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Chapter 1 - Awash in a Rising Tide of Red Ink
The signs were all there: the Earth shook. The ocean bubbled. And the waters receded suddenly as if sucked up by a giant vacuum. It’s time to get off the beach . . . a tsunami is coming! Instead of the ocean’s fury, though, it’s the monstrous tide of underwater mortgages. And it’s rising higher! Most experts predict that it will continue as property values drop and more people go underwater every day. The ground hasn’t stopped shaking yet! So, what is an underwater mortgage anyway? Just in case you’ve been hiding in outer space or in a coma (welcome back, by the way), being underwater on your mortgage means you owe more than what your house is worth. It’s called negative equity . . . and anything negative can’t be good!
Not scared yet?
Try this, courtesy of a First American Core Logic report as of the end of fourth quarter 2009: 24% of US homeowners with mortgages owe more on their homes than they are worth. That is nearly one out of every four people who have a mortgage! Yes, 11.3 million of us are walking around either oblivious or valiantly trying to fight our way to higher ground. Even more frightening, the recent stats don’t tell the whole story.
They don’t count the record numbers of people who have already foreclosed on their homes . . . or the overwhelming tide of foreclosures to come! Unfortunately, with real estate values falling off a cliff—and no soft landing spot in sight—more of us are joining the ranks of the underwater every day. So you will have a lot more company underwater. How comforting . . . I think NOT!
In addition to those already underwater at the end of 2009, another 2.3 million mortgages were approaching negative equity situations—called “near negative equity.” This is the term for those lucky folks who have 5% or less of equity—or you could call them the foreclosures of tomorrow. If you take these homeowners into consideration, almost 29% of all residential properties in the US were underwater nationwide. Now we’re getting close to there being one out of three people in this situation. It’s getting really crowded down here in the ocean’s depths! That’s not all. One out of ten homeowners owe at least 25% more than what their house is worth. So if you have a house worth $200K and you owe $245K or more on the house . . . CONGRATULATIONS! You are one of the (un)lucky ten percent.
How Did You Get Underwater? While we weren’t looking, an earthquake touched off this giant tsunami hurtling toward us. It was called the total collapse of the real estate market. It came out of nowhere!
It was 2007. The real estate bubble had burst. Too many investors, too many easy loans (or really too many naïve people signing their lives away because they didn’t crunch the numbers, were unrealistic, or were just flat out being emotional), too many adjustable-rate loans: 3/1’s, 5/1’s, and the diabolical “Option” ARM (adjustable rate mortgage) that had a negative amortization component to increase cash flow but which also increased the principal owed. Too many greedy loan originators who only had their bottom line in mind. It was a confluence of factors that created the perfect storm. And we’ve been reeling from it ever since. Because people stopped buying homes, the prices started dropping and continued dropping and dropping some more! Hold on tight, folks . . . the ride isn’t over yet! Surely, many of us thought, the declining real estate values would have to stop dropping sometime!
Prices have been steadily dropping now for about three years. Yes, we can still HOPE that we are at the bottom. But with foreclosures not slowing down, we could be wrong about that. We’ve been wrong before! So here you are sitting in the home you paid $245K for. Suddenly houses just like it—even down the street—were selling for $225K, then $205K. Today, it could be as low as $175K—and it may get even lower. Meanwhile, you still owe the bank for whatever portion of the $245K you borrowed. This is the most common way to find yourself underwater. Another way is to have borrowed on your home. You know, back in the days of easy credit! The banks were more than willing to loan you money on the overinflated value of your home—or give you a second mortgage or a line of credit. Well, just as in the example above, when home values drop—you’re at risk of going under.
So what does all of this mean to you? You can’t sell your home—unless you’re willing to OWE money at closing. And you can’t refinance, either—no bank is going to loan you more than what the house is worth.
Yes, you guessed it . . . you are STUCK underwater with your current home—and your current mortgage. Like it or not!
It’s not just you that suffers, either. As we well know, the entire real estate profession—most notably, realtors—are suffering right along with you, perhaps even more so.
But here’s some good news! You are NOT powerless.
There are things you can—and should—do to protect yourself and your finances. Things that will get you back in the driver’s seat—and out of the cold, murky water!
Because we are real estate professionals—and previously owned some seriously underwater properties—we know what we are talking about. We’ve been through it and we got out of it. We can help you get out of it, too!
First, let’s look at the typical paths that most underwater mortgage holders take.
If you’re one of the lucky few able to continue making payments on your underwater house, you can remain there. In fact, the drop in your house’s value doesn’t affect you too much. As long as you have a fixed rate mortgage—where the interest rate you are paying remains the same for the life of the loan—you won’t see a rise in your payments.
But what if you have to move? Or you lose your job? Or you have an ARM that is resetting? Huh? A what? Yes, it’s possible to have the amount of your payment increased—thanks to nifty and seemingly harmless loans called ARMs. But watch it—at the end of that “ARM” is a fist that will sucker punch you in a few years! In fact, ARMs are the reason that we haven’t even seen the worst yet. Why is that? Simple.
The largest number of mortgage loan products sold in 2005, 2006, and 2007—the prime boom years—were 5/1 ARMs. These 5/1 ARMs are adjustable-rate mortgages that have a fixed interest rate for the first five years and then “reset” after that.
Reset? Sounds like a good thing, huh? ABSOLUTELY NOT!
The amount of interest you pay will reset—most likely to a higher amount.
Which means your house payment increases. Which means you may no longer be able to make that higher house payment. Which means—you guessed it—you are in the same situation as millions of others with underwater mortgages—namely, unable to keep up the payments. Now, if interest rates go down—great! Your payment will actually decrease. But guess what? That’s not what experts are predicting and it’s not what’s happening now, either. With headlines such as “Inflation Warning Etched in Steel,” you can bet we’ll be seeing even higher—probably skyrocketing—interest rates. It’s only a matter of time—and most likely sooner rather than later.
And here’s the kicker . . . 5/1 ARMs reset EVERY YEAR!
So from 2010 to 2012 (that’s right, starting this year), these 5/1 ARMs will experience their first reset. Which will continue to prolong this colossal mess . . . and cause another ocean of foreclosures! Now, if you have an ARM, you are more likely to default on your mortgage—eight times more likely than those with a fixed rate loan according to a recent Harris Poll and currently over 40% of those with an adjustable-rate mortgage are 90 days past due—or more.
Don’t know if you have an ARM? Check the paperwork. Call the mortgage holder. You can find out one of these two ways. Now that you have a somewhat clearer picture of the situation, you may be asking the perfectly natural, somewhat panic-stricken question: What on earth do I do now? Take a deep breath and put your goggles on. Let’s have a look at the traditional options available to underwater homeowners.
With a loan modification, the lender agrees to modify all or some of the terms of the mortgage. This is a process where the existing note is modified . . . but not cancelled.
Changes to your loan can include:
Extending the term—Let’s say you have a 30-year mortgage—meaning that if you made all the payments as agreed you would have your home paid off in 30 years.
Well, if presto-chango—that loan is suddenly stretched out to a 35- or 40-year term, your monthly principal payments go down (notice I said PRINCIPAL—not interest—payments), which reduces the total monthly payment amount. . . for the time being.
What do we mean “for the time being?”
Simply this: If you have an ARM—and interest rates climb as experts almost universally agree they will—your payments will increase again. Tricky, huh?
Changing the monthly payments—Another way of extending the term of the loan is if you pay for the house longer, which lowers the monthly payments. But you won’t owe less. In fact, you’ll end up paying more for your house in the end—because you are paying interest for a longer period of time.
Changing the interest rate—This will also lower the amount you pay per month. Your house payment is principal plus interest, so if you lower the interest, you lower the monthly payment amount.
Be careful, though . . . you may still be subject to higher interest rates down the line unless your mortgage holder takes the rare step of making your ARM a fixed-rate loan.
Notice a pattern here? Your mortgage holder has all sorts of clever tricks to change the amount you pay per month, but they will rarely change the principal balance.
You STILL owe more than what the house is worth, and if you stay in the house, you will end up paying that ridiculous amount plus even more, because the amount you are in arrears is tacked onto the back end of the loan. As you can see, we don’t hold much faith in banks and mortgage holders voluntarily hurting themselves to tip the odds in your favor! Plus, loan modifications are just a band-aid to put over an infectious wound, prolonging the inevitable disease—a short sale (see below).
