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supply and demand. But in a market where supply far exceeds demand, we have to take things to the
next level. The price in our current marketplace must be extremely desirable. In order to make the
numerical analysis lightning fast, | have developed a spreadsheet that you can download for free at:

www.ForeclosureEducation.com. A screen capture of the software is located below:

The fields highlighted in yellow receive your entry. All other fields automatically calculate figures for you.
A detailed explanation of this spreadsheet is available in a separate tutorial. In a nutshell, what the spreadsheet
does is allows you to determine if it's possible to achieve a desirable purchase price based upon two critical
factors: (1) what the lenders are owed, and (2) what the property is most likely to appraise for.

When it comes to foreclosure transactions, the most important qualifying factor is the BPO. BPO stands
for broker’s price opinion and it is exactly that...a real estate broker's opinion of value. It is essentially a
“miniature appraisal”, during which the broker or agent run comparables to make an estimate of what the subject
property’s value is. A sample BPO form is contained on subsequent pages. The BPO takes into account on-
market data and sold comparable data. The end result is that the BPO agent lists a value or value range for the
subject property. The first lienholder uses this BPO value to determine their minimum acceptable pay-off. You
will notice that in field B10 of the software you will enter your own prediction of where the BPO will come in at.
The value of the BPO can make or break the transaction. Notice that a BPO is a broker’s price opinion. And
opinions vary greatly in life. Which is why it's important to conservatively estimate where the value of the BPO

will come in based upon the market data that exists. You will not be able to predict exactly where the BPO will
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Page 4 How to Qualify a Foreclosure Transaction
come in at, but you will be able to make a conservative estimate of what it will be (because we all have access to
the same market data).

Using your market data and your market knowledge, run a BPO of your own. The value of the BPO is
mostly dependant on “solds”, so weight your opinion toward the sold data. In your software, enter your value
opinion in field B10. This figure should be a conservative value based upon closed sales. The reason you want it
to be on the conservative (high) side rather than on the aggressive (low) side is because at this point you don’t
know where the actual BPO will come in at. And we want to be conservative in case it comes in on the high side.
If the numbers work with us being conservative, they work even better if the BPO comes in lower.

After you have entered your BPO value, the software will automatically perform some computations for
you. Before we explore those, let’s discuss field B12, which is the estimate you will perform next. In field B12,
you will enter your estimate of the 14-day guaranteed price for this property. With foreclosure properties, we do
not have the luxury of listing a home at full appraised value, or even a competitive value. Time is of the essence
with foreclosure transactions. In the state of California, after a notice-of-default has been filed (the beginning of
the foreclosure process) we have less than 4 months of time available to procure a buyer and close the
transaction. This is a very limited period of time. Which means that we must procure an offer very quickly. Here
is what the 14 day guaranteed priceis: You are 100% confident that if we put the home in the MLS at this value,
we will be guaranteed to have an offer within 14 days. This value can also be referred to as the “fire sale” price.
The software will use this quick-sale price in just a moment to determine if we have a qualified transaction.

Next, the software will take the BPO value that you entered in field B10, and multiply it by 82%. Through
experience, lenders have determined how much they will net after foreclosing compared to what they will net now
with a short-sale. While guidelines are always changing, 80-90% is a very common range for the net that lenders
require. Let’s say a lender or investor requires 82% of the BPO as their net (a common number for institutional
lenders). This means that if they can’'t get 82% of the BPO as their net from a short-sale, they would rather take
their chances and foreclose (because they feel that their net will be higher by foreclosing). This of course is not
always the case, but it is what the guidelines require. The software automatically places 82% of your BPO figure
into field B24 (estimated pay-off to 1 lienholder).

To estimate the pay-off to the 2" lienholder, we multiply what is owed to this lienholder by 20%. The 2"
lienholder pay-off is not linked to the BPO. It is linked to what is owed, because in today’s marketplace a 2"
lienholder will usually receive 20% of their loan balance or less. The reason for this is because most homes are
upside-down, and the 1* lienholder is also accepting a short-sale. If the 1* lienholder received a full-payoff, then

it is certainly possible for the 2" lienholder to receive more than 20%. But in today’s marketplace the 2"

How to Qualify a Foreclosure Transaction

more




Page 5 How to Qualify a Foreclosure Transaction
lienholder will usually only receive a small portion of their loan balance. Their pay-off is usually less than 10%,
but in order to be conservative, we estimate that the 2™ lienholder will require 20% of their loan balance in order
to release their lien.

