
Truth Behind the Numbers

The house buying business is always interesting, and this year has been no 
exception. At the top of 2009, the lenders were still pretty inundated with months 
of inventory. Gradually, this inventory declined, making it a bit more difficult to 
purchase properties without a lot of competition. 

California Inventory Index

That said, The Norris Group’s loan business is humming along, with somewhere 
between 30-40 deals to fund at any one time. These wholesale deals are still 
dominated by purchases from lenders through the MLS. Recently, a shift has 
begun to occur. Trustee sales are becoming more popular. The inventory varies 
from $40,000 to $1,000,000 or more. The process has a few hiccups. 

Since there is virtually no equity in any of the properties going to sale, the buyer 
has to rely on the lender reducing the opening bid prior to the actual sale. The 
problem is that the notice the lender submits is within an incredibly short window, 
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often less than two hours from sale time, making it 
difficult to compete with large companies. 

These larger companies have several advantages:  
They have a fleet of people who will be immediately 
notified of a lowered opening bid. They can see the 
property and report back to home base. Even with 
some of its challenges, I still see buying at trustee 
sales as an excellent strategy for several reasons. 

Reason #1: The deals occur in price 
ranges where conventional buyers 
exist. 

This is critically important. Let’s say you purchase 
a vacant property at a trustee sale today. Tomorrow, 
you change the locks and begin to repair the property. 
Because our buyer will qualify for a conventional 
loan, we do not have to wait 90 days to resell the 
property as we do with an FHA buyer. (It has been 
my experience that REO deals usually are in the 
price range of FHA buyers.) 

Had you purchased the typical REO, you would 
have had a 30-day escrow period to purchase, a 90-
day wait for FHA, and then another 45 days in an 
escrow to sell. 

Reason #2: The trustee sale property 
is often in much better condition 
than the lender- owned version of the 
same house. 

Many times the trustee sale homes are occupied and 
in very livable condition. You might have to do some 
minor rehab and give the owner or renter some “cash 
for keys,”  but this is well worth the investment. 

Under the new appraisal rules, it is much harder to 
get full credit for your repair dollars when you resell 
the property. Most of the rehabs we did were in 
the ballpark of $35,000 and the houses were worth 
$150,000. The appraisal world is suspicious of any 

line item change that exceeds 10% of the sale price. 
The rule changes in May 2009 make it tougher to 
get an appraiser to take the time that is needed to 
document why your property should get full value 
for its complete repairs.

Reason #3: Trustee sale properties 
have to be purchased for all cash. 

You get a two-fer here. All cash eliminates a retail 
buyer almost 100% of the time and knocks out 
the inexperienced buyer. The margins of profit are 
smaller at the trustee sale, but the properties are 
newer and easier to sell. 

For example, we just purchased a trustee sale property 
for about $234,000. The house was built after 2000, 
not the typical REO deal, and we spent less than 
$1,000 on the rehab. There was a tenant occupying 
the property that we relocated for another $1,000. 
We received several offers, but our favorite offer was 
for all cash. The deal closed in just three weeks. The 
property sold for $315,000 and made us a net of over 
$50,000 in less than a month. Had the property been 
in the lower price ranges, we would have never seen 
an all cash offer.

Because of the new appraisal rules, it’s getting a lot 
tougher to determine what something will be worth 
when you sell it. Let’s say we commit to buying a 
listed property and go through the normal 30-day 
escrow. We repair the property and put it up for sale 
after the required 90 days have passed. The property 
immediately sells and 30-45 days later it can close. 

This process takes a minimum of 5 1/2 months after 
you decide to make an offer. Any of the comparable 
sales you were analyzing would have zero value by 
the time you put the property up for sale. If the sale 
comparables are more than 60 days old, you may 
have a problem even using them! This means that 
when you make an offer on a property that is likely 
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to be sold to an FHA buyer, you had be pretty good at 
projecting the future value of the property. 

