keep the HOA dues current 
because it will make the negotiations for the sale go that much more easily.  
 
Utilities 

Are the utilities current or disconnected?  (If the utilities are disconnected 
showing the property to investors can be more difficult.) 
 
Financial Status 

Are they currently in the process of filing bankruptcy or has there been a 
bankruptcy previously? 
 
Realtor Agreements 
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You need to know if it is currently under a listing agreement with a realtor.  
If not, determine if it was recently listed and find out what the asking price was 
as well as the name of the realtor it was it listed with.  If it is not currently 
listed you need to let them know you are going to be listing it with a realtor 
quickly.  
 
Homeowners’ Motivation 

It is vital you understand what the homeowner really wants to accomplish 
and what their motivation is.  It may simply be to get out from under the debt 
and the stress of the foreclosure.  Some homeowners are looking for a pay off 
under the table and you walk away from that, as quickly and as politely as 
possible.  Some homeowners are just looking to get even with a spouse and 
those homeowners will be very difficult to deal with.  So definitely find out what 
the homeowner is wanting to accomplish so that you help them move forward 
in an equitable fashion.
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Reasons to Avoid the Deal 
 

If the homeowner insists on getting money from the sale when they owe 
more than the house is worth, they are not being very realistic. 
 

If the homeowner wants to continue keeping a tenant in a house because 
that tenant is paying rent, which the homeowner is keeping for themselves and 
not paying their mortgage, do not get involved in a deal like this.  A tenant can 
create a problem for the sale of the house, so the tenant needs to be asked to 
move out and if they will not then you will have to arrange for an eviction to 
enforce the tenant to leave the property.  
 

If a homeowner wants a written guarantee of any kind we just walk away 
because you do not make any guarantees.  This is a risky business when 
dealing with all these different elements that I am mentioning.  It is not risky in 
regard to losing your money, however it is a risky business as far as completing 
the transaction.  You do not make any promises you cannot keep. 
 

If the homeowner has a problem with you making a profit then they do not 
understand the situation and if they are not cooperating fully, then walk away.  
Anyway you look at it there is some risk to you because you have to either 
come up with your own cash, find a lender or someone with money.  The 
bottom line to them is that you are saving their house from foreclosure.   
 

A lot of times homeowners will simply want to remain in denial about their 
situation.  They will not answer the telephone, they will not call you back, and 
they will not make the property available for you to show to prospective buyers.  
In this case, it is not worth it and is a big waste of your time; you should just 
walk away. 
 
And finally, if the homeowner will not sign the paperwork up front and they use 
all kinds of stall tactics then do not work on this deal, and again just walk 
away.
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Determining Your Offer 
 

Once you ascertain the value of the property, eventually you have to 
determine the types of repairs needed, any taxes owed and any other 
unforeseen costs.  It is also important to find out what the homeowner really 
wants.  
 

It is very important that you determine the right offer to be made on a 
house.  By using the formula that is provided there is a lot of cushion and 
fudge factors built in so you should be safe.  Plus, the way you will make your 
offer, there is no risk if the offer is turned down.  There is no harm because if 
you cannot find a buyer to actually buy the property from us, and remember 
you do not actually buy it yourself.  So there is no risk. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Example 
 

You have found a property valued at $250,000.  You know the loan 
amounts on this property and by talking to the seller you have an idea of what 
repairs are needed.  
 

Foreclosure Property Offer Formulas  
 
For Flat Markets or Rising Markets:  
 

ARV (After Repair Value) Times 70%, Minus Repairs 
Equals Maximum Allowable Offer 

Never Go Above This Figure 
 
For Down Markets and Wholesale Flips: 
 

ARV (After Repair Value) Times 65%, Minus Repairs 
Equals Maximum Allowable Offer 

Never Go Above This Figure 
 
Flipping a Property to Another Investor: 
 

Will Have To Subtract Your Profits from these 
Numbers As They Are What an Investor Will Want 
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Really, there is only about $1,000 in equity in the house in this example.  
There are not a lot of options available, which means a short sale is definitely 
in order.   
 

You never want to pay more than the ARV times 70% minus repairs or the 
ARV times 65% minus repairs.  These are our maximum offers.   
 

Remember, if you cannot sell a property and make money, you still might 
rent it and make back a little bit of money each month. 
 

