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A NOTE FROM THE PRESIDENT

It's already December and the end of the year is not far away. What more

could we have asked for, but to be an investor in this current market. | am
seeing properties being sold at prices similar to what they were in the early
nineties. What does this means to investors? Properties you can buy today
will create positive cash flow as rental units and Investors will look back to
2008 and 2009 and wonder why | didn’t buy more. South Florida is still a
desirable place to live and properties will increase in value as the number
of houses diminishes in the next five years. Interest rates are going down
and soon we should see the Banks starting to release more of the funds
that were designated for them from the bailout program.

We have completed our last Mentoring session in November and | am
happy to see how well our participants are doing. Our next Mentor Class
will be Friday and Saturday January 30™ and 31°'. Nothing would make me

S & °As‘H iC™S happier than to be able to pass on my twenty years of buying and selling
. kg s

Dinkel has been buying and selling Real Estate since 1975 and between the two of us there isn’t much we haven’t seen
or experienced in this South Florida market. Take advantage of Dave and | at our next Mentor class.

single family homes knowledge to other Investors. My partner David

| want to take a moment to thank detective Richard Davis and detective Mitch Gordon who were our guest speakers at
our last BREIA meeting, who talked about white collar crime and what to look out for. Remember our educational hour
at the beginning of each meeting. On Wednesday January 7" Dave will be talking about “What currently are the most
profitable leads and deals” and our guest speaker will be John and Donna McNeil who are the originators of the yellow
letter, which will create a 10% to 35% response when sent out.

I recommend all of you to visit our web site www.breia.com and click on the link http://breia.com/jlle1202.html you will be
able to hear, right from the horse’s mouth, the conversation Dave had with the Attorney General’s office staff regarding
what investors can and cannot do when dealing with people who are behind on their mortgages payments.

| encourage all of you to use BREIA as a stepping stone to your real estate investing success and network with the other
investors that come to our meetings. Utilize our corporate members that are always available to give you the tools that
will help you to be successful. As always, | look forward to meeting and greeting all of you and | will always endeavor to
give you as much knowledge as possible to contribute to your success.


http://www.breia.com/
http://rs6.net/tn.jsp?e=001AJnK-B_B2uRKtlj-EQfa6Oo4vnqaq48-Jr8V0DyH3HHzKd8YiR09E8SEOuiOA49qwc8fBZPS_kjfeNzh4xMfqltm4TRwbxTHRwkwtvop9v8H55SQohx4YA==

February BREIA Meeting

Our Next Meeting is Wednesday, February 4, 2009
Join us at the IGFA Fishing Hall of Fame just off 1-95 and Griffin Road.
the address is 300 Gulf Stream Way, Dania

“Come by and enjoy sharing our Team’s over 100 years of investment experience.”

Finger food will be served as usual to the first 100 attendees - so get there early!

“Networking and Interaction with our Corporate Sponsors” - starts promptly at 5:30pm and is
available until 7:00pm.
“Educational Hour” - starts promptly at 6:00pm and ends at 7:00pm.

“Surviving and Thriving in Today’s Chilling Market — What to do and How to do it!”
“Regular Presentation” - starts promptly at 7:30pm and ends at 9:00pm.

By popular demand we have the originators of the Post Bankruptcy Report™!

Real estate investors and lenders view Bankruptcy as Kryptonite! Neither lenders nor
investors want to get involved with these time consuming and lengthy Federal
lawsuits. Not only can they take forever, but the end result is often determined by a
Trustee appointed by the court that has no regard for the lenders or investors.

Mark Klee and Caryn McKinney are the two founding partners of the Post Bankruptcy
Report™. Mark comes from a corporate background and Caryn spent her ‘first career’
as a professional racquetball player. They now have combined investing experience of
over 20 years and have both been investing full-time for the past seven years.

About five years ago, Mark and Caryn began delving into pre-foreclosures and soon
thereafter discovered a large niche that many investors seem to be afraid of...
bankruptcies. The more they learned, the higher their profits soared!

Now, Mark and Caryn are the only national voice on bankruptcies as they share their
experience and knowledge across the country. Their easy-going, straight-forward
approach to teaching what investors need to know about bankruptcies comes from “in
the trenches,” real-life experience. Investors are thrilled to discover that it is possible
to “remove the fear” and simplify bankruptcies as Mark and Caryn make even the
details easy to understand.

As an Investor or Realtor, the opportunity exists for this overlooked segment of the
real estate market. You can be the first to get the deal or the listing using their
bankruptcy investing experience.

They are well known for their article series entitled:
Investors’ Best Kept Secret: How to Make an Easy $100,000 in the Next Ten
Months ... No Experience Required!



http://postbankruptcyreport.com/
http://postbankruptcyreport.com/
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A MORTGAGE THAT PAYS YOU? THINK TWICE

Reverse mortgages are complex loans that may seem

like the answer to a tight retirement budget. For some,
they are financial salvation, but the devil can be in the
details.

By MP Dunleavey

A couple of years ago, when | first heard about reverse
mortgages, | encouraged my father to get one.

| was pretty excited. Like most retirees, he was living on
a tight budget, and a reverse mortgage seemed like a
no-brainer way to slash his expenses (and a quick way
for his worried daughter to have some peace of mind).

But by the time we heard that my dad didn't qualify (he
hadn't owned his house for long and didn't have much
equity), | had learned a few things that made me realize
he had dodged a bullet.

Yet when my mother, who is separated from my father,
recently said that she was considering a reverse
mortgage, | thought it was a brilliant idea. Her housing
expenses are too high, and she has enough equity. In
fact, | urged her to get one ASAP.

And those, dear reader, are the two faces of the
reverse-mortgage monster: For some homeowners it's
too scary to even look upon; for others it offers the
promise of financial salvation.

The key is to look both ways twice before you commit
to this complex backward loan.

First, the good news

At first, reverse mortgages sound as if the tooth fairy
went into real estate with Santa Claus.

Assuming you qualify, the bank pays off your existing
mortgage and, after deducting some fees, gives you
most of your remaining equity in a lump sum, line of
credit, monthly payments or some combination.

That's right: You don't make monthly payments
anymore -- the bank pays you!

And although a reverse mortgage is technically a loan,
you don't have to pay back a dime as long as you live in
the house.

Who invented this, and how fast can you get one? Alas,
they're available only to folks who are 62 or older. And
before you pay someone to forge your birth certificate,
there's more to know.

Now, the not-so-good news

With the economy in a swivet this past year, the
popularity of reverse mortgages has been rising.

For the fiscal year ending Sept. 30, about 112,000
reverse mortgages were processed, according to Peter
Bell, the president of the National Reverse Mortgage
Lenders Association. That's more than double the
40,000 loans that were processed just three years
before.

Still, most seniors are wary, and for good reason. A
reverse mortgage, also called a home-equity conversion
mortgage, is actually a way to refinance your home.

As with a refi, homeowners are on the hook for all the
usual closing costs (attorney's fees, appraisals, title
insurance, etc.).

Remember: It's your equity, but the bank is lending it to
you so that you can remain in your home. Based on new
rules, homeowners can borrow up to $417,000 (more if
they live in Alaska, Hawaii, Guam or the U.S. Virgin
Islands).

Borrowers also have to pay a loan origination fee of 2%
on the amount of their loan up to $200,000, and an
additional 1% for whatever they borrow above that
amount. The origination fee is capped at $6,000.

Instead of kicking back and weeding the garden, the
new retirees are taking time to pursue dreams that
range from hang gliding to Ironman races to divinity
school.


http://articles.moneycentral.msn.com/Commentary/Experts/Dunleavey/MP_dunleavey.aspx

Thus, if the bank allows you to tap $200,000 worth of
your equity for a reverse mortgage, you'd pay $4,000 in
origination fees.

You'd also have to pay 2% of the loan for the mortgage
insurance premium. Now you're up to $8,000 in fees.

There's more.

In addition, lenders charge a monthly service fee, called
the service fee set-aside, that can add on thousands to
the final cost of the loan, when the fee is usually
assessed.

Most fees are deducted from the amount you borrow;
you don't pay them out of pocket, but they significantly
reduce the cash you get.

The high cost is why 63% of those who shopped for a
reverse mortgage ultimately decided against it,
according to a December 2007 AARP survey. Often,
people can get more cash by selling their house.

When the loan comes due

Reverse mortgages get even trickier in their repayment
terms.

As long as you live in your home, you don't have to pay
back the loan. You can leave your home for up to one
year for health reasons, and it won't trigger repayment.

But once you move somewhere else, or die, the loan
comes due.

Most people sell their homes (or their survivors do) to
pay back the reverse mortgage. If the proceeds from
the sale cover the reverse mortgage and then some,
you or your heirs get to keep the profit, the same as
selling a home with an ordinary mortgage.

Two strange benefits:

e If your home's value dropped and the sale
didn't cover all the equity that you had tapped,
neither you (nor your heirs, if you've died)
would owe any money. The bank would take a
loss.

e |f you picked the monthly payment option for
getting your cash and lived longer than
expected, the monthly payments would keep
coming, even if the total exceeded the initial
amount of the loan.

Would it be worth it to you? New laws require
homeowners to get counseling first to help them
decide. But here are two scenarios to consider:

A tale of 2 reverse mortgages

Lisa Riggins, a member of the Women in Red who lives
in Las Vegas, says that her grandmother, who is 71,
recently took out a reverse mortgage, and that it was
the perfect solution to a difficult situation.

Riggins' grandmother owned her home outright, and,
thanks to a life insurance payment after her husband's
death, she had no debts. But with the passing of her
spouse, the grandmother's income was cut in half. "She
could pay her bills, but barely," Riggins says.

Although her grandmother paid about $10,000 in fees
to obtain a $150,000 reverse mortgage, Riggins says it
has been worth it. "Her quality of life is so much
better," says Riggins. "She doesn't have to watch what
she spends, and we don't have to worry whether she
can afford her groceries. It really was the perfect option
for her."

That's not everyone's story.