I’m not telling you to run away from the properties listed 
in the MLS! Many deals are still being made and this 
will continue to happen for at least another two years. 
As an investor, you have to be aware of changes in the 
marketplace. You need to keep abreast of new rules in 
the appraisal and lending worlds. A change of policy 
there can affect what we do on a daily basis.

So, what’s with the shortage of inventory in the MLS 
anyway? I really thought this would have been the year 
that lenders were inundated with properties! Here’s 
a chart with data provided by Sean O’Toole from 
ForeclosureRadar.com that shows the approximate 
numbers of properties owned by California lenders. 

Existing REO Inventory

As you can plainly see, the number of lender-owned 
homes has declined from a high of over 143,000 to 
just a nudge over 80,000 currently. The term “shadow 
inventory” really does not apply to inventory already 
taken back by the lender. I was very surprised to realize 
the number of houses owned by the lenders had actually 
gone down. 

The next chart shows the number of trustee sales that 
have been held in the State of California. 

Since the peak of 28,000 trustee sales in July of 2008, the 
numbers have been in decline. This is why the lenders 
have been able to reduce inventory. There actually have 
been far fewer trustee sales in the past 12 months than in 
the previous 12 months. How is this possible? 

Trustee Sales Decline

Let’s look at the next chart. It shows the percentage of 
owners who are seriously delinquent in California. Do 
you see something fishy? 

Percentage California Delinquencies

Isn’t it rather amazing that California ended up with less 
REO inventory and fewer trustee sales during the same 
time that delinquencies soared to record highs and are 
still climbing! How could this happen?
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I think this is evidence of a behind-the-scenes 
“agreement” in place allowing the lenders not to foreclose 
on properties. The numbers are so staggering I cannot 
come up with any other explanation. Delinquencies have 
gone up by over 80% and the number of both trustee 
sales and REO inventory is sharply down? 

This raises two very important questions: When are the 
lenders going to be forced to foreclose on the rest of the 
people who are delinquent, and, why has it been in their 
best interest to wait? 

Using common sense, I took the progression of the 
delinquent borrowers and applied the same progression 
to what should have happened to the trustee sales. We 
know that 5.3% delinquency happened the same peak 
month that there were approximately 28,000 trustee 
sales. The following month delinquencies went up to 
5.6%. The formula is 5.3 is to 5.6 as 28,795 is to [?]. The 
answer is 30,424. We continued with this mathmatical 
progression until we got to July 2009. At that point, 
there should have been over 50,000 trustee sales. There 
were less than half that many!

Projected Trustee Sales

By my calculations, we are 306,000 trustee sales short 
of where we should have been had we kept up the same 
pace, factoring July 2008 as a benchmark. Now, not 
only do we have to make up and foreclose on those 

306,000 properties, but also we have to realize that the 
pace of delinquencies is about to explode, from 9.7% 
to about 13%. At 13%, California should create over 
70,000 trustee sales per month. 

The numbers are just staggering and are getting worse. 
I think that is why they are trying everything in the 
book not to foreclose. There’s also a danger of being 
so complacent about foreclosing that the word gets out, 

“Don’t worry about making your house payment. The 
lenders aren’t doing anything about it!” There is now a 
new reason foreclosures are going up. It’s called Strategic 
Foreclosure: Owners who are capable of making their 
house payments and decides not to. One of the reasons 
owners might do this is because…everyone else is doing 
it. This is actually happening!

I know this is anecdotal, but it serves as a way to take 
the temperature of the attitudes out there. I just finished 
talking to an executive at a hedge fund. He owns a 
home in Laguna Niguel, California and an apartment in 
Manhattan. His home in Laguna Niguel is on a cul-de-
sac with about seven other homes. He told me everyone 
else on the block has stopped making their payment 
and not one of them has lost their house or even had 
a notice of default filed. This is why the foreclosure 
inventory is down. The lenders have really backed off 
from beginning the foreclosure process. 