They keep the payment low for three to five years; then the mortgage resets to your old terms, PLUS the unpaid default amount gets tagged onto the back end of your principal—hmm, what a great deal.
Yeah, right. They are playing off your emotions and short memory here—banks aren’t stupid. They will give you hope by negotiating a lower payment for a while—but then rape you on the back end. Or, the rate will increase after a few years, and you end up paying them all of, or more than, the original note.
Here’s the kicker: Very few people are approved for loan modifications. Most recent numbers are only 2.8%—not even 3 measly percent! Also, 51.5% of the miniscule amounts of people who are actually approved default again within nine months . . . and then face a short sale or foreclosure anyway! Which brings us to the next option.
A short sale has nothing to do with an expeditious sale of your house. A short sale is very, very, very long in terms of timeline! There is nothing short about a short sale.
A short sale is quite simply a sale where the bank takes a “short” payoff when you sell your home—they accept an amount less than the amount owed on a home. This is a simple explanation.
To elaborate further—the loss that the bank takes from the principal owed may or may not be forgiven. Meaning you may still owe money at closing. Got the extra cash lying around to take to the closing table? I didn’t think so! To make it even more complicated, the laws vary depending on which state you live in. Arizona, for instance, is a “non-deficiency” state (meaning the bank can’t come after you for the remaining balance after a short sale).
Here’s the catch: the criteria to qualify. Check this out: The home must be your primary residence. The loan must have been purchase money, defined as the existing mortgage(s) or loans(s) you purchased your home with (this can be a first and a second but both had to be obtained when you purchased the home). The home must be a single-family residence on 2.5 acres or less (another example of the government involvement making things difficult—because the definition here gets very muddy).
So, I’d say short sell your underwater home—OR live in it as long as you can and give the bank the keys. In fact, a better strategy is to short sell it just to prolong the foreclosure—short sales take so long that you may live in the home for free for over a year or more before there is an “agreement for sale” (notice from the bank that your short sale has been approved).
At first glance, a “deed-in-lieu of foreclosure” seems like a fast way out. But it’s not.
You give up your rights to the house—basically giving it back to the bank. But of course, you lose whatever you have invested in the house and the lender also has to want to accept your house . . . and believe me, they don’t want it! Here’s the thing that will come back and pull you even further underwater when you least expect it. If the mortgage company sells the house for less than what the loan amount was (and let’s face it: they will), then you owe the difference! They can file a deficiency judgment to collect the money. It depends on your state's laws and whether it's your primary residence or not. (To be sure, check with an accountant or a real estate professional in your area. Most of all, don't stress–we can help you find a certified short-sale Realtor who specializes in your area. Just contact us).
Not only can they go after you to pay back the deficiency (or shortage), they can report it to the IRS on a form 10991 as income! “Phantom” income if you will—income that did not exist. A good accountant may be able to wash away this 1099 (if certain rules fit your circumstances) claiming insolvency and, of course, filing bankruptcy is always an option. Filing bankruptcy is solely a business transaction (businesses do it all the time). There is nothing emotional about filing bankruptcy. While this is easier said than done, if filing bankruptcy makes sense on paper, then do it! It is a miserable thing to go through, admittedly, but it is usually pretty quick, and when it’s over there is an amazing sense of relief to be able to start over! So you’re not off the hook, and you had to vacate your home immediately. A deed-in-lieu is not such a great deal after all, huh?
1Note: 1099A and 1099C—there are two different types of 1099s:
1099 A—Acquisition of property through a deed-in-lieu, or foreclosure, and 1099 C—Cancellation of Debt (Short Sale)
If you’re stuck making payments you can’t afford and selling or refinancing is not an option, foreclosure is typically the outcome. Foreclosure is where you stop making payments and the banks go through a lengthy process resulting in their ultimately repossessing your house. Your credit takes a hit—and a deficiency judgment can still be filed. (Can’t get away from that pesky thing, can we?) Realty Trac tells us that there were a record number of foreclosures in 2009. No surprise there! A foreclosure notice was served to 2.8 million properties in the US—which was up 21% from 2008 and 120% from 2007. 2010? It isn’t looking much better so far!
The early data is showing increases in foreclosures, especially in foreclosure hotspots like California, Nevada, Arizona (that’s where we live), and Florida.
If you are the proud one in ten homeowners with a mortgage amount that is 25% over your home’s value—watch out! You are much more likely to have your house foreclosed on than if your mortgage were only, say, 5% over the home’s value. The problem is that as values keep dropping, you might just get there sometime soon.
Beginning to think you are screwed no matter what you do? Sure looks that way, doesn’t it? But there are still ways to position yourself to the greatest possible advantage—so that you and your family can emerge in a stronger position than before. We know because we are real estate professionals and because it happened to us—we found ourselves in the same situation so many other homeowners have faced, are facing now, or will face in the near future–only twelve-fold!
As realtors, we did what we were supposed to do. Sell houses and invest in them. By following that conventional logic, we ended up as underwater mortgage victims—on a scale much larger than what is typical! Let me explain.
We had 12 properties underwater. That’s right—take your one house and multiply it 12 times! Talk about overwhelming! We also had over $1 million of our own hard-earned personal cash equity in those properties that we walked away from.
We can see why people get mesmerized by the sheer enormity of a tsunami wave coming toward them and stand there gazing at it instead of running like hell. They are transfixed by the sheer size of it all, the magnitude—even if for only a moment.
One day, though, we wisely decided to turn around and start running—and we have never looked back!
It was a normal Tuesday and I was paying bills.
Picture this—we had an amazing number of monthly bills. All the first and second mortgages, utilities on three houses (our primary home and two “second homes”–one in Carlsbad, California, and another on Hilton Head Island in South Carolina) and on vacant rentals (properties in between tenants), all the business lines of credit, all the credit cards I had leveraged my development project against . . . I spent probably ten hours a week just writing checks!
There was nothing special about this particular day, other than I hadn’t slept the night before and I decided to take a good hard look at our entire portfolio—everything, each home individually, our income, our cash flow, our fixed and variable overhead, our IRAs, 401Ks, etc.
Then, as if I got hit on the head with a tack hammer, I suddenly realized that I was using all the resources we had (in many cases these resources were really just more debt) to stay afloat instead of facing the reality that we were not going to be able to sustain everything for much longer and that I had to start looking out for myself and my family. I did an absolute 180 that day.
I realized that we were going to lose everything, and in that moment, a surreal calmness came over me—I was suddenly 100% at peace knowing that all our material possessions would be stripped away. There was also an amazing feeling of liberation or freedom. Now I knew that we needed to start saving every dime we could to be able to start over. I knew we needed to start thinking about our family and not the rules of the banks. It was all just stuff anyway . . . it was meaningless really.
The economy and the real estate market were so bad that I realized that all of our “assets” had in fact become “liabilities.” They were never going to help my family and me be able to secure a comfortable existence anyway. This turned out to be an amazing day. I felt rebelliously irresponsible . . . but at the same time completely relieved!
The epiphany can be summed up like this: I just stopped worrying about all of the rules set by the people we owed money to—and started worrying about protecting and increasing the cash and valuables that we had. At the same time, knowing how things work, I was determined to use the system in every way possible and milk it for every penny I could. Why? So that we could restart when all the smoke cleared and it worked beautifully!
Of course, at first, I tried the typical avenues. I even tried to modify one of my jumbo loans. You see, we had a 6,200 sq ft palace on an acre lot with a backyard paradise; a huge Pebble Tech pool; a Jacuzzi; a guest house; a theater room with a 6 ft by 4 ft screen; a game room with a pool table, foosball table, and ping pong set-up; a 6-car garage which, of course, I filled with Porsches, Harleys, a Jeep, a Mercedes, a Hummer, a 41 ft RV, and more; a master bathroom complete with a very important piece of porcelain known as a bidet (if you don’t know what a bidet is, I am not going to explain it to you—it was “French” to me also when I bought the home). As you can imagine, we really wanted to keep this property!