As the reverse mortgage association's Bell emphasizes:
"It's important to think through what your long-term
plans are. You could get the reverse mortgage and
spend down the wealth you've accumulated in your
home -- and find you have more needs, but there's
nothing there anymore."

This is what happened to Alexis Sheppard's
grandparents. Sheppard is a member of the Women in
Red who lives in Mesa, Ariz. When | spoke to her, she
was packing for a trip to California, to help her
grandparents, ages 75 and 76, file for bankruptcy.


http://articles.moneycentral.msn.com/SavingandDebt/Advice/MeetTheWomenInRed.aspx

"The irony of all of this is that 10 years ago, my
grandparents had paid off their house in full," Sheppard
says. "They were doing fine."

They took out a first mortgage several years ago to fund
a business venture that went bust. Next, on the advice
of a relative, they took out a reverse mortgage, in one
lump sum.

Instead of kicking back and weeding the garden, the
new retirees are taking time to pursue dreams that
range from hang gliding to Ironman races to divinity
school.

"Everything might be different if they had taken out the
loan in monthly payments," says Sheppard. "Then they
would have used those smaller amounts for living
expenses."

Instead, Sheppard says, her grandparents viewed the
loan as a windfall, and they spent it. "They redid the
floors, installed new carpets, bought new furniture." Of

course, the reverse mortgage didn't lead Sheppard's
grandparents into bankruptcy. But by not
understanding the complexity of the loan -- or their own
financial needs -- it pushed them faster into a
downward slide.

Now, Sheppard hopes, the reverse mortgage may turn
out to be their one saving grace. "As long as they live in
that house, they don't have to pay back the reverse
mortgage," she points out.

And because the reverse mortgage paid off their first
mortgage, they won't have monthly payments either.

If they can square away their other debts through
bankruptcy, she says, "maybe we can work out a
budget, so they can return to normal living."

Published Nov. 19, 2008

"GUARANTEED SOLUTIONS FOR ANY AND ALL
FORECLOSURE PROBLEMS"

Discover 32 Ways to Resolve Any Foreclosure Inmediately, AND 12 Ways For You To Make

Money Even If You Lose Your Home OR Have Lost It To Foreclosure As Much As 15 Years Ago!

(This Information Is Not Known By Many)

Visit http://book.stopmyforeclosuremess.com to learn more!



http://book.stopmyforeclosuremess.com/

FEDERAL GRANTS TO BE USED TO BUY UP SOUTH

FLORIDA FORECLOSURES

BY MONICA HATCHER

The buyer of that ramshackle foreclosure down the
street just might be the government.

In coming months, South Florida cities and counties will
be armed with more than $161 million in new federal
grant money and a mandate to stabilize falling home
values and decay in neighborhoods hardest hit by the
real estate downturn.

Their spending plans include buying and rehabbing,
reselling or renting out property repossessed by banks
through foreclosure, a first for many small
municipalities without housing authorities. Cities may
also use money to develop new projects and tear down
neighborhood eyesores.

Miami Gardens' plans include using homes to help
young adults aging out of foster care. Miramar wants to
give financial aid to middle-income home buyers.

Hialeah wants to build more $300-a-month rental units.
And Miami-Dade plans to use some money on the once
fraud-wracked redevelopment of the Scott Carver
housing project in Liberty City.

The funds represent South Florida's share of a $3.9
billion pot offered as part of a larger housing stimulus
plan passed by Congress this summer.

The stimulus money comes as the state's housing
market continues to slog along under historic
foreclosure rates, unsold homes and growing economic
malaise. In all, Florida will get $541 million, with $91
million going to state government.

When it comes to house hunting, governments don't
lack for choices. As of Oct. 31, banks owned 10,725
homes in Miami-Dade and 10,234 in Broward, according
to RealtyTrac data released Thursday.

And foreclosures keep rising: In October, foreclosures
were up 53 percent in Broward and 97 percent in
Miami-Dade over a year ago, RealtyTrac reported. The
figures mean one of every 114 homes in Broward is
either headed into foreclosure or already bank-owned.
In Miami-Dade, it's one of every 93 homes.

Lenders have already begun knocking on doors at
Miami-Dade agencies, county officials said. The county
will get $62.2 million, the largest share of any locality in
the country.

"This is not a whole lot of money in reality, but | think
there will be a whole broad spectrum of people we can
help. The magnitude of the problem is really huge," said
Robert Cruz, chief economist for Miami-Dade.

NEW UNITS

Housing administrators' tentative plan is to spend
almost $37 million buying bank-owned single- and
multi-family properties, hoping to add roughly 342 new
units to its affordable housing stock. The county now
owns 10,000 units. There are 71,000 people on the
waiting list for those as well as privately owned units
through Section 8.

The rest will be spent demolishing 80 blighted
structures as well as on homeownership counseling and
mortgage assistance for about 130 families. The county
will leverage nearly $9 million for infrastructure needed
to complete work on the Scott Carver HOPE VI housing
project, which will help bring 236 new units online
when finished. In all, they expect to directly aid 1,500
families.

The County Commission will vote on the plan next
Thursday. Broward approved its plan Thursday.

FORMULA USED

To decide how much money communities get, the U.S.
Department of Housing and Urban Development used a
formula accounting for the number of subprime loans,
bank-owned homes and defaults. How they use the
money is largely up to them, provided they create more
affordable housing for low- to middle-income families.

"The fact you got a large amount indicates the size of
the problem in your community," said Dan Rosemond,
Miami Gardens' community development director. The
city will get $6.86 million it will use to buy 25 homes.
Code enforcement officers have already identified 25
that will be demolished.



Four other Miami-Dade cities qualified -- Miami, North
Miami, Hialeah and Homestead, widely known for their
foreclosure problems.

Other municipalities could get money from the state's
entitlement.

Thirteen jurisdictions in Broward will get money,
including the county's $17.76 million. Miramar gets
more than $9 million, which it plans to use to help an
estimated 75 new buyers with financing and grants.

Some government administrators who are entitled to
far less question how much good the money can do.

North Miami housing manager Tom Calderon said with
only $2.84 million, the city may be able to buy 12 bank-
owned foreclosures among the roughly 1,000 within its
boundaries.

Calderon said ideally the money would be used to
target areas with the most foreclosures. Studies have
shown a single foreclosure can lower the values of all
homes within an eighth of a mile by 0.9 percent. The
impact is amplified as the number of foreclosures on
the block increase. But in North Miami they are
everywhere, Calderon said.

"The money is for neighborhood stabilization, but how
do you stabilize an area when there might be three or
four on the same block and you can only buy one or
two? You still have the vacant homes,'" Calderon said.

CHALLENGES

Cities face other challenges in using the money as
prescribed, such as suddenly bearing the burden of
owning and managing property.

"The city of Homestead does not want to be a landlord,
I'll tell you that right now," said Laurin Yoder, the city's
community development manager. Homestead was
considering hiring a property management company or
deeding their foreclosures to a nonprofit that would
maintain the homes until they could be sold.

Miami Gardens plans to hire real estate agents to do
the negotiating.

Cities will be responsible for their homes' upkeep,
property taxes and insurance. Another challenge: The
homes must be sold to income-eligible buyers who
intend to live there. The sluggish housing market and
credit crunch could make that difficult.

"Are we going to get banks to loan to people? Because
money is still tight. And we have to find qualified
individuals," said Dan Keefe, assistant to the Plantation
mayor.

To line up homes with potential buyers, Keefe said
Plantation would likely start by reaching out to city
employees first. North Miami plans on doing the same,
since financial help can be offered to households
making 120 percent of the area's median income, or up
to $72,350 for a family of four. The income limits are
high enough to help people like police officers and
teachers, Calderon said. In Broward, families of four
making as much as $85,440 are eligible.

EARNINGS OBSTACLE

A separate obstacle comes, though, in making sure 25
percent of city grant money goes to families of four
earning less than roughly $30,000 in Miami-Dade and
roughly $36,000 in Broward.

"It's difficult to put a family of four making $30,000 into
a home because even if you gift it to them, there are
taxes, insurance and the regular cost of owning a
home," said Homestead's Yoder. “"We're not exactly
sure how we're going to make it work."

Hialeah's solution is to use its entire $5.38 million to
build a rental complex similar to a recently finished 300-
unit affordable housing project on Okeechobee Road,
said Fred Marinelli, director of the city's grants and
human services department.

"We would rather get it close to the people, rather than
turn around and give it to the banks," Marinelli said,
adding the grant allows the city to develop these units
on Hialeah-owned land. He expects to build around 45
units that will be leased to residents on the county's
affordable housing waiting list for $300 a month.

HUD RULES

Cities that have decided to buy, though, are also
concerned about adhering to HUD rules requiring them
to negotiate a 5 percent discount with lenders for each
property and a 15 percent discount for all properties
combined. Smaller cities, who may be able to buy only a
handful of homes, wonder if lenders will cooperate.

"The county's $62 million is a lot different than our $7
million, and banks have a little more economy of scale



in terms of trying to negotiate with the county," Miami
Gardens' Rosemond said.

Of the many obstacles cities must navigate in spending
the grant money, perhaps the most daunting is the time
in which to get it all done. Local governments had six
weeks to pull together their spending plans to meet a
Dec. 1 deadline. After they get the green light, all the
money must be obligated in 18 months and projects
done in four years.

"The government expects us to act quickly, so we're not
going to have time to create a new program because
those need to be tested, and time is of the essence,"
said Gus Zambrano, Miramar's economic development
director. The city will use a program that is already in
place to distribute its $9.31 million in grants and loans
to individuals who will buy foreclosures, in some cases
sharing future profits with homeowners.

The biggest flaw Calderon of North Miami sees is that
none of the grant money may be used to help people
currently at risk of foreclosure, a point of confusion for
many current homeowners.

"We're not allowed to use one penny for prevention,"
Calderon said, “It's for neighborhood stabilization. But
how do you stabilize a neighborhood better than
making sure people stay in their homes?

3% | EQUITYMAX, INC.
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CITIGROUP TO HELP

BORROWERS

Citigroup late Monday said it will modify the terms of
about $20 billion in mortgages in an effort to help
homeowners keep their homes.