What’s the solution? I think eventually the lenders will 
foreclose on the homes, creating a tremendous glut of 
bank-owned properties. This will create a huge problem. 
Why? Because all of this inventory will need to be 
purchased, and the occupant-buyers will not be able to 
buy this inventory without some new, generous lending 
programs for them to raise capital. Our current attempt 
to bribe people into ownership is to give them $8,000 
when they qualify as a first-time buyer. I have a better 
idea and I hope you will pass this on to as many people 
as you can. If my idea were to be implemented, I think 
the real estate problems will soon be behind us.
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In order, here are the problems we have to solve:

Find a new group of buyers willing to buy a  1. 
property now.
Provide a way to reintroduce the owners 2. 
who lost a home through foreclosure 
back into the market as buyers. 
Provide financing for investors. 3. 

I suggest we allow owner-occupant buyers to be able to 
purchase a property for nothing down. (I know, I know. 
Be patient and let me explain why this will not result in 
a bunch of foreclosures.) These newly created loans will 
have two special features. First, if the borrower misses 
a payment, the loan becomes transferable to the next 
buyer without the new buyer having to qualify. The new 
buyer simply makes up the back payments and continues 
making the future payments. Result? Foreclosure 
averted. If the lender eventually has to foreclose, allow 
only this new crop of loans to hold a trustee sale 
with the opening bid equal to the total owed in late 
payments, not the principal. Remember, interests rates 
are at 5%. Every one of these properties would either be 
purchased by a new owner-occupant or an investor. The 
down payment would probably be the equivalent of six 
interest payments. If having “skin in the game” lets the 
down payment come from the sequential buyer…what’s 
the difference?

This would provide a way for many families to become 
homeowners. We know this is an important boost to 
the economy because, as owners, these people spend 
money to fix and enhance their new home. Let the new 
owners spend their money on new stuff for their house, 
thus creating jobs for other people! 

What if, at the trustee sale, there was a bit of a bidding 
war and an overbid occurred? I don’t think the owner 
who failed to keep up the payments deserves the money. 
What about reducing the federal deficit or funding green 
projects? 

There will be people who argue that allowing a new 
owner to purchase with zero-down puts lenders at risk 
all over again. I completely disagree! Prices have already 
come down considerably. The interest rates are about 
5%. In other words: The payment has never been more 
affordable. This is the perfect time to take the risk to 
sell to a new crop of first-time buyers.

Look at this chart:

This is a chart showing declining percentage of families 
that are homeowners. I read a projection that 7 million 
families will lose their home to foreclosure in 2010. 
Where will the new buyers come from without some 
creative thinking and how will those 7 million former 
owners re-enter the system of buying without the chance 
to just take over existing payments?

As for the investor, it is apparent to me that politically 
it’s very tough to get Congress to pass a new bill 
allowing investors to get favorable financing. However, 
Congress could approach the American public with a 
nothing-down ownership program. As long as the new 
loan program allows for non-qualifying transfers, the 
investor will get their share of financing by helping to 
prevent a bank from getting back another house.

I would welcome your comments!

Bruce Norris
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As we face an ailing U.S. economy bombarded by the 
subprime crisis, the rising cost of oil and the products 
that depend on it, and an expensive, ill-advised war, 
there is the opportunity for investors to profit from 
long-term gains at the expense of current economic 
problems. However, in the context of these current 
economic conditions, IRA holders can look toward the 
future and can take advantage of a change to the tax law 
that takes affect in 2010.

In 2010, regardless of your income, you can convert 
your traditional IRA assets to Roth IRA assets. Under 
the current law, you cannot convert a traditional IRA 
to a Roth if your adjusted gross income (AGI) exceeds 
$100,000. If any of your assets are currently undervalued, 
2010 could be a great opportunity to convert your funds. 
The assets will be taxed based on their fair market value 
as of December 31, 2010, and you also have the option 
of paying your tax bill over two years. You can pay the 
tax with cash outside of the IRA, which preserves your 
IRA assets. After the tax is paid, your earnings will never 
be taxed again. Roth IRAs offer the added benefit that 
there are no required distributions. Unlike a traditional 
IRA, which requires that you begin taking minimum 
distributions starting at age 70½, with a Roth, you can 
let your assets sit and continue to grow. In a time when
people work longer, you can amass wealth in a non-
taxed environment for as long as you want.

