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This guide is one of three in a series from Keller Williams University (KWU) called 

SHIFT Tactic 11: Distressed Properties. The course manuals in the series are: 

 SHIFT Tactic 11: Distressed Properties: Listing Short Sales  

 SHIFT Tactic 11: Distressed Properties: Listing REOs 

 SHIFT Tactic 11: Distressed Properties: Working with Buyers 

SHIFT Tactic 11: Distressed Properties provides an overview of how the distressed 

property marketñthe òmarket of the momentóñworks, and how to gain a foothold in 

short sale and REO (bank-owned property) and win all the business you want.  

These markets can grow dramatically as they evolve with ever-changing market 

conditions. Now you will learn from the top agents who have succeeded in this market 

as they share their experiences and their wisdom.  

The three-guide series titled SHIFT Tactic 11: Distressed Properties is meant to help you 

learn how to pursue your real estate business differentlyñto succeed with buyers and 

sellers of distressed properties. These course manuals will show you: 

Á Skills you will need to excel in this market and how to develop them 

Á Mindset challenges you will face and how to deal with them 

Á Resource demands in the distressed property business 

Á Action steps to take now to propel your business forward 

Research calls were made to Keller Williams associates and leadership in Canada. Their 

comments, and data generated in the SHIFT 2 Tour research in early 2009, showed that 

distressed properties represent a very small percentage of Canadian transactionsñin the 

worst cases, less than 5 percent. Therefore, these courses focus entirely on U.S. markets.  



 

 

 

At the conclusion of this guide, SHIFT Tactic 11: Distressed Properties: Listing REOs, you 

will: 

 See the Opportunity: Understand the power and scope of the REO listing 

opportunity in distressed properties. 

 Grasp the Market Background and Foreclosure Process: Have a working understanding of 

distressed markets, how they came to be, and how they affect agents and 

consumers. Be able to effectively consult about this with anyone. 

 Know What Changes to Expect: Learn where to watch for information on new industry 

trends and government policies that will change your REO market. 

 Know Lendersõ and Asset Managersõ Mindset and Motivation: Understand where the 

institutional sellers are coming fromñwhy they do what they do and how to work 

most effectively with them. 

 Know the REO Listing and Selling Process: Know all the stepsñfrom qualifying the 

seller and preparing the short sale package to submitting the offer and package, 

negotiation, and closing. 

 Know How to Work Effectively with Buyer Agents: Learn the importance of educating 

and creating a winning mindset in cooperating with buyer agents. 

 Know How to Improve Offer Acceptance and Close Rates: Learn tips for helping to ensure 

offers are accepted and transactions closed. 

 Know How to Lead Generateñwith Networking and BPOs: Learn how to get REO 

assignments from the agents who have gone before you. 

 Make a Sound Choice: What aspect of the distressed property business will you focus 

onñis working to win REO assignments and get them sold the best option for 

you? 

At the end of chapters 4ð8 of this guide, youõre asked to complete an exercise called 

òREO Reality and You: Able, Ready, and Willing?ó Itõs a quick reality check to make sure 

youõve absorbed what the key challenges in the business are, and that you are prepared to 

meet themñor know what youõll need to do to be ready. 

  



These three guides are not the last word on any of these topics. They are offered as 

strong òundergraduate leveló material. They help you define and build your foundation in 

distressed property. So where do you go to take your learning to the next level? Here are 

paths you can take after attending this course: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

http://www.maximizeyourmarketcenter.com/


 

 

 

Distressed property markets, like all markets, are always changing. In distressed property 

markets, agents need to be especially watchful of changes. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

It flags an area where you need to monitor change 

carefully. Wherever possible, weõll point you to where you 

can get more information on the topic. 