Citi said it will halt foreclosure on the home of any
eligible borrower who plans to stay in a home, if it is the
borrower's principal residence, the homeowner is
working in good faith with Citi and the homeowner has
sufficient income to make affordable mortgage
payments.

Citi will target areas that have higher-than-normal
foreclosure rates, like California and Florida, and
expects to help about 500,000 borrowers. The bank has
helped about 370,000 families avoid foreclosure,
representing about $35 billion in mortgages.



FLIP HOMES FOR PROFIT EVEN NOW

By Carole Moore ¢ Bankrate.com

If flipping a house in today's real estate market seems
riskier than trekking with a ragtag band of hobbits to
Mordor, take heart: Home flippers can still find plenty
of opportunities, though they're not entirely without
risk.

It may seem counterintuitive to invest in real estate
when the housing market is in its darkest hour. But in
fact, it may prove to be the most optimal time for such
a venture. According to RealtyTrac, a seller of mortgage
default data, the foreclosure rate reached its highest
level in 50 years in 2007, and has since risen to record
numbers in the third quarter of 2008. Real estate
investors are finding bargains everywhere, particularly
in formerly hot housing markets such as Florida, Nevada
and California.

Angie Hicks, founder of Angieslist.com, a compendium
of consumer-service reviews, says a recent informal poll
of list members found that of those who had purchased
a home in foreclosure, 29 percent of respondents had
done so within the last six months. Of those, 95 percent
said their purchases were profitable.

"The key ... is doing your research and knowing what
you're getting into," says Hicks. "Know the area you're
buying, the market, how the price compares to the
neighborhood."

The horizon is flush with opportunity for those with the
money and know-how to snap up a bargain and flip it,
but to make it pay you first must understand how the
rules of the game have changed.

1. Stick with familiar territory

Charlotte, N.C., resident Emma Allen, CEO of Emma
Allen Enterprises and an experienced flipper, says
there's lots of inventory on the market.

"The prices that were recently so outrageous are down
again, so those with capital or access to credit will find
it's a very good time to pick up bargains in the
marketplace," Allen says.

Allen finds those bargains mostly in neighborhoods
where she would like to live. "Properties I've added
lately are near our downtown area, with an urban feel
to them," Allen says.

10

Areas undergoing urban renewal present good
investment opportunities. Allen, who owns a home on a
large, popular lake, also thinks waterfront is a win-win
on a flip, but she echoes Hicks' caution. "If you're not
terribly experienced, stick with what you know -- just
like buying stocks," says Allen.

The dreary economy has resulted in increased
inventory, but it has also affected financing. Allen and
other veteran home flippers say the days of flipping on
a thin wallet have officially ended.

2. Check your capital

It seems elementary, but in the recent past many
flippers found themselves in trouble because they had
not correctly calculated the amount of money it takes
to finish a flip and market it. Allen says investors should
figure out how much money they'll need right upfront,
and not just the purchase price. It translates to being
realistic about renovation costs and the hidden expense
that gets so many in trouble: carrying costs.

"You may have carrying costs on the books longer than
you think. The days of the 60-day flip are gone," Allen
says.

Carrying costs, or house payments you must make until
you sell the property, can subtract thousands from the
bottom line. And even though you are technically
chipping away at the debt incurred when you purchased
the property, the interest you're paying at the top of
the flip probably won't be earned back in the sale.
Those payments come right out of your potential profit.

What about financing in general? While it's certainly
more difficult to obtain a bank loan, it still can be done.
But having a stash of cash is still important. Veteran
Southern California flipper and interior designer Nicole
Sassaman advises would-be flippers looking for a loan
to "be sure to have 25 percent down and 18 months of
reserves in the bank."

If you can't come up with it any other way, consider
putting together a consortium of investors -- either
share the cost of the project or divide the responsibility
by contributing the manpower while your investor
brings cash to the table. But when partnering on such a
deal, Sassaman cautions, remember that the process
has changed.


http://www.bankrate.com/msnre/ask_editors.asp
http://www.angieslist.com/
http://www.emmasallen.com/
http://www.emmasallen.com/
http://www.emmasallen.com/
http://www.nicolesassaman.com/
http://www.nicolesassaman.com/
http://www.nicolesassaman.com/

"In the last 10 years, any dummy could make money in
real estate. Now you must buy sharp, do a professional
finish job on your product, (and) you must create
something very special," Sassaman says. "You must
have the staying power and the stomach to go with it
all."

3. Cut your costs creatively

Flipping in an economy that's not terribly user-friendly
takes guts and creativity. Home flipper and Internet
entrepreneur Scott Patterson says he increases his
chances for success by breaking as many rules as
possible, including making aggressive "low-ball offers"
on potential flips.

"(1) offered $80,000 on a house | would have offered
$100,000 (on) a year earlier," Patterson says. His
strategy worked and he sold the renovated home for a
tidy $160,000 a few months later.

Patterson also hopes to cut the middleman by obtaining
his real estate license, letting him pocket the
commission he would normally pay to sell his flips. He
actively seeks capital via Internet and e-mail lists,
marrying projects to the right investors.

"The stock market tanking has more people thinking
that real estate is looking good right now," Patterson
says.

He also expands his chances of selling his flips by
targeting VA and FHA homebuyers. "We are
concentrating on the first-time buyers market (and) will
offer to pay closing costs where possible," Patterson
says. He plays up a home's VA or FHA eligibility when
advertising.

But buying and selling aren't the only places where a
flipper needs to become adventurous to succeed. It also
helps to get creative with materials.
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Think good secondhand appliances or new ones sold as
scratch and dent models, refinishing old cabinets by
painting them and changing out the hardware,
purchasing leftovers from rolls of carpet, close-outs on
tile and fixtures, clearance items and even recycled
stuff. By cutting renovation costs, you can keep your
asking price low and make your property attractive to
more potential buyers.

4. Consider it a long-term investment

Real estate consultant and mortgage broker Todd
Huettner of Huettner Capital says changing markets
have forced his clients to alter their business practices.
Huettner says that while a quick flip is possible,
investors should be prepared to hold the property for
several years as a rental.

"If they flip it at their price, then they made their short-
term gain. If they can't sell it at their price, then they
will have a good long-term flip investment and just sell
it in a few years," he says.

Huettner says renting protects investors from losing
properties they can't sell. "Some complain they tie up
too much money if they hold a property, but | point out
they will be much better off with money tied up with a
return than losing money." In other words, a positive
return is always better than a negative one.

Huettner concedes it's more difficult now to qualify for
loans and the terms are not always as favorable to
buyers, but that well-qualified investors can still make a
profit if they meet three criteria: Understand their risk
tolerance, know their market and come prepared to
hold a property long term if needed.

The journey from Point A to Point B may take more
time, but in the long run, there's still profit to be made
in flipping homes.
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HOMEOWNER DENIAL: MY HOME IS GAINING VALUE

Realtors struggle to convince people that their home
price has fallen, too

The Associated Press
updated 4:46 p.m. ET, Mon., Nov. 10, 2008

The housing market may have gone bust, but many
homeowners are still living in a bubble.

Despite dismal housing headlines and reports showing
falling prices nationwide, owners in some once-hot
areas still believe their home is gaining value or at least
holding its own. And by hanging onto too-high
expectations, sellers are unwittingly keeping the market
from finding a bottom.

Real estate professionals across the country are
reporting difficulty convincing sellers the true market
value of their homes.

"It's like pulling teeth in this market," said Twyla Rist of
Reece & Nichols Realtors in Kansas City, where prices
are off between 7 percent and 15 percent. "Even with
everything being said, you still have people that think
my house is better than everybody else's."

A recent Coldwell Banker report showed that more than
three-quarters of its real estate agents surveyed said
most sellers have unrealistic initial listing prices for their
homes.

Likewise, an unscientific study released last week by
real-estate Web site Zillow.com found that half of
homeowners polled think their home's price has
increased or stayed the same in the past year.

"We expected people to get a little more in touch with
reality especially over the summer, because you
couldn't turn on the TV or read the newspapers without
seeing that home prices are falling," said Amy
Bohutinsky, a spokeswoman for Zillow.com. "It was very
surprising to see this kind of disconnect."

In fact, the median sales price of an existing home
dropped 9 percent to $191,600 in September from a
year ago, according to the National Association of
Realtors.

It took John Cicero and his wife an appraisal, some
convincing by their real estate agent and some hard-to-
swallow facts to get them to lower the $525,000 listing
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price on their five-bedroom home in Valrico, Fla. They
closed two weeks ago for about $380,000.

"We didn't really understand the severity of the
market," Cicero said. "We lost close to $100,000 in
equity so we were walking away from real money."

They built the stucco home four years ago for $380,000
and poured more than $80,000 into it, putting in
hardwood floors, granite countertops, ceiling fans,
blinds, drapes and a built-in surround-sound stereo
system. They also expanded the deck by the pool,
turning it into what Cicero called an "executive
entertainment area."

"You think you have this wonderful home and people
will want to buy it," he said, "but you're wrong."

Dan Ariely, a behavioral Economics professor at Duke
University's Fuqua School of Business and author of
"Predictably Irrational," said the "better-than-average"
effect is at play. And knowing your next-door neighbors
sold their house for $500,000 makes it even more
imperative for a homeowner to top that price.

"We feel that we're better than other people. We're
unique. We're special," he said. "It stands to reason that
our houses are also special."

The attachment to a house only intensifies the more a
homeowner personalizes it, creating an extension of
themselves.

"The moment we invest in something, we fall in love
with it," Ariely said, which applies to something as
sentimental as children or as trivial as origami.

That puts real estate agents in a precarious position of
pricing a house to sell, but not insulting the homeowner
by recommending a lower asking price. To a
homeowner, a low, but realistic, listing price is "like
someone calling your kids ugly," Ariely said with a laugh.

Nancy Batchelor, a real estate agent at Esslinger
Woooten & Maxwell Realtors in Miami, says she usually
agrees to list the owner's asking price as long as they
can reevaluate the price in 30 days if the house doesn't
sell.

"l would like to believe their house is different, but |
also don't want to do them a disservice," Batchelor said.