Because you can convert as much or as little of your IRA 
as you want, you can choose to convert only the assets 
that have a current low value but that you anticipate 
having more value in the future. For example, if your 

self-directed IRA has real property that has been 
decreasing in value in today’s market but you expect a 
turnaround, that asset may be ideal to convert at the 
current fair market value.

Fair Market Value

Neither the Internal Revenue Code nor IRS regulations 
provide a general definition of fair market value for 
income tax purposes. The IRS regulations, however, 
use the following definition in connection with specific 
income tax issues as well as for estate and gift taxes:

“The fair market value is the price at which the property 
would change hands between a willing buyer and a 
willing seller, neither being under any compulsion to 
buy or sell and  both having reasonable knowledge of 
relevant facts.”

This is the definition adopted for purposes of valuing 
charitable contributions of property, pension plan assets, 
and real property interests disposed of by nonresident 
aliens and foreign corporations. The courts have also 
followed this definition when addressing tax issues.

You must determine the fair market value before 
converting your traditional, pre-taxed assets to Roth, 
post-taxed assets. This value is used to compute the 
federal tax, and possibly state tax, that you owe. The 
best way to establish the fair market value is through a 
qualified appraiser. The appraiser must have an arms-
length relationship with the taxpayer and the asset. The 
IRS might also accept a recent bona fide offer from a 
third party who is not considered disqualified under 
IRS regulations involving IRAs and qualified retirement 
plans.

Debt-financed assets, such as real estate, must be valued 
at net asset value. This means that the fair market value 
subtracts the amount of debt remaining after the date 
of the appraisal or valuation. Private placements should 
be assessed by persons or firms qualified to make such 

PreParing for 2010: Converting Your traditional ira assets to a roth

Written By:
HugH Bromma 
entrust California

www.entrustcalifornia.com
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appraisals. Cash, stocks and bonds, and publicly traded 
assets use the established values on the date required 
for valuation.

Plan Ahead to Minimize Tax and 
Maximize Gain 

The object is to pay as little tax as is legally required and 
to pay the tax with non-IRA funds, thus preserving the 
funds that are never taxed again. If you can, convert 
as much as possible, concentrating on assets that have 
the highest potential of future appreciation or income 
within your time horizon.

Tax planning with a professional is always a good idea, 
but especially so in 2010 if you want to take full advantage 
of the new law. The amount you convert is added to 
your income for 2010, and your tax is calculated on your 
total adjusted gross income. So in 2010, it behooves you 
to have as little income as possible and plenty of losses. 
You can also spread the tax burden and pay part in 2011 
and 2012.

After you have converted the asset, you can withdraw 
all or part of it at any time without paying federal taxes 
if you are at least 59½ years old. However, you may owe 
state tax. States differ on how assets in IRAs are taxed, 
and you should make sure that your have adhered to 
your state’s tax requirements.

The biggest question you have to think about is how 
well is your crystal ball working; how well can you 
and your tax advisors foretell your economic and tax-
paying future? Clearly, the more flexibility that you 
have and the more time that you have will give you 
more opportunity for appreciation and improve the 
possibility of the conversion paying for itself. But if past 
history and inflationary pressures are any indication, if , 
for example, your real estate investment is valued at 35% 
less than when your IRA purchased it, the increase in 
value over time should not only make up the 35% but 
even more. So converting now at its lowest fair market 
value may be a wise investment. 

Doing the Numbers

It can be daunting to figure out the tax implications 

when taking inflation and cost of living indicators into 
account. If your property is in a traditional IRA, when 
you take distributions, which are required, you pay tax 
on that property at your ordinary income tax rate. Some 
pundits suggest that your tax rate will be lower when 
you are older and retire. This may be, but tax rates have 
hardly decreased over time.