Here are Some Numbers to Crunch 
 
ARV Minus the First Mortgage: ($140,000) 

$250,000 - $140,000 = $110,000 

 

Minus the second mortgage: ($90,000) 

$110,000 - $90,000 = $20,000 

 

Help the homeowner move:    ($2,000) 

$20,000 - $2,000 = $18,000 

 

Fees and Penalties to Bring the Loan Current: ($7,000) 

$18,000 - $7000 = $11,000 

 

Estimated Repairs to Fix Property: ($10,000) 

$11,000 - $10,000 = $1,000 

 

Estimated Profit = $1,000 
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Putting the Deal Together 
 

When you have decided what course of action you might take, it is time to 
call the homeowner.  You need to help the homeowner understand that your 
meeting can go faster if they have their loan information, their mortgage or 
insurance documents available and any foreclosure notices they have received.   
 

You also want all decision makers present.  If the property is owned by a 
husband and wife, you would like them both to be there.  Sometimes, it is not 
possible (for instance in divorce cases) however you want them both there if at 
all possible, otherwise, you are going to have to make multiple appointments 
and waste precious time.   
 

You may say something like this: 
òIt is looking like this property qualifies for me to work on it and I may 

possibly be able to keep a foreclosure off your record.  I'm not making any 
promises, though.  I still need to come out and take a look at the house.  I will 
have to do an analysis of the property.  I can pretty much take care of all the 
expenses in the transaction. .  I might be able to even help you with moving 
expenses and maybe put some cash in your pocket also.  I cannot promise 
anything right now though.  Would you like for me to come over tonight or would 
tomorrow work better for you?ó 
 

By talking to the homeowners this way, you are letting them know that you 
are serious.  You do not want to go and just see the house.  .  The homeowners 
need to know that you are a professional and that you can help the situation 
and are ready to move forward in this transaction if everything is in order.   
 

When you are to meet with the homeowners, you have to take control of the 
meeting.  A lot of times, the homeowner has an inflated idea of what they think 
their property is worth.  These days, it is easy to educate them that that the 
situation is not so pretty since most every night in the news journalists are 
talking about real estate prices dropping.  
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The Property Inspection Sheet 
 

Before you even begin going through all of the paperwork with the 
homeowner, you will want to walk around the property and complete what is 
called a “Property Inspection Sheet” just like you would for any type of real 
estate purchase. 
 

You need to do a thorough property inspection.  By having a clipboard and 
an inspection worksheet, you will appear to know what you are doing and will 
come across as a much more serious professional and knowledgeable investor.   
 

When you are walking around the property, you will want to point out any 
signs of damage to the owner.  This will begin to prepare them to realize that 
the price of the property is going to be coming down.  Be sure to write 
everything down on your inspection sheet.  You do not want to leave anything 
out because when you start negotiating with the bank, you are going to have to 
let them know all the things that are wrong no matter how big or small.  
Everything should be included.  As you can see on the next page, there is a 
completed property inspection sheet. 
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Property Inspection Sheet 
 

 
Street Address__________________________________________________________         Date_____/_____/_____ 
 
City_____________________________________________  SFR   2 Family    Multi   Other___________ 
 
Rooms _________     Bedrooms _________     Baths _________   Sq. Ft. _______   Vacant  Occupied 
 
Days on Market (DOM) _____________     Area:    Good       Fair      War Zone 
 
Kind of Seller      Bank      HUD      VA      FNMA      Freddie Mac      Estate      Individual 
 
Construction        Frame         Brick         Block         Stucco         Other:___________ 

Inspection Checklist Yes No Comments Repair Cost 

1.  Does the house need a roof?         

2.  Does the house need carpet?         

3.  Does the house need exterior 
paint? 

    

4.  Does the house need interior 
paint? 

    

5.  Does the house need central 
heat/air conditioning? 

    

6.  Does the kitchen need 
replacing?  

    

7.  Do the windows need to be 
replaced? 

        

8.  Do baths need replacing?     

9.  Is there any or a lot of rotten 
wood?  

    

10.  Does the foundation need 
repair? 

        

11.  Does the garage need repair?         

12.  Does the yard need to be 
cleaned up? 

        

13.  Does the 
plumbing/heating/air 
conditioning need repair? 

        

14.  Does the electric need to be 
updated? 

        

15.  Does the house need to be 
cleaned out? 
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16.  Does the house need 
flooring? 