Joni Herndon, an appraiser in Tampa, Fla., said real
estate agents are calling her in to help homeowners
grasp the reality of their home's value. Herndon
frequently fields questions from disappointed
homeowners after an appraisal, and has to explain how
broadly the market is declining and why what a
neighbor got two months before for his house doesn't
apply anymore.

"But sometimes you just can't get through to people,"
she said.

She said homeowners who bought newly built homes at
the height of the boom are the most stubborn because
they're trying to get back every penny they spent on
customized changes.

One homeowner Herndon did an appraisal for refused
to lower her listing price for the third time, insisting that
such features like a raised roof and more space
between two windows in an upstairs bonus room set
her house apart from others just like it.

"It's the mine is better than yours mentality," Herndon
said.

The homeowner originally asked the builder to move
the windows another foot apart and raise the roof by 12
inches so the wall could fit her big-screen television. She
also spent $15,000 in extra landscaping and exterior
lighting, and $2,900 on designer fans, Herndon said.

"You could have put $1,000 worth of fans in the house
and blown just as much air," Herndon said. "Owners are

very concerned about how much they paid for
particular changes, but buyers out there don't value
them."

Herndon appraised the house, also in Valrico, Fla., at
$430,000. The seller put it on the market in April at
$500,000, and cut the asking price to $469,5000 in July.
The home is still on the market, and the seller declined
to be interviewed.

The market would bottom out sooner if sellers weren't
so stubborn and didn't keep prices artificially high,
Arielly said.

Homeowners can't stand taking a loss on their
properties, yet keeping their home on the market at an
inflated price could wind up costing them more.
Homeowners need to look at the larger financial
picture, Ariely said, and determine how much there is to
gain or lose by keeping a home on the sales block
longer.

Real estate agents press this point on their clients,
saying no one wants to buy the most expensive house
on the block. After the first reduction in listing price, a
psychological barrier, subsequent cuts come easier,
most agents say.

"Like any type of loss, there's a grieving process,"
Batchelor said. "First, they're in denial, then angry, then
depressed and hopeless. But then they eventually move
on if they want to sell it."
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GOVERNMENT, BANKS AIM TO STEM FORECLOSURES

Report: Fannie, Freddie set to unveil mass loan
modification program

msnbc.com news services
updated 10:57 a.m. ET, Tues., Nov. 11, 2008

NEW YORK - Mortgage finance giants Fannie Mae and
Freddie Mac are expected to announce plans Tuesday
to try to prevent more foreclosures by speeding up the
modification of hundreds of thousands of loans held by
the institutions, according to a report in The Wall Street
Journal.

The move follows a plan by Citigroup aimed at helping
at-risk borrowers remain in their homes. The bank said
late Monday it will impose a moratorium on most
foreclosures as part of a series of initiatives — making
Citi the latest big bank to announce sweeping efforts to
try to curtail losses from souring mortgages.

Several large banks, including Bank of America and J.P.
Morgan Chase, have announced similar plans to prevent
foreclosures.

The plan from Fannie and Freddie will target certain
loans that are past due and will aim to bring the ratio of
household debt to income for these borrowers down to
38 percent, the Journal report said. It could apply to a
broad range of borrowers, the paper said, and U.S.
government officials reportedly plan to encourage big
banks that hold loans in their portfolios to take similar
steps. An announcement on the plan is expected at 2
p.m. ET.

Citi said Monday it won’t initiate a foreclosure or
complete a foreclosure sale on any eligible borrower
who seeks to stay in a home if it is the borrower’s
principal residence, the homeowner is working in good
faith with Citi and has sufficient income to make
affordable mortgage payments.

Citi said it is also working to expand the program to
include mortgages the bank services but does not own.

Additionally, over the next six months, Citi plans to
reach out to 500,000 homeowners who are not
currently behind on their mortgage payments, but who
are deemed as potentially needing assistance to keep
current with their payments. This represents about one-
third of all the mortgages that Citigroup owns, the bank
said.
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Citi plans to devote a team of 600 salespeople to assist
the targeted borrowers by adjusting their rates,
reducing principal, or increasing the term of the loan,
steps known in the mortgage industry as a workout.

Of the four biggest U.S. banks — Citigroup, JPMorgan
Chase & Co., Bank of America Corp. and Wells Fargo &
Co. — Citi has been on the shakiest footing as a result of
the mortgage crisis, reporting losses in the past four
consecutive quarters while its rivals have managed to
post profits. The steps announced Monday are designed
to stem those losses.

“Typically the lender loses the most money when a
house goes into foreclosure,” said Barry Zigas, director
of housing policy at the Consumer Federation of
America. “(The lender) takes some kind of loss that’s
usually much greater than what they sacrificed through
some kind of workout.”

Sanjiv Das, chief executive of CitiMortgage, said, “It is in
our interest that borrowers stay in their homes and
actually make the payments.”

Citi is targeting homeowners in geographic areas with
higher-than-average unemployment and foreclosure
rates, primarily in Arizona, California, Florida, Michigan,
Ohio and Indiana, Das said. The program is expected to
affect about $20 billion in mortgages.

“As the unemployment rate is starting to creep up on
us, there is going to be increasing distress in the
marketplace,” Das said in an interview with The
Associated Press. “It’s not going to distinguish between
what type of mortgage they have.”

“There is a huge amount of anxiety among borrowers,”
he said. “We will reach out to them before they become
delinquent.”

Since early last year, Citigroup has helped about
370,000 families avoid foreclosure, representing more
than $35 billion in loans, the bank said.

Citi has avoided negative amortization loans, option
adjustable-rate mortgages, and other types of risky
mortgages, defaults on which have skyrocketed since
the start of the housing bust in the middle of last year.
Still, the bank has nonetheless been hurt by the



relentless downturn in housing that fed the mortgage
and credit crisis, and in turn, the near-breakdown of the
financial system.

With defaults mounting, other lenders, including
JPMorgan and Bank of America, have also become more
aggressive about modifications to mortgage
agreements.

But a moratorium only solves so much, according to
Zigas. “A moratorium on foreclosure will be effective at
stopping foreclosure, it won’t be effective at stopping
the underlying reasons of why people are in trouble,”
he said.

By taking a proactive approach, Citigroup isn’t waiting
until it’s too late to deal with delinquent borrowers,
said Steve Curnutte, president of InsBank Mortgage in
Nashville, Tenn. However, the problem is growing faster
than most banks can handle, he said.

“It’s nearly an insurmountable undertaking,” said
Curnutte. “The number of bad loans that they can
modify using their resources is being quickly
outstripped by the number of new loans that need to
be modified.”

More than 4 million American homeowners with a
mortgage were at least one payment behind on their
loans at the end of June, and 500,000 had started the
foreclosure process, according to the most recent data
from the Mortgage Bankers Association.

Late last month, JPMorgan expanded its workout
program to an estimated $70 billion in loans, which
could aid as many as 400,000 customers. The New York-
based bank has already modified about $40 billion in
mortgages, helping 250,000 customers since early 2007.

JPMorgan also said it will not put any loans into
foreclosure as it implements the expanded program
over the next 90 days.

Bank of America, meanwhile, has said that starting Dec.
1, it will modify an estimated 400,000 loans held by
newly acquired Countrywide Financial Corp. as part of
an $8.4 billion legal settlement reached with state
officials in early October.

The government is also working on an ambitious plan to
help around 3 million borrowers avoid foreclosure, but
details have yet to be released.
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IS BOOM IN FHA LENDING CAUSE FOR CONCERN?

Nearly one in five new mortgages is now insured by
government agency

By Mike Stuckey, Senior news editor
updated 10:59 a.m. ET, Tues., Nov. 11, 2008

The collapse of the subprime mortgage industry and its
fallout on conventional lenders has led to such a boom
in business at the Federal Housing Administration that
the agency is now insuring nearly one in five new
residential mortgages, helping prop up sales in some of
the nation’s battered real estate markets.

The FHA's surge in business, which includes many loans
to high-risk borrowers who put just 3 percent down in
markets where real estate prices are in decline, raises
guestions about a potential hit to taxpayers in the
future.

The agency, however, says there’s no cause for concern.

’

“FHA is doing very well and we expect that to continue,”
Meg Burns, FHA's director of single-family program
development, told msnbc.com.

But some observers say the booming market for FHA-
insured loans could lead to problems down the road.

“Values are dropping and nobody’s got a safety net and
that’s what worries me about FHA,” said Scott Evans of
Atlanta, whose Family Mortgage is one of the top five
mortgage brokers in Georgia. “We’re taking on a lot of
risk as taxpayers that used to be in the private sector.”

While the agency’s standards are open to debate, there
is no doubt that demand for its services is soaring.

Among the highlights in statistics provided by Burns and
FHA spokesman Lemar Wooley:

FHA’s single-family market share has skyrocketed to 17
percent, a nearly six-fold increase in the last two years.

The volume of FHA-insured single-family mortgages, for
both purchases and refinances, has risen from an
average of $4.9 billion a month in fiscal 2007 to over
$24 billion in the last quarter — a pace that threatens to
surpass the agency’s congressional authorization of
$180 billion in new business for the year.
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FHA currently insures 4.4 million single-family
mortgages — or about one in every 10 U.S. home
mortgages, with a total unpaid balance of $474 billion.

Created to help 'first-time and minority homebuyers'
Created by Congress in 1934, the FHA's mission is to
provide mortgage insurance to private lenders to
encourage the flow of mortgage money to “households
not served or underserved by the private sector, most
notably first-time and minority homebuyers,” according
to FHA’s annual report.

FHA borrowers typically have less money — often, none
— for down payments and poorer credit than
conventional borrowers. While most FHA loans require
down payments of at least 3 percent, the entire amount
can be a gift from a friend, a relative or other sources as
long as it isn’t from the seller. The FHA does not set
minimum credit scores for borrowers and allows them
to have blemishes in their credit files that would
prevent them from obtaining conventional loans. The
agency’s rules also let borrowers qualify with the help
of co-signers — friends, parents or other relatives — who
will not be living in the mortgaged home.