Guard your consultant and fiduciary role. Stay on top of 

the following: 

Á Law: Federal, state, and local laws governing 

foreclosure and possible solutions for homeowners 

facing foreclosure 

Á Industry Regulations: Your local real estate board and 

MLSõs standards for listing, marketing, and closing 

distressed property sales 

Á Market Trends: Be especially watchful for important 

turns of events that impact market pricing and sales 

volume. For example, are defaults in your market 

increasing or decreasing?  

Á Your Business Mix: Default trends may be especially 

important to you if your business is built mainly on 

listing and selling short sales, or if you are balancing a 

mix of traditional and distressed property business 



The tools of the Career Growth Initiative are a synergistic system that fuel the Four 

Conversations with evidence. 

 

 

 

 

 

 

 

 

V i s i o n  T o o l s 

¶ Listing Management: A yearly plan for profitability through growth in market 
share. 

¶ Listings (Monthly): Monthly tracking with adjustments to help you achieve 
your yearly goal. 

¶ Pipeline (Buyers/Sellers): Identify on a daily basis whether your activities will 
turn your goals into reality.  

V a l u e  a n d  V a l i d i t y  T o o l s 

¶ Agent Trend: Report that tracks your growth in market share and critical levers 

in your business to assess performance and opportunities. 

¶ Agent Language of Real Estate (LORE): Provides evidence of your value by 

comparing the growth of your business to that of your board, your subdivision, 

your Market Center, your Region, etc. 

¶ Local Expert: The story of your expertise to underscore your validity to clients. 

T h r i v i n g  T o o l s  

¶ GCI: Track your GCI against your expenses to identify your Break-even Day. 
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 When you are able to quantify and communicate the benefits of the value you deliver, 

you will create a Wall of Value in your business that attracts listings and creates closings.  

 

 

C ommu n ic a t e  V a lu e 

Look for ways to share your Wall of Value to grow your business:  

¶ Listing and Pre-Listing Presentations 

¶ Buyer Consultations 

¶ Marketing materials 

¶ Conversations with allied resources   

  

 

For more, go to the Career Growth Initiative page on KWConnect.com 



There are often three types of people in a typical training class. Which one are you? 

Has to be there, doesnõt want to 
be there, and doesnõt know why 

theyõre there. 

A day in training is better than 
a day on the job. 

Excited and curious about the 
new knowledge, skills, and tools 

they will discover in class. 

 

  



 

 

 



 

 

 

 

 

 

This chapter is included in all three guides in the SHIFT Tactic 11: Distressed Properties 

series. Why? Because these guides are stand-alone, and whichever course you pick up 

first, a good basic understanding of what happens to distressed properties is essentialñ

from the time a homeowner faces a missed payment until the property is foreclosed and 

moved to a new owner in some way. 

The fundamental process at work that creates distressed inventory is foreclosure. 

Foreclosure is a legal process that happens on a timeline. Some things happen before it 

begins; some happen after it ends. Foreclosure happens because homeownersñfor a 

wide variety of reasonsñstop paying back their loans, and their lender declares them in 

default. If they do not find another option, they lose their home. 

Letõs examine all parties and all steps involved in the process, from beginning to end. 

Youõll get an appreciation for how distressed properties come to existñboth the legal 

side and the personal and emotional side of it. Youõll also see where buyer interest arises. 

  



 

 

 

Whatõs happening in distressed property markets today is, more than anything, about 

circumstances and recent historyñmarkets always are. Knowing this world from the 

consumerõs perspective is a key ingredient in becoming an expert. Understanding the 

human and economic root causes behind distressed property markets goes a long way 

toward building your credibility. 

As has become common in this market, a homeowner has an event in their lives that 

causes a òpersonal shift.ó In any of these events or situations, foreclosure is a deeply 

personal experience. The primary causes of this personal shift, which lead to distressed 

situations, are: 

 Negative Equity from Market Shifts 

 Unemployment 

 Personal Crisis 

 Consumer Overconfidence 

 

Letõs explore the primary causes of personal shift one at a time. 