        

17.  Does the kitchen need 
appliances? 

        

18.  Does the basement need 
repair? 

        

19.  Miscellaneous repairs needed         
Additional Comments: 
_______________________________________________ 
_______________________________________________ 
_______________________________________________ 
_______________________________________________ 

TOTAL   

After Repaired Value       $_____________________ 
 
ARV x 70%                      $_____________________ 
 
(Repairs)                         $_____________________ 
 
MAO                               $_____________________ 
(Maximum Allowable Offer) 

Asking Price                         $____________________________ 
 
Listed Price                          $____________________________ 
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Meeting with the Owner 
 

When you are going to meet with the homeowner, the only way for you to 
feel comfortable in the negotiation process (especially if it your first time) is 
with the passage of time and by doing it over and over again.  What you can do 
is prepare, and the more prepared you are, the more confident you will be.  You 
can also practice answering what you think any of the homeowner’s possible 
objections might be.   
 

So far, you have walked around the property, you have shown them the 
inspection sheet, you have pointed out things that are wrong to the homeowner 
and now, you can ask them if there is some place you can sit down and talk.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Documents Needed for Meeting 
 
Investor Documents: 

1. Purchase Option Agreement  

2. Authorization to Release Information 

3. Affidavit Of Understanding 
 
Homeowner Documents: 

1. First Mortgage Statement  

2. Second Mortgage Statement 

3. Any Other Mortgage Statements 

4. Customer Service Phone Number for Loan Statements 

5. Contact Information From the Seller to Include: 

a. All Telephone Number  

b. Email Address 

c. Cell Phone Number 

d. Emergency Contact Information for Close 
Relative or Friend 
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You will always need the following documents for your meeting with the 

homeowners: 
 
1. Purchase Option Agreement 

The Purchase Option Agreement is a contract that you will need them to 
sign with proper clauses inserted that allow you to get out of the contract 
which are important when dealing with pre-foreclosures.  This will give you 
some security and peace of mind because it will make things clear in the future 
when the homeowner decides they do not remember what you have talked 
about. 
 
2. Authorization to Release Agreement 

The Authorization to Release Agreement is the form the homeowner signs or 
whoever’s name is on the mortgage statement with the lender to give you 
authorization/permission to negotiate with the bank.  Make sure you have the 
correct spelling of their name and their Social Security number.  Copy the 
customer service telephone number from the mortgage statement with their 
name and coupon.  After the meeting fax all these documents to the bank and 
once the bank has received it on file, they then will be willing to discuss the 
financials of the property with you.   
 
3. Affidavit of Understanding 

By the homeowner signing the Affidavit of Understanding declares that the 
homeowner is of sound mind and body with the complete understanding that 
you are going to try to sell this property and make a profit and that you did not 
talk them into doing the deal nor take advantage of them in any way.  In fact, I 
know some investors who actually videotape the signing of this document.  You 
want to make sure that everything is on the table and that they understand 
that you are not making any promises of any kind.  You are going to do the 
best you can, with the understanding that this is part of what you do for a 
living and you want them to sign it and acknowledge that they understand 
everything that is going on. 
 
4. Homeowner’s Documents 

The homeowner’s documents refer to their first mortgage statement, their 
second mortgage statement, etc., with the necessary information of who to 
contact in order to negotiate a short sale (Bank’s Loss Mitigation Department 
or Customer Service).   
 
5. Homeowner’s Contact Information 

If they are not going to continue living in the house, you want to make sure 
you have a telephone number where they are going to be along with their 
current email address; all cell telephone numbers; and contact information for 
any close relative or friend in case of an emergency. 



The Internet Real Estate Cash Machine 
______________________________________________________________________________ 

© FWM, LLC – All Rights Reserved Worldwide  54  

 
Once all of the paperwork is completed, you are ready to move on to the 

next phase of the deal.  It will be your option to flip the property to another 
buyer, fix it up and sell it, rent it or even decide to hold on to the property.   
 

You will actually notice even after getting just the paperwork signed, the 
homeowner will be visibly relieved.   
 

You see, when you deal with homeowners and find out what it is they really 
want and need you have the opportunity to solve their problems.  It might be 
simply helping them move across town by covering some of their expenses; 
help them get into an apartment and whether you end up making $5,000 or 
$50,000 on a deal like this, everyone has won and that is what makes this 
business worthwhile.
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Wrapping Up the Deal for Your Pre-Foreclosure Property 
 

You found the property...  You have a homeowner said yes to selling…  Now, 
get down to the details and get the paperwork squared away. 
 