But the FHA is not a subsidy program. Borrowers pay for
the insurance through up-front premiums — currently
1.75 percent of the loan, or $1,750 per $100,000 — and
insurance fees on their loans — generally 0.5 percent a
year on the unpaid balance, or $500 on a $100,000
balance. The premiums fund a reserve pool, now at $28
billion, as well as the agency’s operating costs.

“We don’t rely on taxpayer dollars,” Burns said.

In the go-go days of the subprime industry, with many
lenders making far riskier loans than they are now, the
FHA process was seen by many real estate professionals
as overly expensive for borrowers and fraught with red
tape. Consequently the agency’s market share fell from
11 percent in the mid-1990s to just 3 percent in 2006.

Rebound began two years ago

FHA’s current ascendancy began that year, when it
streamlined its appraisal process and eased its often
fussy standards on property conditions, which kept
many sellers from accepting offers from FHA buyers. At
the same time, FHA-insured loan limits were increasing,
eventually topping out at $729,500 in many high-cost
areas of the country, although that will decrease to
$625,000 on Jan. 1.



When subprime loans dried up, FHA quickly became a
good option for many borrowers, including some with
good credit and larger down payments. Across the
nation, lenders and mortgage brokers that sell FHA
products ramped up that part of their business.

In the Detroit suburb of Birmingham, Mich., for
example, Shore Mortgage recently announced that it
was hiring 40 new employees to deal with a surge in
FHA activity, a 10 percent increase in its overall staffing.
Much of Shore’s new FHA business is coming from
refinancing, President Robert Rahal said in a release.

FHA-insured loans “absolutely” have made a big impact
in the Seattle-area real estate market, Keith Tibbles,
president of Cobalt Mortgage, told msnbc.com in an
interview. Cobalt, Washington state’s largest privately
held mortgage company and its No. 3 FHA shop after
Wells Fargo and Countrywide, has seen FHA-insured
loans go from 2.5 percent of its business in 2006 to
about 30 percent currently.

In the Seattle area, where the median home price is
about $400,000, a buyer can get an FHA-insured
mortgage of up to $567,500 with 3 percent down.
“That’s a really low down (payment) for that kind of
loan size,” Tibbles said. Until recently, even buyers with
good credit and substantial down payments, who
wouldn’t need mortgage insurance on a conventional
loan, were finding interest rates on FHA loans attractive
enough in some price ranges to offset the FHA
insurance payments.

Is the phenomenal surge in FHA-insured loans a cause
for taxpayer concern? Some observers of U.S. mortgage
markets think so, especially if continuing declines in real
estate prices make it more practical for buyers who see
their equity wiped out to walk away rather than pay off
their loans.

‘It probably is going to be quite costly’

“I’'m not sure I'd call it a subprime debacle but there’s
certainly the potential for increased losses,” said Bert
Ely, an Alexandria, Va.,-based consultant on financial
institutions and monetary policy and one of the first
experts to publicly predict the full scope of the savings
and loan crisis of the 1980s and ‘90s. “l haven’t tried to
put any numbers on it, but it probably is going to be
quite costly.”

Evans, the Georgia mortgage broker, said FHA loans
aren’t so attractive in the Atlanta market, where the
median home price of about $200,000 is much lower
than some other markets. “The only people that fit into
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the FHA camp that | come across have less than a 660
credit score,” said Evans. “If you’re in our industry, you
hear frequently ... that FHA is the new subprime.

“We went from being able to do anything for anybody
to now, that if your credit score is less than 660 you're
almost forced to do an FHA loan. ... It tells you that the
surge in FHA lending is for people who have less than
stellar credit. ... | think that all we’re doing is
transferring the problem to the FHA.”

Evans’ company does not sell FHA loans. But even
Tibbles of Cobalt Mortgage, which is now deriving a
third of its business from FHA products, says the notion
of an FHA default crisis is “a valid concern.”

“It would be naive to say there’s not potential for losses
there,” he said. “But (the) history with FHA is that it’s
been very successful as a self-funding program. ... It’s
about controlling risk.”

Projections seen as cutting risk

That’s exactly right, said FHA’s Burns. “As a mortgage
insurance company, we have set our underwriting
standards in a way that we are able to predict what we
think the default and claim rates will be,” she said. “We
have to run our business in a break-even manner, so we
have to run those projections every year.”

This year, Burns noted, FHA raised its up-front insurance
premium from 1.5 percent to 1.75 percent. Some
borrowers — those who are delinquent on an existing
mortgage and refinance through FHA, for instance —
pay 3 percent. “This is a borrower with a riskier profile,”
she said. “The premium should be a little bit higher.”

With FHA’s reserve account now at $28 billion, “We’re
in pretty solid shape,” Burns said. Asked whether a
sudden surge in defaults on FHA-backed loans could
create a crisis that would empty the reserve account
and force taxpayers to mount another financial rescue,
Burns said, “This sounds obnoxious, but there’s just
really no way that would happen.”

In addition to the reserve fund standing at nearly 6
percent of FHA’s current single-family mortgage
obligations, defaulted mortgages are not 100 percent
losses, she said. When an FHA-insured loan is
foreclosed, FHA pays the balance owed to the lender,
reclaims the property and sells it. So the ultimate cost
of the default to FHA is the difference between the
balance and costs of foreclosure and what the property
brings when sold.



And Wooley, the FHA spokesman, said the agency’s
loss-mitigation efforts enable most borrowers who fall
behind on their payments to remain in their homes. “Of
156,867 homeowners in serious default in 2008, only
55,700 of those actually went to foreclosure,” he wrote
in an e-mail.

In the latest data available from the Mortgage Bankers
Association, the FHA foreclosure start rate of 0.95
percent is about 50 percent higher than the 0.61

percent rate for all prime loans, but far below the 4.26
rate for subprime loans.

Burns said that because FHA had such a small market
share during the heyday of subprime lending, “We are
not suffering like everyone else. We don’t have the
losses on our books that other people are seeing.”

“We actually came into this crisis on pretty solid ground
that very much protects the FHA fund, and the business
we see going forward is very, very nice business.”
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THE CRISIS MAY BE A BOON FOR SOME SMALL

BUSINESSES

From cheaper real estate to old-fashioned attention
from banks, small businesses owners may see some
good times ahead

By Gene Marks

Yes, it's definitely bad out there. And it will probably get
worse. But most small business owners like me can also
find some hopeful signs coming out of the financial
nightmare gripping this country. I'm talking about
people who have been running businesses for a while,
who employ people, and have customers. Startups are a
whole other thing (and good luck to them at the
present!). It's those established business owners who
will see some benefits of this mess in future months.
Here are a few reasons why.

We're about to have a better relationship with our
banker than we've ever had.

Know how over the past few years banks have been
ignoring us, chasing the big money? Remember when
we used to get tickets to the ball game or taken out for
a round of golf? It's going to come back. Suddenly,
those boring little local banks that lent money to small
businesses with actual assets are looking pretty smart
right now. Surviving institutions, their egos bruised and
their credibility in ruins, are going to want to be just like
them. Look for a change in the way the banking industry
operates. A little more humble. A lot more relationship.
They've taken their eye off the ball, chasing those
subprime mortgage pots of gold for too long. Prepare
for a resurgence of the old fashioned banker. Our
businesses will be better off because of it.

We'll forget about stocks for a while.

In the good old days of the Dow 14,000, it looked as if
the sky was the limit. Hey, why not take that extra cash
and invest it on Wall Street? Who cares about that
peeling paint and underpaid manager? We don't need
those product enhancements or new machinery.
There's money to be made with that guy from Merrill
Lynch (MER)!

Well, we've all been burned a bit. And that guy from
Merrill Lynch is serving me pepperoni slices at the local
pizza shop. We've learned a lesson. Maybe investing our
excess funds in better equipment or our people is a
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better long-term investment than that mutual fund
holding securities in a company I've never heard of.

Now that the stock market has lost its shine, business
owners will start doing what we should have been doing
all along. Reinvesting our money into our own
companies is good for...us.

We'll rediscover our balance sheets.

Those bankers | mentioned before? Well, not only will
they be paying more attention to us but they'll be
paying even more attention to our financial statements.
Those quarterly numbers and covenants from our loan
agreements that they always seemed to overlook
because they were too busy chasing those other big
deals? They'll be looking at them now, trust me. Get
ready to face some scrutiny. The last thing these
bankers want is to get burned again.

But this is not a bad thing; it's a good thing. Quarterly
financial statements and debt covenants are not a
punishment. They're great metrics to help evaluate the
profitability and value of a company. Shouldn't we have
been paying close attention to all of this in the first
place? It'll be more difficult to get credit for those
companies that probably shouldn't be getting credit in
the first place. There will be better financing
opportunities for those companies that deserve it. It's
time that we all get more disciplined. More prudent.
More focused. Our bankers are now going to require
this. And for good reason.

We're going to raise our prices.

Why? It won't be just to keep up with inflation (which is
probably going to happen from all the money flooding
the system by the Fed). It'll be because all of those idiot
competitors of ours, without financing and facing a slow
economy, are going to start choking on the fumes of
their sputtering businesses. Suddenly, not showing up
to jobs and doing shoddy work is going to mean
something.

We knew they didn't know what they were doing. And
now they're going to live down to their expectations.
We've always known we do better work. And that our
prices are worth it. But how can we possibly prove it
when some knucklehead with half the experience is also
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charging 20% less? Watch them fall. And watch our
prices rise. Recessions and financial crises have a way of
pruning the fat from the economy. The strong survive,
and rise we shall.

We'll have a little more respect for regulation.

Small business owners, like myself, are loath to give the
government credit for anything. We hate red tape and
all the things that bureaucracy can to do to a capitalist
society. We don't like big government spending or large
tax increases. It's just part of our DNA.

But even this right-of-center writer has to have a little
respect. It's not 1929 or 1907. There's the Fed and the
Treasury and the Securities & Exchange Commission.
No, they're not perfect. But they've kept the system
going at a time when, historically, it would have
imploded spectacularly.