A negative equity situation arises when a homeowner finds the market value of their 

property is less than the amount they owe on their mortgage. When a homeowner 

purchases with a very high percentage of debt, a relatively small downward shift in 

market value can wipe out their equity. 

A homeowner with significant equity can borrow against that equity. When appreciating 

markets are increasing overall value (and equity), this seems to make sense. But declining 

markets reverse the process. Unlike refinancingña personal financial decisionñ

downward market movement leaves the homeowner with a sense of helplessness. 

Eventually, this feeling can turn to fear if the declining value situation becomes acute. 

  



This bar chart illustrates how owner equity can disappear. In this illustration, the down 

payment was 10 percent and the market shifted down 20 percent. In the shifted market, 

the difference between value and debt has become negative equity. 

 

 

 

 

 

 

 

 

Hereõs what changed in the chart example: 

 

 

 

 

 

 

Value Arbitrarily set at 100 Market declined 20%; value now 80 

Debt 

Set at 90ñproperty was 

purchased with 10% 

cash down 

Most mortgages pay interest first and 

principal later; debt is virtually the same in 

early years 

Equity  

Value was 100 minus 90 

owed leaving 10 in 

equity 

Turned from positive 10 to negative 10 



 

 

 
Clearly, significant value declines can create negative equity and negative equity severely 

limits whether and how homeowners can sell. But why are borrowers defaulting in 

record numbers? The Wall Street Journal (May 29, 2009) offered this perspective: 

Why do borrowers default? Many have assumed itõs because mortgage payments are too 

high. But a new paper from the Federal Reserve Bank of Atlanta argues that 

unaffordable loansñwith high mortgage payments relative to income from the time 

theyõre originatedñare òunlikely to be the main reason that borrowers decide to default.ó 

Instead, unemployment and future home price declines are likely to play a bigger role. 

The paper looks at loans that are unaffordable from the time theyõre originated, and not 

at loans that may start with low òteaseró rates before jumping higher. Hereõs a summary 

of their findings. 

 

By the way, the U.S. Department of Labor reports the length of peopleõs unemployed 

stretches (measured in weeks) is getting longer. Hereõs the picture from 1940 to 2010. 

 

 

 

 

 

 

  

Unemployment 
1 point increase  

(i.e., 8% to 9%) 

10%ð20% more 

delinquencies 

Debt-to-

Income Ratio 
10% increase 

7%ð11% more 

delinquencies 

Home Prices 10% decline in home prices 
50% greater probability 

of default 



On top of all this financial and economic shifting, personal crises happen, as always. 

Some are about health and family; some are triggered by the slowing economy. Common 

homeowner crises include: 

Á Unforeseen large medical expenses 

Á Unplanned job transfers 

Á Death in the family 

Á Divorce 

Á Job loss 

All these events bring financial challenges that may force homeowners to become 

potential foreclosures in a shifted market.  

Much is being written and broadcast these days about what role confidence, or lack of it, 

plays in distressed markets and foreclosures. Here are two views you may hear in the 

marketplace. 

 Naive Confidence Can Help 

Much is being written in these times about the role of consumer confidence in 

down and distressed marketsñand in market recovery. Experts seem to agree that 

there is some level of consumer confidence, or exuberance, which is the hallmark 

of recovering and rising markets. Writers in major news organizations have taken 

to calling this mindset ònaive confidenceóñthe willingness to overlook risks in 

favor of rewards in markets. 

 Overconfidence Can Hurt 

In a shifted market that has become distressed property-focused, opinions abound 

about why any or all of the players made the choices they made that contributed to 

the result. 

One example of this opinion appeared in The San Diego Union-Tribune and has been 

reprinted in other major daily newspapers. It appeared in the Austin American-Statesman 

on May 4, 2009. The commentary is based on a 2006 book by a San Diego State 

University professor, Jean Twenge, titled Generation Me. Quoting the book, òPeople 

were very overconfident about what size mortgage they could afford and the same thing 

affected the bankers who were giving the loans. Everybody was overconfident and didnõt 

anticipate the downside, so when the downside came it was worse than anyone 

imagined.ó 

Now that you have a better understanding from the homeownersõ viewpoint, letõs look at the 

complete timeline of events. 