Just to take a simple case, let’s say your property has 
a fair market value of $100,000 today. If the property 
appreciates as a result of inflation by 2.5% annually over 
20 years, the fair market value will be $163,000. You will 
be paying tax on an asset valued at least 63% higher just 
due to inflation. Paying tax in 20 years at 35% leaves you 
with a property worth about $106,000, without taking 
into consideration any gain as a result of appreciation.
Your cost of living may also increase at a nominal annual 
rate of 3.5%, based on current rates. That means you 
have to make up the difference between the fair market 
value of the property and what your real cost of living 
is on the amount that you need to live on, or $199,000. 
In this scenario, you need the property to appreciate to 
at least $306,000. Tax on $306,000 is $107,000, leaving 
you with the $199,000 that you need to just break even 
with the original fair market value. So in this case, you 
hope for either better appreciation or lower taxes.

The income on the property also plays a big role 
over time. Let’s say that your property has a 7% net 
operating income annually. Over 20 years, that equals 
about $314,000. You also invest the income in money 
markets that make 4%, adding another $15,000. So 
when you add your $329,000 in income over 20 years to 
the fair market value of $306,000, you end up with an 
IRA worth $635,000! Tax on a distribution of $635,000 
at the rate of 35% is about $222,000, leaving you with 
$413,000, a little more than twice as much than the IRA 
had in real dollar terms.

If you had paid the tax with money outside the IRA in 
2010, you would pay $35,000 (35%) on the $100,000 fair 
market value. Taking into account how much you could 
have made on the tax you paid in 2010 over 20 years—
we’re using 14.8% compounded annually, which totals 
about $553,000—and adding that to the $413,000 in the 
above scenario, your IRA is valued at nearly $628,000 
($996,000 taxed at 35%) rather than $635,000. But that 
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Code Sec. 1031 affords taxpayers a unique opportunity 
to utilize all of the proceeds of sale of the relinquished 
property in acquiring replacement investment or business 
property by avoiding recognition of realized gain.  Some 
of the reasons a taxpayer would want to exchange include 
the following:

1031 allows one to use all the proceeds of a sale to • 
acquire new property without reduction for taxes; the 
acquired property must be of at least equal value, but 
one can use the proceeds to acquire more than one 
property or by using leverage, acquire more valuable 
property;

1031’s flexibility permits acquisition of different types • 
of properties with exchange proceeds permitting 
taxpayers to diversify real estate portfolios, for 
example exchanging residential for commercial or 
raw land for income producing property, without tax 
consequences;

A taxpayer recognizing a large capital gain who would • 
generate on alternative minimum tax liability in a 
situation where the capital gain would not otherwise 

be taxed, shelters other income from the alternative 
minimum tax as well by using 1031;

For Estate planning continued exchanges throughout • 
ones lifetime may be a useful technique because 
heirs will get the step-up in basis provided by Code 
Sec. 1014 at the taxpayer’s death, thus permanently 
avoiding recognition of gain on the property.

There are also reasons one may not want to use 1031.

You wouldn’t want to use 1031 if the sale transaction • 
would result in a loss; in this situation there would 
be no benefit of tax deferral and no opportunity to 
offset other income with the deduction of the amount 
of the loss.

If the exchanging party must take back purchase • 
money debt to sell the property and the debt will 
cause much of the gain to be recognized.

The gain is too little to justify the additional cost of • 
exchanging.

If you are one who thinks the reduced capital gains • 
tax rates will be increased in the near future it might 
make since to pay the tax now.

You may wish to use the after-tax funds for other • 
purposes than reinvestment in like-kind replacement 
property.

WhY exChange?

Written By:
SuSie LeivaS 
Cfo, leivas & assoCiates

www.LeivaSaSSoc.com

money does not get taxed on distribution. You end up 
with $628,000 and not $413,000.

Is It Worth It?

In summary, if you pay tax in 2010 on a low cost basis, 
the outcome in the long term can be substantially better 
if your assets earn a good return and they appreciate in 
value. If you expect very high appreciation and income, 
converting to a Roth IRA in 2010 could be profitable. 
Most importantly, do the numbers with the advice and 

input of competent accounting and tax professionals. 
Also, you need to think about paying taxes 20 years from 
now. In our example, the tax bite is $338,000 in 20 years, 
not $35,000 in 2010.