They've so far coordinated pretty well with foreign
central banks. Congress is raising the FDIC insurance
coverage on our bank accounts. They're stepping in to
do something to right all those bad loans. And they're
making it easier for Warren Buffett to make even more
money. I'm happy for Warren Buffett, too—he seems
like a really nice guy. They have proven to me that there
needs to be a role for regulation in a capitalist society.

We'll grab some space, too.

One day the newspapers are crying because real estate
is so high no one can afford it. The next day they're
crying because prices have dropped.

Well, we're not crying. The bursting real estate bubble
means that we can finally, finally, finally buy that
building or rent that space at a reasonable price. Not
that overly inflated fairy tale of a price we were offered
just a year ago. Now's the time to look for bargains. And
the bankers will loan us the money...after they've
protected us both by doing the appropriate amount of
due diligence.

This year's going to be tough while the economy rights
itself. But better days for small business owners are on
the horizon. If we're lucky, we've got a few bucks in the
bank and a few good employees still working hard for

us. With that combination, smart business owners, and
their newfound banking friends, will take advantage of
this financial crisis and turn it into a long-term success.

Gene Marks, CPA, is the owner of the Marks Group,
which sells customer relationship, service, and
financial management tools to small and midsize
businesses. Marks is the author of four best-selling
small business books and writes the popular "Penny
Pincher's Almanac" syndicated column. He frequently
speaks to business groups on penny-pinching topics.
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THE HOUSING MESS: S “DUMB" QUESTIONS

Among them: Where do people go when they lose their
homes? Do we have too many houses? And why on
earth are we still building new ones anyway?

By Marilyn Lewis

When it comes to the housing meltdown, there are no
stupid questions.

You can't be any dumber than a guy who makes
$30,000 a year but bought a $500,000 house. Or the
banker who signed the guy's mortgage. Or an
investment bank that thought bundling such deals
together made buyers with bad credit less risky. Or
regulators who thought investment bankers were
smart.

Yet still you're probably wondering about the same
things we are, the so-simple-it's-embarrassing stuff like:

Why on earth are we still building?

There's a year's worth of new and used homes on the
market now. About 10% of rentals and nearly 3% of
family-owned homes around the country are empty.

Yet houses and condos are still going up.

Like a chicken with its head cut off, new construction is
slow to respond when the ax falls. It's taken three years
(prices started falling many places in 2005), but builders
finally have dropped production, to 817,000 "starts" of
houses and apartments this year, a third fewer than a
year ago and the lowest in 50 years.

But why build at all?

Crazy as it seems to keep on building, home
construction is "not a tap that turns on and off real
fast," says Caroline Latham, the owner of RealFacts,
which gathers and sells statistics on rental markets.
New-home developments take years to get off the
ground. Buildings being put up today have been on the
drawing board for years.

A developer breaking ground has already invested in
paying an architect and running an expensive gantlet of
governmental permits, reviews, reports and
consultants. Before construction starts, it costs
thousands -- or even millions -- of dollars to grade a site
and install sewers, roads, and water and power lines.
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If you've already taken out a loan for a development,
you've got to generate cash flow to keep up your
payments. "Maybe you build phase one and hope to get
your money back from that," Latham says. "But if you
put it down and walk away from it, the chances are
you'll never get it back together again."

In a few places -- including the Carolinas, oil towns such
as Wichita, Kan., and Tulsa, Okla., and much of Texas --
demand is still fairly strong. But even where there are
too many houses for sale, the houses on the market
may not be the ones that buyers want, so builders are
putting up single-level homes for retirees, for instance,
or condos close to new light-industrial parks or office
clusters. With the midlevel market saturated, builders
are concentrating mainly on two markets: luxury homes
and starter homes.

Do we simply have too many houses?

In a word, yes. The Census Bureau says the U.S. has
about 128 million houses, condos and apartments but
just 112 million households.

Is that a problem? You bet it is. "We've got too much
housing and yet not enough housing that people can
afford," says Danilo Pelletiere, the research director for
the National Low Income Housing Coalition. "There are
a lot of houses, but they are in places and in shape that
people can't use them." Also, many who want to buy
can't get a loan because credit is tight.

These are among the drawbacks of free-market
economics. In Soviet Russia, where the state owned the
housing, planners -- in theory, anyway -- could have
shuffled people and jobs around to fill up those empty
houses. (It was supposed to have been a more efficient
system, but, as time showed, it had its own problems.)

Another wrinkle: Even if all the empty homes were near
the people who needed them -- and they're not -- their
upkeep costs could be huge. Many homes for sale are
just too grand for the buyers. The heating and cooling
bills, repairs, paint, gutter cleaning and yard mowing
could break many of the people who need homes.
"Even if you give them to them for free, there would be
this problem," Pelletiere says.

Hundreds of foreclosed homes are raising concerns
about a potential health issue because their abandoned
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pools can be nesting grounds for mosquitoes carrying
West Nile virus.

What's affordable? Spending no more than 30% of your
income on housing. By 2007, almost 15% of Americans
with mortgages were devoting half their incomes or
more to home payments.

Affordability didn't seem like such a problem during the
real-estate boom of recent years, although wages were
falling or flat. While cheap introductory mortgage rates
were available, developers and buyers were lured not
to the small, thrifty homes they needed but to what
were essentially luxury digs.

It's happened before. "In a lot of poor neighborhoods,
there are mansions that have been turned into slums.
You can see what it looks like when you build houses
where the following generations and the demand can't
keep up," Pelletiere says.

Where do those foreclosed families go?

Today, people are doing what they've always done
when trouble strikes:

They bunch up. One traditional solution is to
consolidate, usually by moving in with friends or
relatives. Two single moms who tried and failed to
become homeowners now stuff both of their families
into one home.

"If they are youngish people, they go back home to their
long-suffering parents," RealFacts' Latham says.

Some move mobile homes onto friends' properties.
Grandparents take in adult children and their families.
Some adult children take in parents. Adult brothers and
sisters make room for siblings and their families.
Sometimes families break apart, with the adults leaving
town to find work while relatives take their children.

Continued: Renters and the homeless

They rent. It's back to renting for many who are losing
homes to foreclosure. "We believe most owner-
occupants who are foreclosed upon become renters,"
says Brian Sullivan, a spokesman for the U.S.
Department of Housing and Urban Development.

Fortunately, at least in a number of places, the housing
mess is creating additional rentals. Craigslist says its
rental listings nationally have grown by 257% in the past
two years.
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Many homeowners who can't sell for enough to pay off
their mortgages are becoming landlords, at least until
the market turns around. That's happened, for example,
in Southern California's Riverside County, with the fifth-
most foreclosures in the country.

Kurtis Squyres, who buys bank foreclosures and sells
them to investors, says many former homeowners are
reluctant to return to multiplex living. They are pleased
to find newer, single-family rentals that let them avoid
high mortgage payments and homeowner
responsibilities. (Their home-owning neighbors,
however, aren't always so pleased.)

They live on the street. Foreclosures are putting some
people on the street. How many is a subject of debate.
HUD's latest Annual Homeless Assessment Report to
Congress finds that few renters who lose their housing
go directly to emergency shelters or transitional-
housing programs. However, USA Today recently
reported that homelessness is rising in 12 major cities, a
turnaround after federal and local efforts produced a
decline in recent years.

Renters, too, are affected by foreclosures. (In Cook
County, lll., Sheriff Tom Dart refused for a time to
enforce evictions because his deputies were finding
renters who had no idea their homes were in
foreclosure.) In Los Angeles, 50% of foreclosures are
rentals; in New England, it's 45%, Pelletiere says.

There are too many homes, generally, but a severe
shortage of affordable rentals: 9 million renters need
more-affordable homes -- three times as many as there
are homes for them, Pelletiere says. The increased
demand is driving rents up in some areas. Residents
who can't replace rental deposits lost to foreclosure
may get pushed to the curb.

Why not offer foreclosures to poor people?

That's happening, actually, at least with some homes
owned by the federal government.

HUD, which sells mortgages to homeowners, has
started selling some of its foreclosed properties to cities
and towns, especially in low-income areas, for $1. (Read
about HUD Dollar Homes and search for sale properties
here.) The Housing and Economic Recovery Act of 2008,
enacted last summer, provides about $4 billion in grants
to fix them up.

Still, most foreclosed properties are in private hands,
and those owners are unlikely to be able, without
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government help, to hand their places over to the
homeless. They've got to make money from the
property to cover the mortgage. That means, Latham
says, a homeless person would probably need:

e Acredit history. Without a payment history, a
previous rental address, references and a
deposit, it's virtually impossible for someone
who's been out of the rental market to get
started.

e References. Someone has to vouch for a
prospective tenant. A landlord, even charities
and government agencies, are likely to run a
credit check on an applicant. Living on the
street can be a stigma.

e Money. The property's owner has to rent to
someone who can make payments. If there's a
mortgage, the owner needs the investment to
pay off.

How long can a house sit before it's not salable?

So much depends where the house is and whether it
was closed up carefully. All things being equal, an empty
house probably lasts longer in the arid Southwest than
in the humid Southeast. All across the country, banks
and city governments are finding that, in general, an
empty house has a surprisingly short life.

For example, an abandoned house won't last more than
a year in wet northwestern Washington state, says Kirk
Juneau, an home inspector in Ferndale. "I've seen
where blackberry bushes have grown under siding and
into the house and vents," he says.

With no one to caulk windows, clean gutters, trim
bushes, run the water, flush toilets and turn on the
heat, moisture -- death to houses -- seeps in. In just one
winter, mold, rot and even foundation cracks appear.
Condensation in a cold house turns building materials
soggy and weak. Wind rubs tree limbs against siding.
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The limbs trap moisture and make a gangway for
critters that feast on wood, insulation or wiring. When
water is shut off without first blowing air through the
pipes, freeze-damaged, cracked pipes will leak when the
water is turned on again.

Hundreds of foreclosed homes are raising concerns
about a potential health issue because their abandoned
pools can be nesting grounds for mosquitoes carrying
West Nile virus.

New homes, in some ways, can fall apart faster, Juneau
says, because they use manufactured wood products
vulnerable to swelling and mold. But in other ways
they're tougher: Better ventilated and wrapped tightly
against the elements, they can stay dry longer.