So I did what a lot of normal people would do as a first step . . . I called our mortgage company to negotiate a loan modification. The clerk on the other end of the phone asked me 85 questions about how much our phone bill and other monthly utilities were (which to me was insane—I was calling this person to negotiate a modification on a $1.4 million loan, and she wanted to know how much our phone bill was!). After about 45 minutes on the phone, she said, “Hold on a minute, I will see if you are approved.” So I waited another 45 minutes. She finally came back, said, “You do not qualify at this time,” and promptly hung up on me. As an experiment, I called back the very next day. I went through the exact same phone conversation with another clerk, and after about an hour-and-a-half, he came back on and said, “Congratulations, Mr. Gragg, you are approved! We will be sending you your loan modification documents in the mail shortly.” That was in November of 2008. As of July 2010, I have not received the “modification offer” in the mail as promised!
Meanwhile, we have been collecting rent on that home to the tune of $2,000 per week for the last year-and-a-half without paying the mortgage . . . are we taking advantage? I don’t think so. I am doing what I have to do now—I am looking out for my family and myself. Who knows? Maybe the modified loan documents will actually show up sometime this year! I’m not holding my breath. I have to admit, though, if we actually had a loan modification approved—we would probably sign it, send it back to the bank, make a monthly payment or two, then default again, and keep the home for another year or two for free. You see, we are already at peace with losing the home.
This whole sordid mess set us on the path of figuring out how to cope. Guess what? we figured it out, and in just a little bit, we’re going to share our strategy with you. If you’re underwater, we’re telling you right here, right now, that it will work for you. Flawlessly, just like it did for us. But before we do that, we’d like you to get to know us a little. Maybe if you understand a little bit about who we are and how we think, you’ll realize that we’re probably very similar to you and that our solution will work for you too.
CHAPTER 2 - A Long Strange Trip, Part 1
Have you ever seen the movie Fast Times at Ridgemont High? If not, you should—it’s hilarious. Sean Penn’s character in the movie was named Jeff Spicoli. Jeff had no respect for time. He went surfing every day before school—and if the waves were good, he skipped school until he had had enough. In fact, he only showed up at school whenever it was convenient for him! Not only was I Jeff Spicoli in real life, but the actual character in the movie might have been modeled after me—literally. Perhaps you see the resemblance.
World famous Hollywood Director Cameron Crow spent the entire year at my high school (Clairemont High School in San Diego, California) undercover, doing research for his 1981 book Fast Times at Ridgemont High: A True Story, about his observations of the high school and the students. The young cast included Nicolas Cage (credited as Nicholas Coppola for the only time in his career) in his first feature-film role. It was also the film debut for Eric Stoltz and provided early roles for Anthony Edwards and Forest Whitaker. Crowe's girlfriend (and later his wife), Nancy Wilson of Heart, has a cameo as "Beautiful Girl in Car," and, of course, two-time Academy Award winner Sean Penn as our hero Jeff Spicoli!
I looked exactly the same as Jeff Spicoli back then (well maybe not exactly). Sun-bleached long, blonde hair—and not a care in the world. I was also a terrible student and didn’t go to class any more than I had to. I was 16 years old, and the beach was much more important! At a very young age (obviously), I was certifiably unemployable . . . and I didn’t even know it.
I went to four different high schools. My parents were divorced when I was 14. My mom couldn’t handle me, so she shipped me off to live with my father in Lexington, Kentucky. The LAST PLACE a surfer kid from “Cali” wanted to go was Lexington, Kentucky! I was enrolled in a private Catholic school—my father got baptized so he could save money on tuition. What a scam! It was my reformatory era. Ha! I never partied harder than I did at that private Catholic high school. I did play soccer that year, and our team came in second in the state championship (we lost the final game after double sudden-death overtime—very exciting)! I was captain of the team. My work ethic in sports was unwavering, and I was always the hardest working guy on the field. I am not too sure why I didn’t have the same drive with my studies. Perhaps I had a problem with people telling me what to do, or maybe it’s just that there was nothing to win!
My father stuck me in public school for the second half of my one-year jail sentence in Kentucky. Hmm . . . Maybe the Catholics finally discovered that he wasn’t actually Catholic! This was the third of four high schools I attended. Which in itself is sad. I had many, many short-lived friendships. I am now a father, and I realize how important it is for kids to have stability. My two boys will grow up attending one high school. Anyway, I always had a job after school—sometimes more than one. These jobs included working in a bakery (which lasted about one week), scooping ice cream at Baskin Robbins, replenishing the snack shops with ice and hot dog buns at San Diego Jack Murphy Stadium (I actually enjoyed this job because we rode electric carts around and flirted with girls at the baseball games), selling for “Herbalife” (the infamous MLM), washing dishes until 2 am at a French Restaurant in downtown Lexington . . . it is a ridiculously long list.
One job is worthy of special mention, though. I once had a job waiting tables at a popular franchise restaurant for a few months. My boss was such a jerk that I decided to quit—but I waited until the busiest Friday night we ever had. When every table in my section was full and I could barely keep up with all the orders, I calmly removed my apron and nametag, handed them to my boss without saying a word, and just walked out of the restaurant never to return—ah, sweet revenge! Life is too short to be mistreated.
Well, maybe there were two jobs worth mentioning. To put this into perspective a bit, I was 16 and a junior in high school. I hated living in Lexington because I had been uprooted from my beach life. I worked two jobs after school, which was crazy (I think I just didn’t want to be at home). I went to school from 8 am to 2 pm; I worked at Baskin Robbins from 3 to 7 pm, and then I washed dishes at a French restaurant from 8 pm to 2 am! Yes, at a very young age I was nuts!
I was working at the restaurant one night, and as I was cleaning up around the kitchen, I saw that there were three boxes of blue-tip matches by the stove. One of the three had only a handful of matches in it, and the other two had many more, so I grabbed that handful of matches and threw away the extra box (I was going to combine them all or “marry” them). I then got sidetracked with some overflowing water in the sink. Reacting quickly, I put the matches in my pocket and saved the kitchen from flooding. I, of course, forgot about the matches, and hours later, when I was reaching to hang up some pots and pans, my pants rubbed against the stove, and you guessed it—the matches ignited in my pocket and my pants were literally on fire! I remember this like it was yesterday – I saw and smelled smoke before I felt the pain (like Wiley Coyote in the Roadrunner cartoon) I then stripped my jeans off in 0.3 seconds, ran to the bathroom, and drenched my leg with water.
Ok, that story has absolutely nothing to do with helping you or anyone else get out from under an underwater mortgage; I just thought it was hilarious! To this day, I have a scar on my left leg in remembrance of that night.
Until I was 28 years old, I had no direction whatsoever—and it really didn’t bother me. I had the world in the palm of my hand—and no one could tell me otherwise.
I was singing in a band, disc jockeying for weddings and the like, working at Costco (then Price Club – their very first store on Morena Blvd. in San Diego) and at two hotels as a banquet waiter. Of course, I always found time to surf at least once or twice a week!
At the time, I was living with two buddies in a two-bedroom apartment in Pt. Loma, California—five blocks from the beach—and struggling to pay my $325 share of the rent each Month. In the very back of my mind, I was wondering if this rollercoaster of a life was ever going to end up with some sort of stability.
Tom Davy, one of my roommates (and to this day good friend), got a job as a flight attendant at Southwest Airlines. After about a year of seeing his lifestyle—working three days a week, making four times what I made, and having plenty of free time to surf and take guitar lessons—I had a stupidly obvious epiphany and asked him to recommend me for a flight attendant position. He did. A few months later, I was off to training in Dallas, Texas.
For the first time in my life, I felt like I had a career-oriented job, a way to get stability into my life! I took this challenge head on. I not only made it through training—I was actually elected president of the class.
I started flying, made it through probation, and mastered the system of maximizing my hours to make the most pay. You see, you bid for your schedule at the airline—and you can be really diligent and make the job as productive as you want. The average assigned monthly schedule was about 80 trips (or 80 hours); I generally averaged about 200 hours a month! For a while, I also held the company record for the most trips flown in a month . . . 294 trips. Is there a personality pattern here? An overachiever starting to emerge?
Flying was the most fun I ever had at a job or anywhere for that matter—for about two or three years. The company was fantastic. They were very good to all the employees, the people you met daily were incredible, and the benefits were amazing.
You could take free flights anytime—from the day you were hired. You had medical, dental, and vision benefits. You had a 401k—and a dollar-for-dollar company match up to 6% . . . and stock options, too. To this day, I have fantastic memories of working there.