For any additional junior lienholders, | estimate their pay-off at a flat figure of $1,000. This is because
they are in 3 position and will generally receive a very small amount of money. At the foreclosure sale junior
lienholders are extinguished and new title is fully vested in the name of the senior lienholder. Which means that if
they don’t accept a small pay-off, they will receive nothing at the foreclosure sale date.

In field B20 you will enter the amount of delinquent property taxes due. Property taxes must always be
paid in full, so the software will automatically carry their full value down into the pay-off area of the spreadsheet.

Field B32 of the spreadsheet is calculated automatically, and contains an estimate of the selling costs for
the transaction. The spreadsheet estimates this at 10% of the sales price of the property. This figure may be a
tad high, but once again we are being conservative in our estimates. Foreclosure transactions can be
unpredictable...where things can pop up at the last minute. Last month | had a transaction close where a $7,000
judgment lien popped up 2 days before closing. The homeowner could not pay this lien, therefore either the
transaction had to pay it, or the closing would not occur. It is very wise to be conservative when estimating your
figures. If you are conservative, then you will be prepared to solve unpredictable problems when they surface.

The software will now perform the analysis we've been waiting for. It will total up all costs associated
with the transaction, and then subtract the available proceeds (the 14 day guaranteed price). If the 14 day
guaranteed price is higher than total costs, the word “Qualified” will appear in field B37. If the 14 day guaranteed
price is lower than total costs, the word “Unqualified” will appear. This spreadsheet makes it very easy to find out
if “the numbers work” in less than 30 seconds. After you become proficient, you will actually be able to do these
numbers in your head.

Now, here is something important to be aware of. We are intentionally running a very conservative
estimate. Many transactions will initially come up as “Unqualified” with these conservative estimates. This is
when you take a harder look at the numbers involved. As you examine the sample on the following page, you will
see that this particular transaction is unqualified by roughly $28,000 ($408,600 minus $380,000). This is where
you must remember that we started with conservative figures. Now is when you take a harder look at the
numbers, and see if you can realistically expect for your actual numbers to be better. For example:

*  Could the 14-day price come in a little higher?
«  Would the 2" lienholder take a pay-off lower that what we estimated?

«  Would the 1% lienholder take a pay-off lower that what we estimated?
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*  Would the BPO possibly come in a little lower?

For most professionals, this transaction will qualify. We are only upside-down by $28,000 with our
conservative numbers. If we feel that we can possibly get a little more for the property, and/or the
lienholders will take a bit less, and/or the BPO might come in a little lower, then we have determined
that this transaction is actually qualified. It is important to remember that the first analysis we perform is

with conservative numbers. It is then our job to drill down harder on the numbers to see if “the numbers

work”.
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19 | Your estimated BPO
T10r (full retail price of the property) $ 430,000
12| 14 day guaranteed price $ 380,000
mEs|
71;1‘_ Amount owed on 1st mortgage $ 400,000
E Amount owed on 2nd mortgage $ 75,000
E Amount owed on any additional junior lien(s) $ 20,000

19
20| Amount of delinquent property taxes $ 2,000

21
122 | Estimate of pay-off to 1st lienholder $ 352,600

23
E] Estimate of pay-off to 2nd lienholder $ 15,000 | _|

25
|26 | Estimate of pay-off to addt jr lienholders $ 1,000

27
|28 | Payoff to property taxes $ 2,000

29
30| Costs to sell ¢ 38,000

il
32| Total costs to sell ¢ 408,600
133 | 14 day guaranteed price $ 380,000

34
35| Restlt Un-qualified
| v
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JUSTIN RYAN’S 4-POINT QUALIFICATION ANALYSIS
1. The Numbers
2. The Homeowner
3. The Home Itself

4. The Lenders

The Homeowner

The homeowner is an equally important component within our analysis. Going through foreclosure is very
difficult. It is an emotional rollercoaster for the homeowner. For some homeowners, these emotions become so

intense that they are not able to make informed, logical decisions. This can make it very difficult for us to help
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someone solve their foreclosure. It is common for a homeowner to experience denial, and to believe “this is not
happening, and I'm not leaving”. If a homeowner is still stuck in the denial phase, it is not possible for you to help him
yet. You will not be able to help until this person has emerged from the denial and is ready to deal with the
foreclosure head-on.

Here's what can happen if you chose to work with someone who is still in denial. You will go through all the effort
of collecting paperwork, listing the home, marketing the home, locating a buyer, negotiating a shortsale, fullfiling all
requirements for the sale, and scheduling the closing date. . .only © find out at the 1 1" hour that the homeowner won't
be coming to the closing. He is still in denial. There is no need to sell the home. In his mind a problem doesn’t even
exist. If you ever experience this, it will be one of the most painful experiences of your entire real estate career.