A house left half built, even for a time, sustains damage
that becomes invisible once the place is finished.
Moisture barriers aren't meant to be left flapping in the
wind. "The longest you'd want to wait (before putting
up the siding) would be two months," Juneau says. An
exposed foundation can freeze and crack, especially if
the site hasn't been graded for drainage and water runs
into and under it.

In Miami, a wooden building won't last long if windows
and doors are broken by vandals, letting wind, rain,
animals and people in, says Cedric Mar, a city official
with the title of chief of unsafe structures.

Termites and wood rot take over quickly, he says. Wind
blowing through a home can buckle walls and roofs. The
city tries to act quickly to pressure owners to repair or
demolish abandoned houses. It takes over derelict
properties, but because of legal hurdles, that takes a
few months or even several years. In contrast, someone
who breaks in and builds a fire to keep warm can burn
down a house in an evening.
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THE RUN-DOWN FORECLOSURE NEXT DOOR:

WHAT YOU CAN DO

Neighbors can prevent abandoned homes from blighting
their community further by putting pressure on the
lender that foreclosed on the property.

By Luke Mullins, U.S. News and World Report

As the housing
bust continues to
ripple through the
nation, a growing
number of
American
communities have
been affected by
home
foreclosures. In
August alone, one
out of every 416 U.S. households received a foreclosure
filing. That's up from one in every 464 households the
previous month. While painful enough for those who
lose their homes, foreclosures -- especially vacant,
unkempt ones -- can undercut the property values of
entire neighborhoods. Michael Soon Lee, a broker who
owns Realty Unlimited in Dublin, Calif., explains how
neighbors can fight the corrosive effects of home
foreclosures.

How do foreclosed homes affect the values of nearby
properties?

"It hurts the value of all the properties in the
neighborhood. The first thing you learn in Real Estate
101 is curb appeal. So when people drive up to your
home, you want it to really be attractive. But curb
appeal also applies to the neighborhood. That's why
[real-estate agents] always drive people through the
most scenic parts of town, which may not always be the
most direct route to a property. You don't just sell a
home, you sell a lifestyle and you sell a neighborhood.
“So if there is a rundown, foreclosed home on the main
thoroughfare getting to [your] property, it's going to
hurt [the value], because, mentally, people go, 'Oh, |
wonder what's going on in the neighborhood?' "

What steps can neighbors take if they have a
foreclosed home blighting their area?

"Contact a local real-estate agent to see if he or she can
find out which bank owns the property. Foreclosure can
be a long process, and until the lender actually holds
title, there's little anyone can do.
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“Once [the foreclosed property] is owned by the bank,
start putting pressure on them. Banks don't want nasty
calls from neighbors; the people who work there are
human, just like anybody else. You can get several
neighbors together to make calls in close sequence --
it's just like calling your congressperson. Build a
relationship with some specific person at the bank,
somebody in the foreclosure department; have a name
that everybody calls and you get to know.

"Even better, have neighbors who are customers of that
lender call the foreclosure department about the
condition of the property. Current customers who
threaten to change banks have more leverage than
noncustomers. Some banks will hire a property-
management service to maintain the property once
they own it. If you find out that a management
company is maintaining the property, contact it
directly."

What should you do if you're not getting any results by
going through the bank?

"Your best bet is to check with your local building
department and talk to their code-enforcement
division. Every city has a building department, and every
one of them has a code-enforcement division. They
recognize that blighted properties hurt the entire city,
so they have a vested interest in making sure the
properties are maintained, and most have the ability to
levy fines and penalties against the lender -- or whoever
the owner is."

Have you ever seen that happen?

"Oh, yeah. The lender doesn't want to have problems
with the city because it could make it difficult to sell
[the home]. Technically, if you don't pay your fines, the
city could put a lien against the property, and then they
can't sell it."

Would you recommend that neighbors go and
maintain the property themselves?

"Remember, this is not your property. But in real estate
we call that the 'stealth neighborhood improvement
program.'

“I've done it. I've had properties where the next-door
neighbor wasn't keeping it up, and as a Realtor | really
want our neighborhood to look its best; it keeps



everybody's value up. So if their sprinkler isn't working,
I'll make sure to hit it with a little bit of water. If the
weeds get a little bit high, I'll sneak over when it's quiet
when I'm cutting my lawn, and | will just happen to end
up doing their lawn as well.

“Look at it like this: You are not doing damage to their
property, you are actually improving it. So how much
liability do you really have? It's probably very minimal."

What's another way that neighbors can prevent a
foreclosed home from blighting their community?
"Homes that are sitting abandoned are an opportunity.
So you can let your friends, relatives and anyone else
that might be interested in moving into your
neighborhood know about it. Let's get this sucker off

the market; let's get [someone] to buy it. You're likely to
get a great price!"

How can neighbors combat some of the other
problems that accompany home foreclosure?

"If you've got a Neighborhood Watch program, you
want to step up your vigilance around the properties
that are vacant. In my area, we had a beautiful home
that was sitting vacant for the longest time. Kids broke
in and used it for a party house for several weeks. And
the other thing that we are having a problem with right
now is arson. | guess a vacant property is just an
attraction for arsonists. So Neighborhood Watch
programs can be really helpful in preventing fires, as
well."
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WHY LENDERS MIGHT

FORGIVE YOUR DEBT

There was a time when lenders didn't want to work with
you if you couldn't pay. Now they want to avoid
foreclosure, lawsuits or repossession almost as much as
you do.

By Liz Pulliam Weston

People who overdosed on debt in recent years learned
the paradox of easy credit: While lenders were willing
to let you borrow copious amounts, they weren't
particularly interested in helping you work out a
solution if you fell behind on repayment.

Lenders often found it easier and cheaper to write off
delinquent accounts as bad debt than work with you on
a repayment plan. After all, they could get a tax break
on the loss and then get on with the profitable business
of extending credit to the next guy.

Lately, however, lender perspectives have changed.
Soaring default rates, a weakening economy and the
credit crunch have rewritten the rules.

e Credit card lenders charged off 5.47% of the
total amounts owed on cards as bad debt in the
second quarter, according to the Federal
Reserve. A year ago, the charge-off rate was
3.85%.

e Consumer bankruptcy filings in October topped
100,000, a 40% increase from a year earlier and
the highest level since the federal bankruptcy
reform law took effect in October 2005,
according to the American Bankruptcy Institute.

e More than 2.2 million homeowners are more
than 60 days late on their mortgage payments,
according to the Hope Now alliance of lenders
and credit counselors, and one in six
homeowners owes more on a home than it's
worth.

e  With home prices plummeting, every
foreclosure now represents a loss of 44% of the
original loan amount, up from 29% a year ago,
according to data from LPS Applied Analytics.

That's why lenders are now looking for ways to keep

people paying their bills, even if it means forgiving some

of their debt. Now the paradox is that in order to
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qualify, you must be struggling, but not so much that a
change in terms wouldn't help you.

How the new programs work

The most sweeping new program was announced Nov.
11. Freddie Mac and Fannie Mae, the government
agencies that guarantee 31 million U.S. mortgages, will
begin paying the mortgage service companies that
maintain the loans $800 for every loan they modify.
Borrowers would get help in several ways: Interest rates
would be reduced so that borrowers would not pay
more than 38% of their gross income on housing
expenses. Another option is for loans to be extended
from 30 years to 40 years, and for some of the principal
amount to be deferred interest-free. (You can find more
details here.)

The same day, Citigroup announced it would halt
foreclosures for borrowers who live in their own homes,
have decent incomes and stand a good chance of
making lowered mortgage payments. Ultimately, it
plans to modify the repayment terms on up to $20
billion in loans.

Late last month, JPMorgan Chase expanded its
mortgage modification program to an estimated $70
billion in loans, which could aid as many as 400,000
homeowners. The modifications were to include
reducing amounts owed or the loans' interest rates, and
replacing so-called "pay option" loans that typically
resulted in mortgages growing over time.

Bank of America, meanwhile, has said that starting Dec.
1, it will modify an estimated 400,000 loans held by
newly acquired Countrywide Financial as part of an $8.4
billion legal settlement reached with 11 states in early
October.

Loan forgiveness is a key part of the Hope for
Homeowners program. This is the foreclosure
prevention program that Congress created as part of
the $700 billion Economic and Housing Recovery Act of
2008. Lenders that want to participate typically must
agree to reduce borrowers' principal to 90% of their
homes' current value.

But wait, there's more

In late October, a coalition of lenders and consumer
advocates asked banking regulators to approve a pilot
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program that would allow struggling borrowers to pay
off, over time, less than they owe -- as much as 40%
less. Under current rules, any repayment plan has to be
for the full amount owed.

Though the Office of the Comptroller of the Currency
rejected the first draft over how banks would book the
resulting losses, backers of the plan say they're
committed to finding a remedy for overtaxed borrowers
that's short of bankruptcy -- which would likely mean
the banks see no repayment at all.

In the first proposal, a joint project of the Financial
Services Roundtable and the Consumer Federation of
America, applicants would have been evaluated by
certified credit counselors; those who couldn't pay off
their debt under a regular debt management program
would have been placed in one of four repayment plans
that would reduce their principal by 10%, 20%, 30% or
40%. Only consumers closest to bankruptcy could have
qualified for the biggest reduction.

Fannie Mae and Freddie Mac unveil plans to help
homeowners avoid foreclosure.

Travis Plunkett of the Consumer Federation of America
said his group would continue to lobby regulators "to do
everything they can, within bounds of the safety and
soundness of the financial system, to help consumers,"
but that ultimately consumer advocates may have to
turn to lawmakers for help.

"it may be Congress that has to step in, and | think
there's a lot of interest there" in doing so, Plunkett said.
"We've got a train wreck coming."