After about three years, though, I grew restless. What I now know to be my entrepreneurial spirit was screaming, lusting for more . . . something different, a new challenge. My job at Southwest Airlines had grown boring and mentally numbing (especially because I flew so much). I was so bored that I would spend all my free time running long distance and reading. I would go to bookstores in towns that we would overnight in and get books to read. I developed a personal obsession to find a way out . . . a way to replace my current income outside of working for the airline. I found myself gravitating to the investment books. In particular, books on money and real estate—how to get it, keep it, avoid paying taxes on it, and how to retire at 50 wealthy—stuff like that. People used to actually make fun of me for not reading the latest trashy novel or current tabloids. By the way, I wasn’t alone. Every flight attendant that I knew was looking (and I am sure many still are) for a way to supplement or replace their income.
When you get right down to it, flying is a strange lifestyle. You are like a gypsy—here today, gone tomorrow. You have countless “single-serving friendships”. You are always away from home. Always alone in hotel rooms for up to 20 hours at a time—many times not knowing where you are, let alone what time zone you’re in. I used to say to myself on the plane, “If I could make $100K a year elsewhere, I would quit.”
After five years of flying, I had read so many real estate investment books that I was probably more educated than anyone with a college business degree!
At first, this whole subject had just interested me, but then I really started to understand exactly what all these authors were talking about. I thought to myself, “I can actually do this!” I mean, the proverbial light bulbs were going off daily.
Five years into being the best flight attendant I would ever be, I needed a change. I needed a serious break from all the mind-numbing hours I was trading for money. So I did exactly what you would expect me to do: I decided to take six weeks off and bicycle across the United States! I very strategically bid for a work schedule around my four weeks paid vacation to arrange for eight weeks off, and I flew to Seattle, Washington, with my bike and pedaled toward Asbury Park, New Jersey! This was by far the most incredible thing I have ever done to date and is a story in itself. But the point to be made
here is that I embarked upon this amazing journey with the idea that, when I returned from New Jersey, my batteries would be re-charged, and I could go back to work with a new attitude.
The plan failed miserably—I arrived in New Jersey and wanted to turn right and cycle down to the Florida Keys, but duty called and I returned to Phoenix to go back to work. I boarded the plane for my very first flight on my very first day back on the job after this amazing two-wheeled adventure, and right then and there, I had an earth-shattering epiphany. I remember it “plane” as day (pun intended)–I was done flying! My heart literally sank. I was upset about it, too; this job that was once so much fun had run its course, and I could not dredge up another ounce of energy to put toward this mundane existence.
The next day, I walked into a Century 21 office and asked the broker to “scholarship” my tuition for real estate school with the understanding that I would come to work for him. He agreed, and I enrolled in real estate school that very day to get my license. I had a deep-seated desire to invest in real estate and duplicate what all of those authors had done.
By this time, I already owned two homes. At my primary home, I rented three rooms out to five flight attendants—and that more than paid my mortgage. I was living for free! I also had a second rental home two blocks away that was producing cash nicely.
Less than two months after enrolling in real estate school, I had a license to sell this amazing commodity! The day after getting my license, I had two buyers to show homes to. My first month in business, I had four deals in escrow . . . and had found my new calling. The funny thing is, I got my license to buy investment properties for myself . . . but I ended up selling for a living. Why? Because I knew so many people at the airline who already trusted me as a knowledgeable resource for the biggest transactions most of them would ever make.
My first year in real estate, I netted $85K in commissions; my second year, $120K; and my third, $180K. It just kept getting better and better!
The entire time, I never lost sight of why I got into the business in the beginning: to invest in income property and by 2000, I had 15 properties. They were all producing cash flow and appreciating. As soon as one appreciated enough, I would pull out some equity and purchase another home. I had achieved $250K to $500K per year in business income and did not pay any federal income taxes because of the tax benefits from being self-employed and owning so many rental properties. I had become a seasoned professional at leveraging real estate and teaching people how to do it themselves to create wealth while avoiding paying exorbitant taxes—just like I learned in all those books!
2002 was an especially exciting year for two main reasons (and a third not so exciting reason) . . . First, in 2000 I had a high-end client who purchased an amazing home from me for $825K. That had been my biggest sales commission to date—I bought a Harley with the money!
Two years later, they were back. They contacted me to list that home . . . and to sell them a new bigger one!
I listed the home they were living in for $975K (yep, that’s right. $150K appreciation in two years). Then, I sold them their new home for $1.2 million.
This one client was going to be $2 million in sales alone—a potential of $90,000 in commissions earned. This is a good phone call to get!
I had found them their new home. It was being built. Their old home was under contract (in escrow). I had brought in the buyer myself so I “double dipped” it, meaning I got both sides of the sales transaction! As we were nearing close of escrow, however, the buyer of the first home got in a fight with his fiancé (let’s just say she was “high maintenance”) . . . and cancelled the deal! This is how things go down: People get cold feet at the last minute and something happens. It’s like getting married in Vegas and then waking up. Or like the story of the married couple buying a house in Phoenix and moving there from Tucson. On their way to Phoenix with 2.5 kids and a dog in their minivan, towing a U-Haul with everything in it, they stop at a casino with their cash down payment! I can hear the husband saying to the wife, “But honey, if we win we could pay cash for the house!” Of course, the money is gambled away, and they have no choice but to retreat to a friend’s apartment back in Tucson and save money to eventually rent their own. Of course, hanging the seller, the lender, both realtors, the escrow agents, the inspectors, and everyone else involved in the real estate transaction in Phoenix out to dry—true story! So although the buyer cancelled, my client moved into their new home while their old home went vacant—still costing them monthly. They were carrying two homes and getting very concerned (it was also August, so the pool was turning green).
I would lay awake at night trying to figure out different strategies to sell this amazing home. Finally, I came up with the solution . . . I put together a proposal to purchase it myself, using a wrap-around mortgage.
The deal went like this—
The problem:
Originally, I had the home listed at $975K with a 6% commission.
I had it in escrow at $950k when the buyer walked. My commission was 5%.
Simple math: The seller was going to net about $900,000 before closing costs and pro-rations.
The seller had two mortgages on the home: a first of $750K and a second at $30K . . . meaning they owed $780K total on it.
The seller was going to net after closing about $100K to put into their new home.
The buyer walked, leaving my client stuck with two mortgages—and without the $100K they needed to put down on their new home (I believe they borrowed this money from a relative).
The solution:
I waived all commissions (in lieu of a lower seller carry back) and agreed on a $900,000 purchase price
I gave the seller $10K cash (every penny I had).
I executed a note and deed of trust in the seller’s favor for $890K.
The interest rate was a bit higher than their underlying notes so they had a nice return on the note to me.
I agreed to a balloon payment of $25,000 within six months and a second balloon payment of $25,000 within 18 months.
I also agreed to refinance and cash them out entirely within three years.
We closed escrow . . . and I moved into this amazing 6,200 square foot dream castle. I was like a giddy little high school kid that just scored a date with the head cheerleader!
Check it out: CLICK HERE
People thought I was CRAZY moving into this behemoth home alone! But less than two years later, it appraised for $1.7 million. That’s right, $750K over what the original buyer had it under contract for!
So I refinanced (option ARM), cashed out the seller early . . . and, of course, bought more real estate!
I had put together a fantastic deal (the famous win/win of real estate) on this amazing dream home—a transaction that I would later use as an example to train realtors! I had saved the seller from carrying this home for who knows how long, I got to move into this mansion and celebrate, and I made $800K in appreciation in less than two years. Not a bad deal! I felt like Michael Douglas in the movie Wall Street. And it doesn’t stop there.
That same year I was contacted by another past client (an architect) about building some multi-family projects. I was interested of course!
I had grown bored with owning all of these houses and being a landlord. I was looking forward to learning a whole new facet of real estate. Within a few months, we had two separate projects going. I found and tied up the land until we had a green light from the city to begin building. I sold 11 of my 15 properties to get the capital to begin these projects and was off and running.
I suggested to the two teams that we build four-plex properties. A four-plex is the perfect investment because it is considered a residential purchase. Freddie Mac and Fannie Mae would lend up to 90% on these to the end user, unlike on apartment complexes, which are considered a commercial deal. Banks will lend no more than 70% on commercial transactions. With our four-plexes the investor got four rental units for one purchase price. I just knew that the market was ripe for these “mom and pop” investors. It turned out to be the perfect timing. Remember, the real estate boom years? In 2004 and 2005, I made tons of money and was living large—which was sort of a flash back to when I was 20 years old—again I had the world in the palm of my hand!