Your homeowner absolutely must have come to grips with the fact that he will be moving. One question that |
always ask the homeowner (after we have determined that no solutions exist that will help him keep his home)is this:
Where will you be moving after we sell the home? If you hear the words “l don't know”, be very cautious.

In addition to the homeowner deciding where he will live next, there are also some other factors that make the
homeowner qualified or unqualified. Here is another question to ask yourself : Is the homeowner cooperative? To
facilitate a short-sale the homeowner must provide a lot of different documents. If he is not cooperative, you will arrive
ata point in the transaction where a certain document is required, but it is difficult to get that document. This can blow-
up your entire transaction. To prevent this from happening, make sure that you are only working with cooperative
homeowners who genuinely want your help. If its not clear if someone is ready to move forward or not, simply use
good communication: You know, I'm getting some vibes here...and it doesn't seem like you're ready to do this. If
you don't want to that's ok — | just need to know that now.

One other thing to watch for is the homeowner who is expecting to receive money from the transaction.
During a short-sale transaction, the homeowner can not receive a single dime in proceeds. The lenders are taking a
huge loss, and obviously they would not be wiling to take that loss if the homeowner is receiving proceeds. If a
homeowner is expecting to receive money from the transaction | will not work with that homeowner. Ido pay for the
homeowner’s credit repair however. After the transaction closes, | pay for the homeowner’s credit repair program
right out of my own pocket. This is something that | want to do to help the homeowner. It also increases the
homeowner's motivation to cooperate during the transaction. It is very easy for a homeowner to think: | am going
through all this effort. . .what do | get in exchange for that?

To summarize, a homeowner is not qualified to receive your help if:

*  The homeowner is in denial, and doesn't believe that there is a problem

*  The homeowner doesn’t know where he’s going to move next
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e The homeowner is not cooperative

*  The homeowner is expecting to receive money from the transaction

JUSTIN RYAN’S 4-POINT QUALIFICATION ANALYSIS
1. The Numbers
2. The Homeowner
3. The Home Itself

4. The Lenders

The Home Itself

We all know that some homes are more desirable than others. As real estate professionals, we have all experienced
this scenario: We discover a new lead. We leam what area of town this lead is in...and realize “that is a good area of town
where folks want to live”. We then further discover that the home is in a very desirable subdivision. When we finally drive by the
home itself, and see that it's a gorgeous property our excitement has gone through the roof. If the home is also gorgeous on the
inside with no repairs needed, this home has just become a “10” on the desirability scale. | rate homes using a point system.

Here is how this home eamed its “10™;

2.5 points - The home is located in a desirable part of town

2.5 points - The home is located in a desirable subdivision

2.5 points - The home is desirable from the exterior (strong curb appeal)

2.5 points - The home is desirable from the interior (good condition, no repairs needed)

These are the four factors that | analyze to come to a conclusion about “how much” desirability a particular home has.
The process does not always unfold in a numeric fashion. Because | know my market, and the product within my market,
coming to a conclusion about overall desirability is instinctual. Being able to ascertain the desirability of a home is part of what we
do as real estate professionals. When you work with my company on the shortsales in your market | will commonly ask you:
Where is this home on the desirability scale? If you feel the home is a “7” on the desirability scale, that becomes one of the
criteria that you use in your overall analysis.  If you haven't seen the home yet, you'll simply evaluate desirability given what you

know about the area and location.
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I walked through a home recently that was in a good part of town, and was decent from the curb. . .but the home had a
horrible problem with functional obsolescence. It had a very chopped-up floor plan, and as | was walking through the home, |
immediately knew...most retail buyers do not want this. Anytime you know that “Most retail buyers don’t want this” you
have just taken an additional step toward qualifying the transaction.