Keep in mind that you can spread the tax over two years. 
If you plan now, you can possibly minimize your tax 
burden by managing your income and losses. But who 
knows, the value of dollar may be relatively the same  
and render the question moot.
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I buy distressed properties from sellers. When I say 
distressed properties, I don’t mean the sellers are 
distressed. There is a difference. The types of properties I 
like to buy should probably be condemned. These are the 
properties you can smell from the street when you pass 
by in your car with the windows rolled up! I really enjoy 
getting inside of them and poking around. REOs are too 
boring for me. I want to see filth, mold, piles of garbage, 
pools filled with junk and murky water, newspaper for 
carpeting, and lawns so overgrown they hide things 
like old motorcycle frames and Big Wheels. Roaches are 
child’s play. I once bought a house infested with so many 
mice they were running all around the house like a Habit 
rail, and I was beating them off my shoes with a fire 
place shovel! I recently advertised a wholesale deal I had 
under contract with this catchy headline: If You Think 
Cat Pee Smells Like Money, Welcome to Fort Knox! 

This brings me to the story of a very interesting deal. 
I was contacted by the owner’s niece. She had been 
assigned Power of Attorney to deal with the property. I 
spoke to her on the phone and she said the property was 
really bad. I got the address and was excited to get out 
there and take a look. It didn’t disappoint; I knew I had 
a real stinker. The house was boarded up, the grass was 
about a foot and a half tall, the meter was pulled, and 
there was a tree leaning up against the patio cover. Upon 
further inspection I found a Code Enforcement notice 
of violations and fines. When I called to find out what 
the story was, I was informed that the seller had flown 
the coop about eight years earlier. She was still coming 
by and feeding her cats for a while, up until a few years 
ago when animal control took away all 42 of them! I was 
basically standing next to the world’s largest litter box.

I comped the house and figured – fixed up – it was 
worth about $120,000. I negotiated a $30,000 purchase 
price, got the contract signed, and immediately started 
advertising the property to my buyers list for $45,000. 
My email blew up. I had a hot deal on my hands. We 
opened escrow with the seller and I intended to assign 
my contract to my buyer. 

The owner, thinking it was a done deal, and knowing 
escrow would wire the proceeds into her account, 
decided to take a road trip across the country. She didn’t 
tell anyone where she was going, when she would be 
back, and didn’t have a cell phone. I had fourteen days 
to close escrow. Sometime in the second week we were 
informed by Title they would not insure the transaction 
because they didn’t like the Power of Attorney. They 
didn’t believe she had the power to sell. With the 
owner missing in action, I hired a retired Los Angeles 
police officer and fellow investor to track her down. It 
didn’t matter. The city moved forward with their plan 
of placing the property into conservatorship. I lost my 
$15,000 wholesale fee and the taxpayers now have the 
pleasure of paying prevailing wage rates to have the city 
rehab the property.

While this deal didn’t work out for me or the seller, it 
taught me a valuable lesson: when dealing with the seller 
or the seller’s representative, check and double check 
to verify they have the power to sell. Had I gotten the 
seller to sign a Contract for Deed instead of a Purchase 
Agreement while she was still in town, equitable title 
would have passed to me and I could have saved the 
deal. There is always something to learn in this business, 
and I encourage you to stay focused on your goals and 
continuing education. Don’t ever let a small set-back like 
this one get you down. As I write this, I am in escrow on 
what may be both my worst and most exciting property 
yet. I’ll be sure not to let this deal get away.

the right ContraCt for the Job

Written By:
aaron mazzriLLo 
investor

www.socalreia.com 
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Is the glass half full or half empty?  Or is it the wrong 
glass? On October 8th, Treasury Secretary Geitner 
announced that the Administration’s loan modification 
program was on target to help 500,000 households avoid 
foreclosure. On October 9th, a Congressional TARP 
Oversight Panel released a critical report that predicted 
the Administration’s program would, “in the best case,” 
prevent “fewer than half of the predicted foreclosures.” 
(NY Times 10/10/2009).  Who’s right?