In 2005, I bought a four-plex property and in 30 days turned it for $100K profit! That was a good day! Again, I felt like Michael Douglas in the movie Wall Street (I love that movie). In fact, in 2005 the market was cooking! We had 15 buildings completed. I found the land, was a 33% partner on all of these—and was the marketing agent. I had commissions rolling in on top of the profit! It was beautiful, and people were fighting over them—literally. We had a projected sales price of $375K per building when we broke ground, and by the time I had created an auction among all the buyers, we finished at $625K each! I was swimming in money! It was an exciting time! After I closed out those 15 buildings, I immediately replaced the single-family homes that I had sold to begin the projects with more single-family homes. I then rolled the rest of the profits into the next project. The next project was to develop 24 four-plex buildings in a master-planned community, complete with an HOA, a community pool, and a management office. I found a 7-acre piece of land that was perfect. The plans for the land, the artist’s renderings, and the floor plans were all beautiful. I was going to be finished! My portion of the projected net profit on this project was going to be between 3 million to 4.5 million dollars. We could have retired nicely on that! Then the perfect economic storm hit the shore and seemingly overnight we were severely underwater in everything.
http://www.LaEstrellaVista.com
CHAPTER 3 - From Racing to Real Estate
I grew up in Southern California in a conservative, middle-class family with my parents, who have now been married for 46 years, and a brother who is 2 years younger than me. I was always extremely shy as a kid and have battled self-esteem issues for as long as I can remember. My parents never could understand where this self-esteem issue was coming from, and I’m still not sure myself. We lived in a nice neighborhood and I went to good schools, but I never felt like I fit in. I always did well in school, and I discovered I love to dance. I was in dance performance all through high school, but, unfortunately, allowed my low self-esteem to get in the way and didn’t believe I was talented enough to pursue dance in college. Hindsight is such a bummer because I do regret that I never continued dance after high school.
My father raced dirt track midgets on the weekends and I loved racing! For some reason I felt like I fit in with the racing crowd, something I never felt at school. I was popular at the races, but very shy at school—I received the award for “shyest” in my senior class. I had no idea that people even knew who I was in high school! I purposely didn’t try out for cheerleading or attend school football games because they were on the same nights as the races, and I refused to miss a race. My entire life was completely centered on racing until five years ago, when I met the love of my life, Bud. I loved racing so much that I was positive I wanted to be a professional racecar driver. I thought my dad and I would be a great team, with his knowledge of racecars and my determination and desire. If my memory serves me correctly, I suggested this to my dad and he said, "Do as I say, not as I do." So that was it; I didn't consider racing any further as a profession.
In lieu of pursuing a racing career, I decided to date drivers and car owners and stay involved that way. Where there's a will, there's a way, right? My best friend, Kara Hendrick, got the same response from her father when she asked if she could pursue a racing career, but she, on the other hand, took it upon herself to track down sponsors and move forward with racing anyway. More on Kara later .
While we were married, I had the opportunity to travel to many of the racetracks all over the US and meet some very famous drivers and car owners. I became very good friends with Parnelli Jones (1963 Indy 500 winner) and his family. Parnelli has two sons, PJ and Page, who are just a few years younger than I am. In fact, Page was the best man at our wedding when Frank and I got married.
I've been to the Indy 500 five or six times, NASCAR races, and NHRA Drag Races. I was always either in the pits with the drivers or in the suite where the top brass watched from. One time I even got to stand on the catwalk at the Indy 500, with the spotter for our friend, Indy 500 driver Billy Boat. The catwalk is a small platform high above the track outside of turn 3, where the drivers’ spotters stand to communicate track conditions to the drivers during the race. What a rush that was!
As fun as our life together was, it became very obvious to me that Frank and I were not right for one another. I eventually made the decision to proceed with a divorce.
I only had a meaningless part-time job at the time, and there were bills to be paid. I immediately took on a full-time job, but I was making just over minimum wage, which didn't cover my bills plus rent. So I had no choice but to move back in with my parents. I always say that at that point in my life, my self-esteem was at less than zero. Unfortunately, my life was about to get worse before it got better.
Not only was I divorced, making minimum wage, and living with my parents, I found out my job was being moved to Arizona, of all places! At that point, I had no desire to live in Arizona. Funny how things change—I did end up moving there, just one year later, with no job. That’s not all. It got much worse. My best friend, Kara, was killed right in front of me in a racing accident while I sat in the stands with her mom and brother. I was utterly devastated.Kara was my rock, as I was just starting my divorce and having a really tough time handling it. She was there for me no matter what time of day or night it was. I can remember our conversations about my divorce like they were yesterday. She didn’t judge–she was just supportive–and I didn’t know how I could go on without her. This all happened in October 1991. Needless to say, I fell into a severe depression and even contemplated suicide. The entire next year I just felt numb, but through the grace of God, I pulled out of it.
One year later, I was ready to move to Arizona to go to ASU and get my act together–basically to begin a new life! The problem was, I had no money to move. So what's a girl to do? I got very creative and figured it out! I’m a lot like my new husband, Bud—when I put my mind to something, nothing will stand in my way. I will not rest until I figure out a way to accomplish it. I only had three possessions that were worth anything. I decided I needed to sell them so I could have cash to start my new life.
What were the three things I sold for moving money? My wedding gown, my wedding ring, and my beautiful navy-blue-with-white-frets Fender Stratocaster! How wonderful was that? The only thing I wish now I still had is the Fender Guitar.
So, off to Arizona I went! As I crossed the state line from California into Arizona, I remember thinking, "Nobody knows me here. I can be anybody I want to be. I'm not going to be shy anymore, and I'm certainly not going to get involved with any controlling men ever again."
It was just what I needed . . . to move somewhere where there were no bad memories and to be able to change the direction of my life. It was exhilarating, exciting, and very refreshing! When I moved to Arizona, I had no job and very little cash. But I had already enrolled in ASU. My goal was to get a boring (but secure) job with a reputable company, work full-time during the day, and go to school at night for as long as it took to get my degree.
Within one week, I had four job offers! I chose to work for one of the largest nationwide homebuilders, Pulte Homes. I loved it, and coming from California to Arizona, I found that the houses were cheap! I felt like I had been reborn. So, for the next five years I worked at Pulte Homes. I crave stability! This is the polar opposite of my husband, Bud, who loves living on the edge. I began working in their accounting department and worked my way up to payroll and human resources. I went to school at night and was very much looking forward to graduating. I was paying for my own schooling, as my parents could not afford to help me.
After five years of working at Pulte, the company had a major reorganization. My job was moved back to their main headquarters in Bloomfield Hills, Michigan. I had no desire to now move to Michigan! It was at that point I decided to get my real estate license.
I loved helping people and loved Pulte’s products (from condos to semi-custom homes), but my clients were Pulte employees—not the buyers. I had this vision that I wanted to help first-time homebuyers. I wanted to be the one handing them the keys to their new homes! I got Pulte to pay for my real estate license—even though they didn't have any new home subdivisions to place me in as a sales representative. I knew that what I really wanted was to be a resale realtor, but my conservative side would have been very happy selling new homes. Heck, you have benefits and a small draw, so you always have a paycheck even if you haven't sold any new homes yet. That’s my conservative side showing again. But, as luck would have it, Pulte had no room for me. So off I went into the residential resale real estate business. Which is where I really wanted to be anyway, so it was just the push I needed to jump out of the nest and fly.
By this time, I had been going to college part-time at night and working full-time for five years. I really wanted to make a go of this real estate thing, so I decided to take a semester off from college to get my real estate business started. Then—the plan was—I'd go back and finish up my degree. Well, I got so busy with real estate I never went back!
I did very well for myself in residential resale real estate. I was able to buy a home with no second income required—yahoo! Then a few years later, I bought a second home.