 

 

 

Foreclosure is a process that happens over varying timelines, depending on local laws. 

Local timeline differences can have a big impact on important distressed sale details, so 

you must know your local foreclosure timeline and what governs it. 

The process begins with the point where a homeowner first misses a paymentñor 

knows they are about to do soñand ends after foreclosure, with the sale of bank-owned 

properties and the possible transfer of properties to the Federal Deposit Insurance 

Corporation (FDIC) when banks fail. 

This process is described on a timeline and with definitions that appear on the following 

pages. It includes both pre-foreclosure and post-foreclosure events. 

 

 

 

 
 
 
 
 

 



The timeline of the process can be different in some 

states, so be sure to know your own state laws and 

regulations, and seek answers if you need them.  

The foreclosure legal process can be completed in as little 

as 90ð120 days. In others, it may extend to as long as 

twelve months or more. 

The foreclosure process and state and local laws governing 

how it happens are a full-day class in their own right. 

Check around. Chances are local title companies, your 

local board, or real estate schools are offering a 

foreclosure course. 

 

If you decide to take a foreclosure course from a national 

vendor, be alert to whether they have modified it to 

include steps that are the right ones for your local market. 

If they have not, youõll need to get that information from a 

highly reliable local sourceñyour Team Leader, an expert 

agent in your Market Center, or a title company are your 

best bet. 

 

 

 

 

 

 

  



 

 

  

 

 

  



 

 

 

 

 

 

 

 

The timeline chart summarizes the critical details you must learn to be a distressed 

property expert. Though this course focuses on REOs, this chapter addresses all steps in 

the timeline. Make note of how many stepsõ terminology or internal timelines vary, 

according to local law or regulation of some kind. 

The description of the timeline establishes three categories for the items that appear:  

 Personal Shift (PS) ð Things that involve or impact the homeowner directly. For 

example, the homeowner or individual seller faces a challenge such as a job loss, 

excessive medical bills, etc., that causes them to be unable to make their loan 

payment. 

 Market Shift (MS) ð Things relating to the status of the property itself of the 

institution that holds the loan. For example, the market changes, home values 

decline, lending regulations change, inventory increases, etc. 

 Buyer Interest (BI) ð Points of time when buyers become interested in making a 

purchase of distressed property. Arises at a number of different points along the 

way, indicated by the groups of buyers. When a property first shows up as a 

potential distressed property, you alert your buyers about its availability and then 

buyer interest occurs. 

The items in each category are numbered PS, MS, BI, so you can refer back and forth to 

the diagram and the descriptions.  



 

 

 These are things that involve or impact the homeowner personally. 

The diagram assumes the homeowner occupies the home as their primary residence. The 

first sign of trouble comes when the homeowner misses a mortgage payment. 

Homeowners miss payments for any number of reasons. Typically, it happens because 

of: 

Á Personal Crisis ð job loss, unwanted and expensive job relocation, divorce, death 

in the family, or illness resulting in high medical bills 

Á Market Shift ð market value declines to the point where the home is worth less 

than the ownerõs loan balance 

 

 

 

 

 

Depending on the lender, and local foreclosure laws, the homeowner will receive a Notice 

of Default within 60ð90 days after one or more payments are missed. The notice is a 

formal letter from the lender advising the homeowner that their loan and ownership are in 

jeopardy. Default is what causes lenders to trigger the foreclosure processñin order to 

recover their losses, or get the homeowner quickly back on track. 

These are the homeownerõs two main options when they are behind on payments. One 

course is swift, but risky. The other is slower, but can allow the homeowner to stay in 

their home. 

  






















































































































































