The problem, of course, is that no one really knows.  
The program, which requires completion of a three-
month “trial” period for a homeowner to qualify for a 

“permanent” loan modification, is still in the infancy of 
the implementation period to provide any meaningful 
statistics. According to the NY Times article, as of 
September 1st, only 1.26% of trial modifications had 
become permanent, and the plan had produced only 1,711 

“permanent” loan modifications. Many of these so-called 
modifications involve only a short-term reduction in rate, 
with no reduction in principal, and leave the homeowner 
upside down with no hope of qualifying for a refinance.  
With many Option-ARM loans due to reset, thousands 
of new homeowners who just entered the market to take 
advantage of the 3.5% FHA down payment, and with 
the $8,000 tax credit, the stage is set for a new wave 
of delinquencies if the job market continues its current 
trends.

Another problem is the so-called “shadow inventory” - 
the homes that should be on the market at a trustee or 
foreclosure sale, but are not.  The evidence is empirical but 
not necessarily reliable.  Stories abound of homeowners 
who have not made their mortgage payments for months, 

but who have yet to receive a Notice of Default from their 
lender.  Perhaps some lenders are waiting to see how their 
first round of “trial” modifications play out.  In some 
cases, the sheer volume of applications has overwhelmed 
the loan servicers, forcing delays stretching into months 
while the applications are “under review.”

Bruce Norris recently attempted to calculate more 
precisely the extent of this phenomenon, noting that 
the number of Trustee Sales had dropped despite the 
ever-increasing number of delinquencies.  In July, 2009, 
he reported the number of Trustee Sales in California 
had dropped to slightly more than 17,000, compared to 
almost 29,000 in July of 2008.  Based on the number of 
deficiencies, the number of Trustee Sales should have 
been almost three times more - 52,700!  Running the 
numbers over the past year, comparing delinquencies 
vs. trustee sales, Bruce Norris calculates that there are 
approximately 306,329 additional homes that should have 
gone to trustee sale in California.  If the rumors about 
delinquent homeowners who haven’t even been added to 
the list are even partially true, the discrepancy would be 
even higher.  And if the best the Administration’s Plan 
can hope to achieve is “less than half” of the predicted 
foreclosures, the prospects for success are indeed dismal.  
Any grade less than 50% would not be considered 
acceptable under any circumstances.

Rising unemployment, overwhelmed and untrained loan 
servicing agents, and a continuing refusal to provide 
adjustment for actual market value, are all ingredients 
for failure. Add a few scoops of Option-ARM resets, 
continuing chaos in the appraisal system, and a whole 
new crop of FHA-backed minimum-down mortgages to 
the mix, and you have the classic recipe for a catastrophe.  
On the national level, the conflicting statistics only 
generate fuel for debate over policies and programs.  But 
at street level, families and neighborhoods continue to 
suffer from the collapse of a complicated securitized 
mortgage marketing scheme that should not have been 

loan Mod CatastroPhe Can be avoided

Written By:
Jeffrey B. Hare 
attorney, Broker

www.jeffreyhare.com
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allowed to take over and replace a more fundamental but 
functioning system.

What most homeowners facing default fail to grasp is 
that the investors who hold or control their mortgages  
have absolutely no incentive or interest in “saving” the 
homeowner from default.  All that matters is the value 
of the Note, and in any particular situation involving 
a portfolio consisting of hundreds or thousands of 
individual Notes, which in turn comprise security for an 
investment held by shareholders, the decisions whether or 
not to modify the terms are made — not for the benefit 
of the individual homeowner — but purely and simply 
on the basis of the impact on the value of the portfolio 
overall.  Complicating this process are multiple layers 
of IRS, SEC, and similar regulations and restrictions 
that limit the extent to which the portfolio managers 
can make adjustments without putting the shareholders 

— or themselves — at risk.  As it is, the best a lender can 
tell a homeowner in distress is that they will do a “charge 
off,” effectively shifting the financial burden for the loss 
from the lender to the borrower.  While it sounds like a 
huge break if the lender “forgives” a $100,000 Note, the 

lender gets to write off the loss against other gains, while 
the homeowner faces the prospect of a $40,000 tax bill 
via a Form 1099.