I had run up about $30K in debt getting my real estate career started—but I paid that off once I got my career rocking and rolling. I was able to start saving some money, and I never had to worry about what I was spending on food, clothes, trips, etc. I felt like I'd hit the jackpot with my new, lucrative career! My entire real estate career was run by referral (no print advertising at all—just word of mouth from past clients recommending me). I made it look so fun and easy that four of my past clients got their real estate licenses and now sell properties on my team. I was earning a healthy six-figure income by my third year as a realtor, and I made more each and every year. In fact, I had the perfect life. I worked when I wanted and vacationed when I wanted. (I usually traveled somewhere about once a month – what a life!) I loved every minute of it, too; that is, until we were inundated with short sales.
CHAPTER 4 - A Long Strange Trip, Part 2
So there I was. A thriving bachelor, living large with all the toys—Porsches, Rolexes, motorcycles—traveling wherever I wanted to go at a moment’s notice, getting and doing virtually anything my heart desired. I had made—and spent—a fortune for many years as a licensed real estate broker, and it wasn’t just because of the houses I sold for clients. I had built my own personal multimillion-dollar real estate empire.
In fact, other people were turning to me as the real estate expert—someone who could show them how to achieve the ultimate success leveraging the American Dream. I was living large and loving every minute of it! I was also single and dating, but not for long.
One night I met this girl at a bar in Phoenix. I was fronting the band (my “alter ego” www.HypeRockandRoll.com ), and she was there to visit our bass player, her long-time friend Bob Desiderio (an amazingly talented musician and Engineer at Fender Musical Instruments). I took one look at her, picked my chin up off the ground, and headed her direction. She was very beautiful, but so much more than that—she was smart and polite, had no trashy tattoos, nose rings, or orange hair (these are things I looked for in woman when I was twenty – funny how things change), and came from a great family. She said things like “gosh,” “darn,” and “holy cow,” which strangely attracted me. She was also—you guessed it—a realtor! So we had tons in common from the get-go.
I dumped the girl I was dating that night like a hot spatula (she was already on the way out anyway) and headed full steam towards Kristin. We married in early 2006 and bought our dream house at the beach together (this home is the piece of real estate that we are most emotional about—needless to say).
I remember that exciting time right before Kristin and I were going to be married. It was like jumping off a 5,000-foot cliff—without a bungee cord attached to my ankles.
We were on a fast track to have a family—so I proposed on New Year’s Eve (on a catamaran in Hawaii), and the wedding was on Valentine’s Day (February 12, 2006 to be exact, because it was the closest Sunday to Valentine’s Day)! One of the biggest decision processes we went through was the prenuptial agreement. At the time I had over $20 million in assets, and I was a little nervous about exposing all of this to a woman I had known less than a year. Kristin was worried about sharing the liabilities. I said, “You’re crazy—it’s real estate! In 10 years we will be set forever!” It is a delicate—and confusing—discussion to have. You are 100% committed to a life with this other person, but, at the same time, your mind is playing tricks on you. It’s that annoying little voice that says, “What if—for any reason—you become one of the ‘two-out-of-three’ statistics?” So, I saw an attorney to have the agreement drafted up. By the way, prenuptial agreements don’t have to be just about money. Later Kristin and I put together a post-nuptial agreement just to know who is responsible for what in our relationship. The epitome of being organized! Well, Kristin started reading all the horror stories in the tabloids about who got screwed out of what in Hollywood. She freaked out—I believe her exact words were, “If you're getting into the marriage already thinking about how you're going to get out, don't get married!” That was the end of the pre-nup. Long story short—I called the attorney and said, “I’m going in naked!” He laughed and said “Good luck!”
Turns out we needed that luck—but not for a stinking prenuptial agreement. We didn’t have a clue as to what was just around the corner. The point of this is that I had assets at the time that would have appraised for over $20 million; I also had liabilities that equaled about $15 million (which is the perfect ratio of leverage for a 40-year-old—more on this later). When the market turned, I couldn’t get financing to finish my development project. After about two years of trying, I finally walked away from the project and the $650,000 of my own cash that I had invested in it. So, I owed about $15 million, and my assets were now worth about $8 million. Turns out Kristin was right to be worried about the liabilities. Damn! Who would have ever guessed? Seriously, though. It’s true. I am very comfortable living on the edge. Kristin is not. She is a lot more conservative. She was the one who insisted we couldn’t continue to spend $400K a year just for our bills when we weren’t making $400K a year in business income. It’s that old lesson, don’t spend more than what you make, right? Well I ignored that rule, and to say that it came back to haunt me is a gross understatement.
When Kristin and I met, I had five homes and a development project going, and she had two homes. Within the first two years of our marriage, we purchased another six homes together. To say we were on a roll was also an understatement. I was still working on my third development project—the 96-unit four-plex subdivision. So there was no income from the project yet, and we were living off of our real estate income. At that time in Arizona, it was difficult to make $500K a year selling real estate because of the lower prices there (even in the boom). But we needed $400K to cover our yearly expenses—and more if we were going to save money.
Kristin was freaked out. She was concerned that the roller coaster we were on was going to jump off the track and come to a screeching halt. And that's exactly what happened! It was like the faucet of leads shut off . . . overnight. I can remember: It was the second week of November 2006—and the phone just stopped ringing. I thought, "Wow, are we out of business? What's going on?" Little did I know that it was the beginning of a downward spiral that would affect the entire world economy—and, of course, our personal real estate empire. The ship was about to sink.
Before the economy started to sink, I was on top of the world. I had achieved the ultimate success—or had I?
All those investment books that I read on all those jump seats on all those 737s had a lot of suggestions in common. One of those was to consistently live below your means. I had strayed from that fundamental advice. Now, if things had gone as planned and the economy and the real estate market had appreciated as expected, it would have all worked out. The problem was, I was counting on it. Don’t ever count your chickens before they’ve hatched. Prepare for the worst—and everything else is gravy. In other words, I had fallen into the “buy now, pay later” mindset that 99 percent of all Americans abide by. Having things that made me look wealthy. This is a game that you should not play.
When I was single and dating, I was very cautious about any woman I would bring to my mansion of a house. I would try to get to know her first and make sure that she was interested in me and not my house or anything else I had. I wanted to know that it was not about money. What a hypocrite – I really had nothing. The whole time I was really just making the banks rich. Besides, the things that are really important are people, relationships, and memories. But I didn’t know this at the time. Instead, I fell in love with a house. How stupid is that? An inanimate object that is nothing more than an assemblage of building materials.
In this book, I’ll give you the 11 most important lessons Kristin and I learned from this whole mess. Consider them multimillion-dollar lessons—because that was the “tuition” we paid to learn them! That’s right . . . it cost us nearly everything we had. What’s the first lesson? Simple. Call it . . .
This is the cardinal rule of investing: Everything is numbers on paper. Nothing is emotional. Repeat that to yourself until it sinks in!
I had been preaching this for years to help people create wealth through real estate, but I was unable to follow it myself. The house is one thing, but the depreciating toys are unforgivable to my mind now. None of those things have any meaning—it is just stuff that makes people think you’re rich. Why is that important at all? I had so many toys it was borderline ridiculous—how can one man drive so many vehicles? I could get on a huge soapbox about insurance here, but I will spare you. But it does happen. You can form emotional attachments to inanimate objects, and when you get right down to it, houses are inanimate objects.
For Kristin, it was the two homes she had purchased before meeting me. She was very attached to those two homes. Why? Because purchasing those homes—on her own, with no spousal income—meant freedom and success to her. Today she admits it probably boosted her self-esteem as well. It wasn't that the homes were her all-time dream homes (although the larger one is very nice—that's where we currently reside), but she had attached meaning to the homes. They were her “start over” from a crappy failed marriage, and they were her reminder that she NEVER wanted to go through a financial failure again. How ironic! This made things even worse. So I complied with her wishes to continue making payments on those homes much longer than we did on all of our others. Can you relate here? Not wanting to let the house go because of your emotions and memories? Kristin was determined to keep those two houses. But things were getting worse and worse. We were forced to short sell even our primary home just to help keep our heads above water. So we devised the perfect plan:
List the home as a short sale, look for a cash investor to purchase the home and rent it back to us for much less than our mortgage was and for as long as we wanted. Tada, done! Now, you need to know we were also pregnant with our second child, due on January 14, 2010. Once we stopped making our house payments, our lender set the trustees sale date for January 24, 2010. Kristin had zero desire to be moving one week after giving birth, so we were on a mission to find that cash investor to purchase our home fast. So, Kristin listed the home—and had lots of buyers wanting to purchase it for their primary residence right away, but no cash investors. She was getting very worried. Not to mention that having her hormones out of whack from being pregnant was not helping matters–believe me! One bad day when she was approximately seven months pregnant, she just curled up in a ball in the bed sobbing. All she could think about was how this poor child was coming into our family and we had nothing to give him. Boy, was she an emotional mess! I felt horrible but determined to get us out of this.So, with that said, she had to really suck it up, work through some resentment and anger toward me over my spending habits, and finally agree to let the homes go. For her, it was personal and it hurt - a lot. When she finally put her emotions aside, though, she realized it made no financial sense to keep making the payments. Kristin says that when she saw that it would take 15 to 20 years just to break even on those homes (based on the average annual appreciation rate of 4% to 5% in Arizona), the answer was staring her right smack in the face. Then she became committed to making the best business decision possible so that we could pick up the pieces of our lives and get back on track sooner rather than later.