Student loans and car debt

Meanwhile, makers of student and auto loans haven't
announced any new plans for forgiveness. In recent
years, in fact, both groups made escaping their debt
more difficult. But:

e Certain borrowers can still get portions of their
federal student loans forgiven through
volunteer work, military service and teaching in
low-income communities. And Congress passed
a law in 2007 that wipes out federal student
loan debt for people who work in certain jobs
and who make 10 years of on-time payments.
Plus:

e Auto lenders are stepping up their education
efforts to let troubled borrowers know they
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have alternatives if they fall behind on their car
payments. According to credit bureau Experian,
more than 500,000 borrowers are 30 days or
more overdue on a car loan.

Yet fewer than half of consumers in a recent poll knew
that auto financing companies often worked with
troubled borrowers, said Eric Hoffman, spokesman for
the Aware, an education group set up by auto dealers
and lenders that commissioned the survey.

Auto lenders may be able to modify a loan to stretch
payments over a longer period or allow borrowers to
make up missing payments, Hoffman said.

"We tell people, 'Don't ignore the situation if you're
having trouble,'"" Hoffman said. "Get in contact with
your lender and see if there's a way to work out a
different payment plan."

The same advice holds true for student loans. You may
be eligible for income-sensitive or graduated repayment
plans or, if you're facing economic hardship,
forbearance or deferment that would allow you to skip
payments for up to three years.

Here's what to do about other debt:

Credit cards. If you're already behind on your credit
card payments, you shouldn't wait to see if you'll qualify
for any loan forgiveness programs. Make two calls: one
to a legitimate credit counselor and another to an
experienced bankruptcy attorney. Between the two,
you'll get the information you'll need to decide whether
you should continue paying your debt or have it
"forgiven" by the U.S. bankruptcy court.

Mortgages. Gather your paperwork -- your mortgage
documents, last year's tax return and some recent pay
stubs -- and call a HUD-approved housing counselor to
evaluate your situation and your options. If you qualify
for a loan modification program, the counselor can help
you get through to your lender's loss mitigation
department, which will evaluate your application.

A lender will want evidence that you're in trouble -- and
assurances that any changes will keep the payments
coming. Don't expect that it will immediately hack your
loan balance to what the house is currently worth; it
won't.

Your lender has only a few ways to help you: It can
reduce your interest rate, defer payments, extend the
length of the loan or forgive some part of your principal.


http://www.finaid.org/loans/forgiveness.phtml
http://www.finaid.org/loans/forgiveness.phtml
http://www.finaid.org/loans/forgiveness.phtml
http://articles.moneycentral.msn.com/SmartSpending/ConsumerActionGuide/ask-for-student-loan-forgiveness.aspx
http://articles.moneycentral.msn.com/SmartSpending/ConsumerActionGuide/ask-for-student-loan-forgiveness.aspx
http://articles.moneycentral.msn.com/SmartSpending/ConsumerActionGuide/ask-for-student-loan-forgiveness.aspx
http://www.nfcc.org/
http://www.hud.gov/offices/hsg/sfh/hcc/hccprof14.cfm

With your counselor's help, you should decide what
solution you want before approaching the lender. If you
have a temporary situation such as an illness that will
be resolved soon, for example, ask for deferred
payments. If your adjustable-rate mortgage is about to
reset, use MSN Money's Mortgage Calculator to see if a
reduced interest rate could keep you in your home.

You may have trouble getting your lender's attention.
That's particularly true if you haven't already fallen
behind on your payments, something you should try to

avoid, because late payments can kill your credit scores.

Fannie Mae and Freddie Mac unveil plans to help
homeowners avoid foreclosure.

In that situation, consider getting an attorney's help,
said lawyer and mortgage broker Alan Jablonski, author
of "Successfully Navigating the Mortgage Maze" and
operator of the AJ Consumer Watch Web site.

Unlike some of those who advertise loan modification
help, attorneys have a fiduciary duty to put their clients

first (and clients have many remedies, including lawsuits
and disciplinary complaints to the bar association, if the
attorney fails to fulfill those duties).

That's a far cry from many of the fly-by-night outfits
that demand big upfront fees and then fail to act, or
disappear with the money.If you decide to hire an
attorney, you'll have to find one on your own, Jablonski
said; anyone legitimate has a full workload and isn't
proactively contacting potential clients.

Your state's bar association may offer referrals. In any
case, you'll need to confirm that the attorney is in good
standing with the bar, and that he or she has experience
with loan modification.

Liz Pulliam Weston's latest book, "Easy Money: How to
Simplify Your Finances and Get What You Want Out of
Life," is now available. Columns by Weston, the Web's
most-read personal-finance writer and winner of the
2007 Clarion Award for online journalism, appear every
Monday and Thursday, exclusively on MSN Money.
Published Nov. 17, 2008
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WHY YOUR PROPERTY TAXES ARE GOING UP

As local governments scramble to cope with revenue
shortfalls, homeowners are getting slapped with tax
increases -- even as real-estate values tumble. Proposed
rate increases run as high as 17%.

By Catherine Holahan, MSN Money

As if it weren't bad enough that Michele Cetta's home
value is plummeting, she's also facing a property-tax
increase.

"The value of the house is going down, but the property
taxes are going up," says the mom from Staten Island,
one of the suburban areas of New York City. She
anticipates adding several hundred dollars to this year's
nearly $7,000 property-tax bill. "People already can't
afford to buy in the neighborhood, and this makes it
worse."

Homeowners see the same troubling trend across the
nation. Despite a nationwide drop in home values of
more than 6% -- and as much as 30% in some areas --
many homeowners are seeing their property taxes
ratchet up, as state and local governments try to cope
with revenue shortfalls caused by the economic
downturn.

'Everything's tough now'

The proposed increases are generating stiff opposition
from community leaders who worry that higher taxes
will force struggling homeowners into foreclosure,
accelerating the downward spiral in local economies. In
New York, several community leaders filed a lawsuit
Nov. 18 in hopes of forcing the city to send out property
tax rebates, promised earlier in the year.

Residents forced out of homes?

Officials say they have little choice but to raise rates.
Rising unemployment, declining business revenues and
falling home prices -- which can reduce a home's
taxable worth -- have left communities short of the cash
they need to pay higher energy, infrastructure and
employee-related costs, such as health care premiums.

How do your taxes compare?

On average, U.S. cities saw spending jump 3% in 2007,
while tax revenues remained flat, according to the
National League of Cities' annual report. Nearly two-
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thirds of city officials polled by the league expect
revenues to take a larger hit this year, as tax bases
continue to shrink and businesses contract.

"Any form of government that has a heavy reliance on
property tax is going to face massive budget shortfalls,"
says Matt Moon, a spokesman at the Tax Foundation, a
nonprofit tax research group.

New York City, home to many battered financial
institutions, has been hit particularly hard by the
economic downturn. Municipal officials are calling for a
7% property-tax increase and the elimination of a
planned $400 tax rebate to help bridge an expected $4
billion spending gap. Though Mayor Michael Bloomberg
has also proposed firing 3,000 workers, he says layoffs
can't solve all of the city's problems.

"Cost cutting alone won't be enough," Bloomberg said
in a Nov. 9 radio address outlining his proposed budget.
"Unfortunately, we've also got to raise revenues."

In New Jersey, where homeowners pay the nation's
highest property taxes, government officials have begun
paving the way for additional increases. William Dressel,
the executive director of the state's League of
Municipalities, has called on New Jersey officials to
increase a 4% cap on annual increases in property-tax
bills. Some towns, such as Cherry Hill, N.J., face tax
spikes as big as 17% under proposed 2009 municipal
budgets.

"Nobody wants to increase property taxes, especially in
the current crisis," says Jon Moran, a legislative analyst
at the league, which counts all of New Jersey's 566
towns and cities as members. "But . . . everything hangs
by a thread."

Many homeowners say their financial security is just as
precarious. In interviews with half a dozen New York
City taxpayers, many said higher food costs, stagnant
wages and tighter credit restrictions have left them
unable to withstand larger property-tax bills.

"The middle class has been hit hard as it is," says
Josephine Restivo, a 14-year Staten Island resident who
expects to see her taxes go up despite declining area
home values. The median home price on Staten Island
has fallen 6% in the past year to $400,000, according to
real-estate tracker Trulia.com.
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Some taxpayer groups argue that property-tax increases
will worsen local governments' fiscal woes. They argue
that homebuyers will be reluctant to pay higher prices
for homes -- or to buy at all -- should tax rates jump.
Further, they say, already-struggling homeowners will
be left with even less income for mortgage payments,
making them even more vulnerable to losing their
houses.

"In some areas of the country, this could push
homeowners into foreclosure -- it's as simple as that,"
says Pete Sepp, a spokesman for the National Taxpayers
Union. "For cities to cancel property-tax relief is bad
enough; for them to go in the reverse would be
unconscionable."

Staten Island City Councilman Vincent Ignizio, a
Republican, was among several lawmakers to sue the
mayor's office to force the delivery of the previously
promised property-tax rebates.

"You can never tax your way out of an economic
downturn," Ignizio says. "This could break the back of
people."

Some homeowners argue the federal government
should use bailout funds intended for banks instead for
property-tax relief.

"The aid shouldn't go to the banks and corporations; it
should go to the working class and public works," says
Alyce Sparandero, a registered nurse and New York City
homeowner facing a property-tax spike.

The federal government has set aside some property-
tax aid for homeowners. The American Housing Rescue
and Foreclosure Prevention Act, passed earlier this year,
gives first-time homebuyers a refundable tax credit of
up to $7,500 that can be paid back over 15 years. The
program is targeted at low-income housing and
homeowners who do not itemize tax deductions. So far,
the federal government has stopped short of providing
widespread property-tax relief.

New York City officials explain that they have no solid
alternatives to property-tax increases. Businesses are
already under strain, they say. And officials fear that
raising sales taxes would only further dampen
consumer spending, making the downturn worse.
Cutting services might depress home prices even more,
not to mention putting residents at risk.

"We will not let our city return to the dark days of the
1970s, when the fiscal crisis all but destroyed our

quality of life," Bloomberg said in his Nov. 9 radio
address.

Michele Cetta sees it differently. She believes her
quality of life may be destroyed by higher property
taxes.

"Homeowners are hurting as it is," Cetta says. "This is
not good."
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