Even if the home is a “1” on the desirability scale, this does not mean that the transaction is disqualified. There are
three other factors to look at within the 4-point analysis system. If you have three green lights in the other categories, this
transaction may very well qualify, because as you know. . .there is a buyer for every home at the right price. The bottom-line here

is this. . .you want to focus mostly on desirable homes that retail buyers want

JUSTIN RYAN’S 4-POINT QUALIFICATION ANALYSIS
5. The Numbers
6. The Homeowner
7. The Home Itself

8. The Lenders

The Lenders

This is the most recent addition to my analytical system. 10 years ago this factor did not matter as much. . .because
there were far fewer short-sales than there are today. Given enough time and energy, it was possible to successfully work with
most lenders. Things are not quite so simple today. Certain lenders are absolutely overwhelmed with volume right now. This
inhibits their ability to bring files to completion. Even when “the numbers” are outstanding for the lender, and a retail buyer is
standing there ready to close...there are certain lenders that still can not respond. As outrageous as this seems, this is the
current status of some lenders. There is one lender right now who is more difficult to work with than any other. 'm not going to
tell you which one it is, because | don't want to prejudice your thinking. Because sometimes a file lands on the right person’s
desk with this lender, and things go smoothly. However, you do want to have an “awareness” of which lenders are easier to
work with than others. ...because this makes our qualification system even more robust. When you have two green lights and
one red light — a difficult lender might push the transaction into the unqualified pile (especially when your caseload is approaching
capacity). A difficult lender never disqualifies a transaction all by itself (when all other factors are strong). But | do allow this factor
to push the transaction into the unqualified pile when the transaction is “borderling”.

There is only one thing we can never get more of in this world. Time. Once you have used it.. .itis gone forever. Your
time is very precious. And the fact of the matter is. . .the moment you take a listing it begins costing you time and money. We get

paid for results only...at the very end. Which is why it is so important to spend a small amount of time qualifying every single
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transaction. Certainly, the degree to which you qualify is directly related to how much professional time you have available.
Many brand new agents take everything that comes their way, simply because they have the time available. In myopinion, this
is not a wise decision. Because now this new agent will be spinning his wheels working unqualified transactions. It is much
wiser for him to decline those transactions so that he can spend all those additional hours on lead generation. Those additional
hours spent on lead generation will get him the qualified transactions. The goal is not to get transactions. The goal is to get

revenue. And this is only possible by qualifying each and every transaction.

Additional points to consider...

# 1: Analyze all 4 of these factors to form your overall opinion of the transaction. For example,
consider this transaction: The numbers work, the homeowner is cooperative, and the home itself is desirable.
But both loans are with a very large lender who is known to be difficult to work with. This transaction has three
green lights and one red light. For most professionals, this transaction will qualify. If your caseload is completely
and totally full, this transaction may not qualify. My point is to analyze all 4 of these factors to form your overall
opinion of the transaction, and then ask yourself: Do | have room on my plate for this transaction? If you do,
move forward. If you do not, do not just cut the transaction loose. Instead, refer the transaction to one of your
fellow professionals who does have room on his plate. The homeowner needs help. And there are a lot of less
experienced professionals who have the time in their schedule to work the transaction. This is the perfect

opportunity for this person to learn the ropes, and for you to earn a referral fee.

# 2: Understanding which of these criteria are the most important. In an ideal world, we would be
able to focus all of our time on transactions that contain 4 green lights and zero red lights. Of course this rarely
happens. It is important to understand which of these factors contain flexibility, and which do not. When | have a
transaction that is strong in all other regards, | am usually flexible with who the lender is. The numbers always
have to be reasonable. If they are completely unreasonable, | disqualify the transaction...even if the other three
lights are solid green. Likewise, the homeowner always has to be reasonable. He/she does not have to be
pleasant (because going through foreclosure is difficult), but s’/he does have to be reasonable in terms of their
ability to deal with the situation before them in a logical and reasonable fashion. If the homeowner is
unreasonable, | disqualify the transaction...even if the other three lights are solid green. | am flexible on the
home itself. Most of the homes | work with are basically in good condition (definition: whatever repairs are

needed...the typical retail buyer would be willing to do them himself. If a professional contractor is required for

How to Qualify a Foreclosure Transaction

more




Page 11 How to Qualify a Foreclosure Transaction
most of the repairs, the typical retail buyer will shy away from this transaction) While most of the homes in my
caseload are basically in good condition, | am flexible because there truly is a buyer for every home...at the right
price. With foreclosure transactions, we have the ability to create the right price. Therefore, when the numbers
work, and the homeowner is cooperative, | am flexible on the home itself. This pertains to repairs, but also other
factors of desirability. The bottom-line is to analyze all four factors...and keep your mind open until the very end.

After you have analyzed all 4 factors, then make your decision based upon your complete analysis.