So in 2009, we short sold or foreclosed on all of our properties. When the faucet turned off on our income, we really had no choice. We suggest that if you find yourself in this situation, you should set aside your emotion, too, as soon as possible. It will save you thousands of dollars, trying to pay debt that in the end won’t ever get paid, and it will put you in the best possible position for the future. The past is gone. You can’t change it.
But you can be wiser now and move forward with your family’s best interests at heart.
Chapter 5 - Sitting and Staring out of the Hotel Window
The earthquake was upon us. The Great Recession hit, and the global real estate market crumbled, and we were just standing there holding hands on the beach when the tsunami hit. We were easy prey. Let me show you why. Here is our portfolio prior to the tidal wave (listed by street names):
67th avenue—96-unit apartment, four-plex subdivision development project, Phoenix, AZ
2006 Value: $16 million
Sagebrush—4,500 sq ft, 5 bedroom, 4.5 bath “love shack” with a salt water pool, Jacuzzi, fire pit, fountain, built-in barbeque, outdoor fridge, palapa (gazebo), and kegerator, overlooking the pacific ocean in Carlsbad, CA
This was our wedding present to us! We built this home when we got married and put our hearts and souls into designing and decorating it—we were planning on moving there full time, as soon as possible, and raising our children there. I had already formed a band with my best friend, Eric Talner (drummer extraordinaire), and my new brother-in-law, Brian Walker (guitar hero and Kristin’s brother), and we rehearsed there. (There they are, those emotional bonds rearing their ugly head again!)
2006 Value: $1.8 million
Our Carlsbad "Love Shack" Click Here
3.Tremaine—6200 sq ft, 6 bedroom, separate guest house, 4.5 bath, 6-car garage, paradise backyard with huge Pebble Tech pool and Jacuzzi, 1-acre lot, wet bar, game room, theater room, sunken RV parking stall . . . the list is not short!
My absolute dream house or should we say dream castle. Talk about memories! We had so many great get-togethers there—from client appreciation parties to Halloween parties to weddings. Yes, I know, we were understandably emotional about this place!
2006 Value: $1.7 million
Our Gilbert Paradise - Click Here
4. Valencia—2 bedroom, 2.5 bath townhome on the golf course
This beauty was at Shipyard Plantation on Hilton Head Island, South Carolina. I fell in love with this place when I was there in 2005. I bought two properties there.
2006 Value: $450K
Our Hilton Head Island Getaway - Click Here
5.Various other single family homes, townhouses, and condos
Redondo, Mountain Sage, Velvet, Northern, Swan, Vineyard, Channing . . . need I say more?
2006 Value: $4 million ($150K to $500K each)
We may be forgetting some, but our overall Gross Value of Real Estate in 2006 was approximately $24 million. That’s one side of the equation. A pretty good side . . . don’t you think? But you have to look at how much we were spending on all of that real estate. Our monthly debt was about $35,000 in mortgage payments alone. Yes, that’s right! We needed $420K a year . . . just to pay our mortgages. That’s not counting food, utilities, our cars, our phones, our clothes, and our kids . . . just straight mortgage payments! Now, on average all of the smaller properties carried themselves nicely through the rent we were receiving from tenants. The big homes, though—our “second homes”—they were vacant, so we relied on our income to carry those and provide for all of our living expenses, too. At the time—just before the tsunami hit—we weren’t worried. We had thousands of dollars saved, and together we were making tons of money in sales (business income).
The last property we bought was Sagebrush, our wedding beach house. This was our favorite property, hands down. Seemingly the economy gods were looking down on us, waiting for the ink to dry on the closing papers. Immediately after we closed on that home, the lending debacle exploded and our entire empire was circling around the drain.
It’s kind of like working your ass off to lose weight. You reach your goal weight, and for exactly one day you are at 180 pounds—and then it comes right back on, and a few weeks later you’re back at 230. For exactly one day, that palace of ours was worth $1.8 million. It declined in value every day after that until we finally sold it for $1.1 million cash, we wished we were in the buyer’s position with over a million in cash to plunk down on a house!
The next 6 months our property values plummeted—and so did our income. Now I know that I have made it perfectly clear that you need to take all of your emotions out of this whole debacle, but I never said it would be easy.
After fire-selling all the furniture, TVs, electronics, speakers, dishes, and pots and pans in a day and a half to close escrow just in the nick of time on the short sale of our Carlsbad home, I sat on the balcony off the master suite, exhausted, overlooking the pacific ocean (in the exact same spot I was in when we decided to buy the place). A tear came to my eye, and I made a personal vow right then and there to take all the fun memories that we created in this home with us and never look at a home emotionally again. How can I describe it? It was as if we were at the top of Niagara Falls trying to keep from going over. Fighting it and fighting it . . . until our epiphany hit and we realized that we would never, ever manage to swim away. So we just laughed hysterically, stopped swimming, stopped fighting, jumped in a barrel, turned around, and went over the falls, hooting and hollering all the way down. It is much more fun to go over the falls anyway. Let’s do it again!
Before we reached our Niagara Falls realization, I continued to rob Peter to pay Paul for almost a year. I was desperately trying to remedy the situation without alarming Kristin. Unfortunately, I was also racking up more debt on our credit lines just to make our payments. After my major epiphany, I deliberately racked up as much debt as possible and saved it to start over with—a very strange strategy. The entire time I was hoping the development project would find financing and save the day! It was a great short-term strategy, but I had no idea this would not be a short-term problem. As it turned out, this was a long-term global recession, but who knew? They always say, don't put all your eggs in one basket, right? Well, our income came from real estate, AND our entire retirement portfolio was invested in real estate (except for about $100K in retirement accounts in the stock market, which is a whole different story entirely). Our income went into a tailspin and dropped 300%. Talk about a drastic change in lifestyle—yikes! On top of that—we had been spending more than we were making each year. I tell you this as a warning: Don’t do what we did!
What a novel concept—right! Even then, do better things with your money—like feed starving infants in South Africa instead of getting the latest pair of Prada shades.
Now, we knew we were in trouble. Looking at all of this, any reasonable human beings would probably have buried their heads in the sand or continued to swim away from the falls. Things looked grim. But we had hope. We also had each other and a young family to support. We had the most valuable things in our lives still intact. So once we knew it was inevitable—we were going over the cliff, no matter what—we decided we would go with smiles on our faces. Call it:
No matter what situation you face—even our ridiculous, absurd situation—you can choose to keep your sense of humor. It makes everything more enjoyable and gives you strength to face the challenge. Turns out it’s true—whatever doesn’t kill you makes you stronger – right? and laughter really is the best medicine of all. We knew that, as bad as it was, it was probably going to get worse before it got better. But we also believed the good news that it would get better! So the best way to go through life’s challenges—and come out the other side with a shred of your sanity—is to laugh about it. Things don’t seem so bad when you find a way to laugh at them. We encourage you to find some humor in your situation. Listen, if we could do it—facing multimillion-dollar debt, growing worse by the hour—we are fairly certain that you can, too. It may not seem funny to you right now, but look at it this way: We humans are really bizarre sometimes. What we focus on and how much we focus on it is sometimes inexplicable, even to ourselves. When we reduce life itself down to its core absurdities, it’s actually quite funny. There’s a mathematical process called “reductio ad absurdum,” meaning to apply a proposition in an instance in which it is absurd. The fact that financial issues—even if we created them ourselves—can completely dominate and destroy our lives if we let them—that’s absurd!