If you have not already had the Authorization to Release Information form 
signed by the homeowner and you, do it now because this is the only way you 
will be allowed to negotiate with the bank.   
 

Get the Option Agreement for Purchase of Real Property signed as well.  This 
provides you the option to purchase the property at an agreed-upon price 
which simply is just a preliminary price based on estimates to begin 
negotiating with the bank.  In other words, the price will end up changing 
before you exercise your option. 
 

The option contract does spell out a few other things to include:  the 
transaction is going to be a short sale and it is contingent upon the bank 
agreeing to a satisfactory offer to you.  This gives you an out because if the 
offer is not satisfactory to you, whatever the offer the offer is, you will be able to 
out of the contract.   
 

The Affidavit of Understanding should be signed in front of a notary public.  
That is why I actually prefer to have these documents signed in my attorney’s 
office however in a pinch, you can also often find a notary public at a bank, a 
UPS Store, a library and sometimes an office products stores. 
 

The Affidavit of Understanding stipulates everything that you and the 
homeowner agreed to do.  This document is very important to have to protect 
everyone from misunderstandings.  The biggest risk you always run into in this 
market is being accused of doing something wrong. If you have a document 
signed by the homeowner like an Affidavit of Understanding, stating they 
understand and agreed with everything you are doing, you should be ok.  The 
bottom line is it is just a good way to protect you from unnecessary 
misunderstandings. 
 

You must always check local and state regulations regarding speaking with 
homeowners whose properties are in foreclosure.  This book is a good summary 
of what to do to invest in pre-foreclosures; however, due to the current 
economic climate local and state regulations are constantly changing as well as 
from market to market.   
 
It’s in the Details 

In some states, the document needs to be printed in a certain point size like 
12 points or upper case.  Some states (Florida and California, for example) 
require a cooling off period where the homeowner can review the documents 
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ahead of time and have a specified number of days to cancel.   
 

If you use the option contract and/or other documents from this system, 
you must take them to a local real estate attorney for review to be sure they 
comply with your state guidelines.   
 
Putting Together the Short Sale Package 

As you go through putting together the short sale package item by item be 
sure everything filled out completely. 
 

A debt analysis is important to show the bank that they should discount 
this property to you.  I know this sounds harder than it is; it is merely a fill-in-
the-blank process. 
 

A hardship letter is one of the most vital pieces of the package that is 
required by the bank.  This is letter should be written by the homeowner 
explaining to the bank why or how they got into this foreclosure situation.  
Explain to the homeowner that you really should not write this for them 
however you will tell them what information needs to be included  
 

Have the homeowner explain everything that contributed to this situation 
and they should point out that there is no way out that this is permanent and 
cannot be cured by a payment plan or loan modification and that a short sale 
seems to be the only solution as far as the homeowner is concerned. 
 

Gather all the documentation and put it all together into your short sale 
package and send it to the bank. 
 

It is advisable to call the bank’s customer service number and tell them you 
need to speak with loss mitigation department.  Let them know you have a 
short sale package to submit along with the authorization to release 
information.   
 
Arranging for Your Real Estate Listing 

At this point in time you need to get the property listed for sale with a real 
estate agent.  Because you have an option to sell the property both you and the 
homeowner/seller should be on the listing agreement.   
 

If the house is currently listed with a real estate agent that you do not 
know, then speak with the agent and see if they are willing to work with you to 
complete the short sale on your terms, not theirs.  If they agree, then they can 
receive a commission that is agreed to by the bank.  When you purchase from 
the bank it is called an A-B sale (pronounced A to B).  You can let the agent 
know they could possibly even get a commission on the B-C (pronounced B to 
C) sale, which is from you to your end buyer. 
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If the realtor just will not cooperate then you might ask the seller if they 

would contact the real estate agent’s broker and have the seller tell the broker 
that they want to cancel the listing.  If seller’s will not, then you might want to 
get another real estate agent involved to represent you and see if they can talk 
with that office.  The key is you need a cooperative agent.   
 