3. Do we have enough time available? It can take some time to sell a piece of real estate, but the
foreclosure process moves very quickly. Therefore, we have to make sure that we have enough time at our
disposal. Most of the time, the foreclosure process can not begin until the homeowner is a total of 3 months
behind. In the state of California, the lender files a notice-of-default (NOD) to start the foreclosure process. After
the NOD has been filed we have approximately 4 months of time available (3 months and 21 days when the
process moves with no delays). | generally require a minimum of 2 months of available time. It is very easy to
know if you have 2 months remaining. Since we have approximately 4 months after the NOD...if the NOD was
filed less than 2 months ago, you have 2 months+ remaining. If the NOD was filed more than two months ago,
you have less than 2 months remaining...and the transaction is usually unqualified. The transaction is not always
unqualified, however, because some lenders respond quickly. So when the transaction is otherwise qualified it's
important to try and see if you can get cooperation quickly...you may be pleasantly surprised. Some lenders,
however, do not respond quickly. With some lenders it can take 4 weeks or longer just to get initial contact. Even
if we procure a buyer in 1 day...if it takes 4 weeks to get initial contact, and another 2 weeks to get approval we
are at 6 weeks. It's going to take at least another 2 weeks to close the transaction. Now we’re at a total of 8
weeks. Which is where my minimum guideline of “2 months available” comes from. Notice that | referred to this
two month period as a guideline, and not a requirement. There will sometimes be circumstances where you will
decide to “go for it”, even though less than 2 months remain. This is why the real estate industry is best served
by human beings (and not robots). Human beings have instincts. And sometimes these instincts tell us things

that our guidelines can not. If your instincts are talking to you, listen to them.

Conclusion

This qualification system was developed over the course of many years. During my career as a foreclosure
professional | have continuously made discoveries. Anytime a transaction “didn’t work out”, | would always ask myself why. As
you continue to grow as a professional yoursef, you will discover additional enhancements that allow you to further refine your

ability to qualify transactions. By using this set of procedures, in just a few minutes of time we are able to analyze a
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transaction. ..and determine how likely it is for the transaction to come to fruition. As we all know, in life there are no guarantees.
There are also many things that can occur, that we couldn’t have possibly predicted. Therefore, our goal is not to create a
flawless process that will determine with certainty which transactions will work (for this is not realistic). Our goal instead, is to keep
ourselves focused on the right transactions the majorty of the time. This is a very realistic goal. Thousands of real estate
professionals use these qualification systems daily. And the result of using them is that they are focused on the right transactions
the majority of the time. . .and at the end of the year they have done exceptionally well. | hope that you have enjoyed leaming my
qualification systems in detail. As you make discoveries of your own, | would be thrilled if you'd share them with me:

justin@foreclosureeducation.com

Justin Ryan is a seasoned foreclosure professional, published author, andnational speaker. His experience has taught him that
foreclosure is something that happens everyday to good people, so treat every personyou help as if they were your own family
member. For more information on how he can help your group achieve abundantrevenue from foreclosure transactions and

help a lot of people in the process, contact him directly: 248.494.3699, justin@foreclosureeducation.com.
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Short-Sale Negotiation

for Realtors
with Justin Ryan

The Realtor’s Key to Short-Sale Success

What We Do:

* Build the short-sale package and proof of why the
file is qualified

* Ensure that the file is complete before it goes out the door

* Ensure that file has been received by lender, and continue
sending until it has been received

* Follow-up with lender until file has been assigned to a rep

* Follow-up with rep until BPO is ordered

* Follow-up once BPO has come back and negotiate the file
(with all lienholders)

* Inform you of all requests for additional paperwork

» Solve complicated problems and issues along the way

* Follow-up until lender feedback has become final and
short-sale approval letters have been received!

What You Do:

* Meet with the homeowner and complete all documents
* Meet with the agent who performs the BPO

» Check weekly for the NOD filing

* Keep all parties informed of updates

My goal: To change short-sales from something you dread into something you enjoy
— _ i ,‘
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SHORT-SALE NEGOTIATOR *AUTHOR * SPEAKER




Short-Sale Negotiation

for Realtors
with Justin Ryan

Order Form

[0 Single file submission, $199.00 [must be paid by
the Realtor in California (not the homeowner)]

[(OShort Sale Silver — Full training program, $395.00
($199 set-up fee per file)

[0 Short Sale Gold — Full Training Program, $395.00
(unlimited file submissions, $395.00 per month)

Agent Name :

Address:

Phone:

Email:

Total Amount:

Payment type: O Visa [1 Mastercard [ Discover [1 AMEX
[ Check #

Cardholder Name:
Credit Card Billing Address:
CC#: Expiration: Security ID#:

Signature Printed Name Date