So we decided once and for all: Financial matters will no longer control our lives! It was liberating. We felt free. We were able to laugh at the situation. We knew that we’d come out the other side . . . stronger and with our sanity intact–and so can you!
Now, here's the ironic thing. Our personal empire was collapsing and we were devastated. In Kristin’s business, her real estate team specializes in short sales. So, here she was sitting at the kitchen table with clients who were sobbing as she was listing their homes as short sales . . . telling them they need to look at the big picture and not be emotionally attached to their homes. She kept thinking, “I really need to listen to myself and my own advice.” At first, she was torn about whether she should share with her clients what was happening to us. Would they feel relief and know that she truly understood what they were going through because we were going through it, too? Or would they think she wasn't a successful agent because we had to short sell also?
Finally she decided to share our situation with her clients . . . and she says it was the best decision she ever made. They thanked her over and over for sharing, they hugged her, they referred all their friends to her, and they said, "Thank you, we feel like nobody understands what we're going through." It brought her “down” to their level. They knew that she got it and that she would work very hard to help them through their situation. Whew, what a relief! It was a great decision for her to be an open book with her clients.
Emotionally, we were beginning to heal. We were beginning to realize we would make it through this mess, land on our feet, and create wealth again. We were even beginning to laugh about it. Many times we have said, "Hey, let's have a short-sale party and invite everyone we know who has short sold their home." We'd have more people show up then we knew what to do with! We've always wanted a life with no turmoil, but you know, what fun would that be? In fact, if you really look at our short time together, it is truly amazing the tests we have passed. We met on Cinco De Mayo in 2005. We were engaged by New Years Eve 2005 and married by Valentine’s Day 2006. We bought and designed our Carlsbad home, bought several more single-family rentals, and had our first son, Bryant, September 18, 2007. Kristin had knee surgery on Bryant’s first birthday. We moved from a 6200 sq ft home into a 2600 sq ft home, became vacation rental gurus, dealt with a complete financial collapse of millions, short sold and/or foreclosed on every home we owned, sold our primary residence to an investor and became instant tenants, and had our second son Ty on New Years Day, 2010. I have no idea what we would do if we had no turmoil in our lives! We have certainly realized that the most important thing is our family—and not the material possessions we have. We knew we were going to make it through this financial hurricane, land on our feet, pick up the pieces, and move on.
Chapter 6 - Lions Rule the Jungle— But Monkeys Have All the Fun
It’s a jungle out there. Seriously! And every day the brush grows thicker and gets more dangerous.
Ah, the bankers. The fat cats of the jungle—or should we say the rulers of the jungle. They have sharp teeth and have been known to eat anything with a pulse (that’s you and me, by the way!). They are ferocious. Bottomless pits, in fact. They are always hungry, always looking for their next meal. The only way to satisfy them is with a bullet! But I’m getting ahead of myself here.
Now, by virtue of their size and ferocity, the banks (lions) establish their territories in the jungle—and no one dares to tell them otherwise. They make their own rules, and everyone else has to abide by them. Or else get eaten! So if the bankers are the lions, what does that make the rest of us? You know, the homeowners?
We’re the Monkeys
We like to swing among the trees, trying our best to remain above the fray. It’s dangerous down there. Besides, the bananas are up high anyway. Unfortunately, we don’t have just the lions to worry about. We’ve got to deal with the hyenas and the cheetahs, too.
OK, so mostly everything is peaceful so far—except for the occasional unlucky monkey that wanders down or falls to the jungle floor and is promptly gobbled up by the lions. It just goes to serve as a lesson for the rest of us: don’t go down there and try not to fall! But here come the hyenas, otherwise known as lawyers. Lawyers prowl around the fresh kill—our brother and sister monkeys. The hyenas work in teams, scavenging for anything they can get. They take advantage of our poor monkeys’ situation. It’s not enough to let the lion devour the prey. Oh, no! Hyenas want their share! In fact, if they spot a monkey in trouble—or even minding his own business eating a banana—they’ll try to convince him to come down. Knowing that it means certain death for the monkey, the hyena persists: “Put down that banana. Come down from the tree.” “Oh, no,” says the trembling monkey. “I can’t possibly do that. I will surely be killed!” “I’ll protect you,” says the impeccably groomed hyena, hiding its fangs and evil nature. “Together we can sue the lion and defeat him. All of your problems will be solved. You will rule the jungle!”
True to the saying that there is a fool born every minute, the stupid monkey comes down from the tree. Where the banker promptly kills him and the lawyers rip him apart—to get their piece.
Realtors are the cheetahs—the fast (not fat) cats. They move quickly through the jungle, going from meal to meal. After all, the more meals (home sales), the higher their commissions. So they don’t hang out in one place too long. In fact, they are the ones who help the monkeys find their safe places among the trees. What happens after that doesn’t really matter to the cheetahs–they’re already off to the next monkey.
As you can see, nobody really cares about the monkeys—except the monkeys’ friends and family. As a homeowner, you are truly on your own. Just like the monkeys, we need to fend for ourselves.
Think about this for a second: If a monkey spends all his time worrying about falling from the tree, what happens? First, he is more likely to fall, yes. But even if he doesn’t, he is never able to enjoy being a monkey. But there’s a lot to enjoy. Instead of spending time focusing on the jungle floor, you get to look up at the sky. There’s plenty of food here, too, and when you have to go? Just let it out—and hope that it hits a lion in the face! Who cares? There’s no way a lion can reach you if you stay at the top.
That’s the next lesson. Call it:
So many times, we feel like we are not in control of our lives. Like the monkey who spends all his time looking at the dangers on the jungle floor instead of enjoying his life with other monkeys. What that poor monkey—like most of us –just doesn’t realize is that he is in control. He’s the one swinging on the jungle vines—above the predators. Unless there’s an accident, he has to make the choice to come down to their level—and get eaten in the process. It is the same with you. You control everything, as long as you claim the power. Don’t give it up to anyone! As long as you keep this in mind, you won’t just survive—you’ll also have fun doing it. So your main objective—just like the monkey’s—is to live your life in the trees above the jungle—and to not have to deal with the fat cats, the fast cats, and scavengers. As long as you do that, you are fine. However, if given the opportunity, the lions will eat you alive, the hyenas will tear you apart, and the cheetahs will simply watch with detached interest. So don’t let them. Stay away at all costs. It truly is a jungle. Don’t forget that. Enjoy your life, swinging from branch to branch and playing by your own rules. Of course staying out of reach so the predators can’t get you. That’s:
Ever since you can remember, someone has been making rules for you. Clean your room, do your chores, say “please” and “thank you.” Color in the lines. So your success was measured by your ability to follow all of these rules. It was no different when you grew up or went to school. Whether you got a job or you went to college, it was the same thing. You had to meet your deadlines. You had to show up on time. You couldn’t call in sick too much. Yada, yada, yada. Well, that’s all well and good. But rules are made to be broken. Especially to save you and your family. We’re not talking about laws that, when you break them, you can wind up in jail. We’re talking about rules that other people set, which are generally to their own advantage. I am especially talking about the banks! When they gave you the mortgage, the bank set specific rules. In fact, they held all the cards. It goes without saying that they set it up so that you were on the losing end—and they have all the advantages.
The bottom line: Don’t go down to the jungle floor, making yourself easy prey for the lions. Stay up high, where they can’t get you. If you want to stay alive, you have to play by your rules—not the banker’s.
Chapter 7 - Storm Clouds Are Gathering
In Arizona, we don’t get too many natural disasters. We don’t have earthquakes, blizzards, or hurricanes. But many of you do. What do you do if you know a blizzard or a hurricane is coming? You prepare. You make the trip to the grocery store to stock up on everything from toilet paper to Hot Pockets. You gas up the car. You get the shutters up on the house or dig out that snow shovel. You pull some cash out of your bank account in case you lose power. You get ready for the storm. Well there’s about to be a doozy of a storm coming. It’s coming, and it doesn’t matter where you live. We have to be prepared for it, even in Arizona. To understand where it’s coming from, you have to know where it’s been. How Did We Get Here? There are many factors that caused our current underwater mess. The Great Recession usually takes all the blame. But that’s like blaming the spilled milk instead of the person who spilled it. Who spilled the milk? Let’s find out.
Visit: http://www.smashwords.com/books/view/20308 to purchase this book to continue reading. Show the author you appreciate their work!