The BPO (Broker’s Price Opinion) 

While you are waiting for the bank to respond to you once you submitted 
your short sale package, the bank will contact their own real estate agent and 
ask them to go to the house and do a quick appraisal of the property.  The 
bank will receive a BPO, (Broker’s Price Opinion) or appraisal.  This will be the 
price that the bank will begin negotiating with, which I can tell you right now is 
frequently way too high because the real estate agent will only drive by.  This is 
called an exterior BPO.  
 

When you submit the short sale paperwork to the bank, tell them you are 
the only one who has access to the property and that an appraiser or agent will 
need to contact you directly.  When the BPO agent contacts you to view the 
property schedule an appointment at the property and be sure to point out 
everything that is wrong with the house.  Now you see why it is important you 
do the home inspection personally and writing everything down on your 
inspection sheet. 

 
Since you do not know if the bank will be willing to take your discounted 

offer, begin crunching the numbers to figure out what you are going to offer.  
The fair market value of this property will be based on the BPO that is 
performed by the real estate agent representing the bank.   
 

You can get an idea of what the property is worth by running comparables 
like we talked about earlier.  When you find out whether it is an FHA or VA 
loan, we can also often determine an exact percentage that a bank will be 
willing to discount.  Conventional loans will vary.  Remember, the PMI is the 
private mortgage insurance.  They are the ones that will agree to pay the 
difference if the bank takes a discount.  So we really need to know all of the 
numbers. 
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Scenario #1 – The FHA Loan 
 

We will continue to use the example we have been using all the way through 
the book of having a loan balance of $200,000.  The homeowner is a couple of 
months late and FHA has agreed that this is a short sale scenario.   
 

As of the writing of this book, the FHA criterion for a short sale is that the 
as-is appraised value must be at least 63% of the current debt of $200,000 
which is $126,000. The bank usually wants to get 82% of that as-is value. They 
like the estimated repair costs to be less than 10% of the after repaired value. 
 

So, if the bank states the property value is worth $145,000 today which is 
72.5% of the loan balance of $200,000 then that is higher than the FHA 
minimum 63% (or $126,000) so that criteria is met. 82% of the $145,000 is 
$118,900.  

 
There are other expenses. With the house needing a new roof, painting and 

some new carpeting it would bring up the new fair market value to a maximum 
of $160, 000 based on the estimated cost of repairs of about $12,000 and your 
closing costs usually run about 2% plus the real estate agents’ commission 
which can be as much as 6%. Using our formula of ARV * 70% minus repairs, 
that would equal $100,000. This would be below what FHA is going to want to 
accept. You never know, we still make the offers, we just don’t expect them to 
accept them, however sometimes they do. 

 
Let’s look at the offer below:   
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FHA Loan Offer 
Calculation Example 

 
 
New Fair Market Value (ARV) 
After Property Is Fixed Up $160,000 
 
Estimated Repair Costs Should Be Less  
than 10% of ARV (10% X $160,000 = $16,000) 
 
Our Repair Estimate (Less Than 10%)                  minus$   12,000 
 
Plus 
 
2% for Closing Costs (2% of ARV)                minus$     3,200 
 
Plus 
 
6% Real Estate Commission                       minus$     9,600 
(6% of ARV) 
 
Bank Usually Will Accept 82% or greater 

(82% X $145,000 = $ 118,900) 
 
 
Equals $135,200 
  

It Is Likely That the Bank Will Accept the Offer of 
$135,200 because itõs more than the 82% or $118,900, 

however, itõs not low enough for us. (see below) 
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Is There Enough Room To Profit? 
 

If the property is worth $160,000 and we subtract $12,000 for repairs and 
$3,200 for closing costs and $9,600 for a real estate commission; that equals 
$135,200.  That’s well above the $118,900 that would be the 82% of the As-IS 
value of $145,000. 

 
However, our formula takes into account fees, profit and a little fudge factor. 
 
So ARV * 70% minus repairs = $160,000 x 70% - $12,000 = $100,000 
 
Plus, that’s what we’d wholesale it to another investor for. If we wanted 

profit, we’d have to take it down a little lower. If we were going to rehab it, then 
that would be low enough. 