There are solutions out there.  Modifying the tax codes 
and restructuring the securitized mortgage market 
dynamics would take too long and would offer little in 
the form of timely relief.  I like Bruce Norris’ concept 
of returning to the days when an investor could buy a 
property by assuming the existing loan.  It would be 
a simple transaction, and would return control of the 
housing market to people willing to work to make it 
succeed, instead of to faceless institutional speculators 
amassing unmanageable volumes of security instruments 
that bear little relation to the properties they represent.  
Investors would be permitted to manage their risk more 
directly, and more importantly, homeowners would 
have the opportunity and the incentive to participate 
in the process for a successful outcome.  It provides 
the opportunity for a classic “win-win” that would 
save families, preserve neighborhoods, and restore 
communities.

Change to Hard Money
Direct deposit is available on all hard money loans!

Setting up direct deposit is easy and saves the hassle of writing monthly 
checks. This secure, automated system will allow us to serve investors and 
private money sources better and faster. 

We look forward to working with you in 2009 ans 2010!

Join Bruce Norris as he walks you through how the 
Norris Group is finding wholesale deals in California 
today. Bruce teaches from his California “Only” Investor 
Series. Register online at: 

www.lareic.com or  
call 310-792-6404

California “Only” Investor Intensive
November 14th in  
Los Angeles, CA 

Hosted by:

Real Estate Investment  
Club of Los Angeles
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= tnG lIve event

Have $100,000 or more and looking to earn 9% return 
for 8 years?!

The Norris Group is ramping up our new long-term financing program. 

Loans will be made on first trust deeds on non-owner occupied California 
residential real estate (1-4 units). Homes will be rehabbed and rented before 
consideration. Funding will be at 60% ARV.  

Our trust deed investments are managed by a professional team with over 
100 years of combined experience and that have funded over . We’ve funded 
over $150 million dollars and thousands of transactions.

Phone: (951)780-5856
Fax: (951)780-9827

www.TheNorrisGroup.com

earn Passive 9% over 8 Years

= specIal all day tRaInInG

the norris grouP Calendar

Nov 10th Six Proven Steps to Become a Real 
Estate Multi-Millionaire… in the Next 
24 Months - Los Angeles Real Estate 
Investment Club (LAREIC.com)

Radisson Hotel  
6161 W. Centinela Ave. -  
Culver City, CA 90230

Open

Nov 14th California “Only” Investor Intensive 
for Los Angeles Real Estate Investment 
Club (LAREIC.com)

Sheraton Gateway LAX Hotel 
6101 W. Century Blvd.

Open

Nov 16th-18th TNG REO Boot Camp Riverside, CA Please Call
Nov 19th Six Proven Steps to Become a Real 

Estate Multi-Millionaire… in the 
Next 24 Months - Northern California 
Real Estate Investors Association 
(NORCALREIA)

Holiday Inn  
5321 Date Ave 
Sacramento, CA 95841 
(Off I-80 at Madison Ave)

Open

Nov 19th-20th Builder Industry Show 
Bruce to speak on the 20th

Biltmore Hotel 
2151 Laurelwood Road 
Santa Clara , CA 95054

Open

Dec 5th San Jose Real Estate Investors 
Association (SJREI) - 
“Three Strategies for Making Money in 
2010”

TBD Open

Dec 6th North San Diego Real Estate Investors 
Club (NSDREI)
Holiday Party and Real Estate Panel

El Camino Country Club in  
Oceanside, CA

Open

Dec 8th San Diego Creative Investors 
Association (SDCIA) - Holiday Meeting

Scottish Rite Center  
1895 Camino del Rio South,  
San Diego CA, 92108

Open

TRUST DEED
INVESTMENTS