 
What is more, very often with an FHA backed loan like this, the FHA wants 

you to keep the house for 90 days before selling it to discourage illegal flipping.  
There are ways to get around this holding time because the property needs to 
be rehabbed plus, there are so many properties in the market, legitimate 
investors can usually flip their properties much quicker. This only is a problem 
if the buyer is using FHA financing. Help him get conventional financing and 
you’re fine. If it will take 90 days to do the rehab, you’re fine also. You could 
also, close on the property with your buyer on the contract with you, then do 
what is called a “quit claim” and remove yourself for a fee. Check with a local 
attorney on whether you can do this in your area. 
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Scenario #2 – The Conventional Loan 
 

The homeowner put 10% down; now they are late on their payment. Their 
loan balance is $250,000.  You estimate that the current value is $175,000.   
 

The house is in good shape and maybe with $5,000 in repairs of a little bit 
of paint and new carpet and you could sell it for approximately $180,000.  You 
discover this is not an FHA property and has a mechanic’s lien for $5,000.   
 

You can work with your BPO numbers or your real estate agent’s numbers 
and work on an offer.  If you know the property had private mortgage 
insurance on it; that can come into play as well. 
 

So, what should your initial offer be?  If there is PMI on the property that 
means the bank is insured up to 80% and the PMI will pay everything else.   
 

What that means is 80% of fair market value of $175,000, is $140,000 
which the bank will want to net; then you’ll need to add back in 2% closing 
costs ($2,800), 6% commission ($8,400) and satisfaction of the lien ($5,000), 
which will give you an offer approximately $156,200.  
 

An offer of $156,200 won’t leave you much profit. The strategy is to make a 
case that the property is worth as low as possible. If it comes in at $150,000 for 
instance, instead of your estimated current value of $175,000, that would 
make a big difference. 
 

It is very important to make sure the BPO is as low as possible.  So, if you 
have a BPO of $150,000, and 80% is $120,000 then add back in the closing 
costs, the real estate commission, satisfying the lien for $2,000 instead of 
$5,000 lien you can lower your offer to say, $140,000. Now, if we think we can 
sell this for $165,000 for a quick sale, after it’s fixed up, then we can make 
over $20,000 in profit.  This is right off the beginning.  On top of that, if we can 
start negotiating a much lower price from the bank, all of that becomes 
additional profit. 
 
Final Points to Remember  
 

It is important to know what is out in the market place before you waste a 
lot of time working on a deal.  Some of these deals can take months by the time 
the negotiations with the bank are completed.  The beauty of these deals is by 
the time you are done, you can make $25,000, $30,000, $40,000, even 
$50,000, and you can be negotiating other deals at the same time.   
 

Do not waste a lot of time during the foreclosure period making offers to the 
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bank.  Try to figure out the lowest offer you can make that you think they will 
accept and start near there because if you start way too low, they may just 
throw your offer in the trash. 
 

Also remember that the BPO is probably the most important part of most 
short sales.  In a declining market, the BPO value is almost always too high 
that is why you have to always meet the BPO agent at the property, and let 
them know that with the market’s decline that the closing will be more than 
likely in 90 days and ask them to take that into consideration.  Also be sure 
that you point out the bad roof, failing furnace, and anything and everything 
else that is wrong with the house. 
 

Once you get a property under contract, you can list the house for sale.  You 
can get an agent to list it or you can use a flat fee listing service that only costs 
a few hundred dollars.  You should list the house right around the BPO price.  If 
the BPO says it is worth $180,000 to $200,000, list it for the higher price and 
in this case $200,000.   
 

Have the seller pre-authorize price reductions because the seller’s name will 
be listed on the listing agreement because you do not want to have to chase the 
sellers down every time you reduce the price.  Have the agent write up the 
listing agreement so that the price can be dropped 5% every two weeks. 
 

Now do not forget, you have bought this house from the seller with your 
option contract so you are now in control of selling it.  You just do not know 
how much you have bought it yet because you are not done negotiating with 
the bank.   
 

You always need to make sure you are staying on top of what is going on 
with the seller and if they are having any hearing dates, if there is been a 
motion for summary judgment or if an auction date has been set.  All of these 
things are part of the foreclosure process and the closer you are to a summary 
judgment or an auction and the seller will lose the property, the more 
aggressive you should be with your pricing and getting the property sold. 
 

Once you know how much the bank will set the discount level you will then 
know what you can buy it for or close to what you can buy it for and the bank 
accepts an offer, it is usually takes about 30 days until you receive a written 
acceptance, and that is when you can really push to get the property sold.  
 
In the end, you can have the property sold before you even buy it.  That is the 
best scenario. 


