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From the Los Angeles Times

REAL ESTATE

Sales of foreclosures are on the rise
Low prices are bringing in multiple bids. Those who  win are getting great deals.

By Dinah Eng
Special to The Times

June 1, 2008

THE MARKET may be down, but sales of bank-owned properties are picking up, with multiple offers being made in many cases as lenders drop their
prices to move foreclosed homes off the books. 

REO homes (bank shorthand for "real estate owned") that are in good condition and listed at $300,000 or less are drawing as many as 15 to 20 bids 
from home buyers and investors looking for bargains, area real estate agents report.

Aimee and Cory Brown couldn't afford a down payment in 2003, so they partnered with Aimee's mother to buy a five-bedroom house in Murrieta that
year. The family sold the house in 2005 and moved into a rental, intending to buy up, but found prices still too high for their budget.

"We ended up making an offer on a short sale in March, but since those take a while, we kept looking," Aimee Brown said. "Four days later, I found a
four-bedroom, 2 1/2 -bath house for $225,000 online. It was a bank repo and had eight other offers, so we offered $250,000 and got it."

The house, a mile and a half from the Browns' rental home, was in good condition, with a Japanese plum tree in full bloom in the frontyard. When the
couple's first son died, Brown said, she wanted to have a house one day where she could plant a Japanese plum tree in his memory.

"When I saw the tree at this house, I took it as a sign that it was meant to be ours," Brown said. "We looked at so many bank-owned properties that 
had been trashed. We didn't have the equity to redo a house completely, so this one was perfect. We'll have to buy more furniture because we're going 
from 1,300 square feet to 2,100 square feet."

Earl Bonawitz, general manager for Century 21 Wright in Temecula, said his company handles 120 to 150 bank-owned properties at any given time 
and has watched REO prices drop. Banks and investors who own the loans hire asset managers to oversee REO properties. The vast majority of asset 
managers, Bonawitz said, then hire real estate brokers to do the actual property listings.

"It costs a bank about $5,000 a month to hold a property," he said. "A $650,000 to $700,000 appraisal a year ago in some areas is now worth about 
$350,000. It took a while for the banks to adjust their mentality to that. Right now, anything under $300,000 is a hot price.

"It's a seller's market with REOs. Once a bank accepts an offer, they send out addendums that are nonnegotiable. If you don't want to sign them, fine, 
they've got other buyers. The addendums say you'll close by 'X' date, and if you don't close by then and it's your fault you'll pay a $100 to $150 
penalty per day. They choose the service providers for escrow and title."

Victor Benoun, president of the Mortgage Source Inc. in Studio City, said that in some cases a bank may be financing the loan itself on a foreclosed 
property to make up some of its loss in a lower sales price or in an effort to make sure it has a buyer whose offer won't fall out of escrow.

Although the lowest Southern California prices may be found in the Inland Empire, where many sub-prime borrowers defaulted, Benoun said 
foreclosed properties also can be found throughout Los Angeles County.

"We just had a house south of the boulevard in Woodland Hills that was listed at $250,000, and it was bid up over $500,000, which was the market 
price," Benoun said. "Banks are trying to get as close to fair market value as they can, but we've seen prices fall because there's such a huge supply of 
foreclosed homes on the market."

Retirement money

Kirby Palmer, a clinical social worker who owns a home in Claremont, decided to buy an REO house in northern Rialto in January to flip as part of 
his retirement strategy. He said because he's self-employed it was too costly to get conventional financing; lenders were asking for 20% down with 
interest rates of 8.5% to 9%. 

So he went to what is known as a hard-money lender. These companies offer short-term loans based on a projected future value of the property and 
charge higher interest rates than banks. 
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The lender required a 10% down payment, as well as six months' worth of mortgage payments and the construction costs upfront at 13% interest for a 
six-month loan.

Palmer rehabbed much of the house himself and was paid back the construction costs by the lender as the work progressed. All told, he put up 
$64,000 on a $238,000 house.

"I was one of several offers and didn't get it the first time because someone bid higher than me," Palmer said. "But when that offer fell out, I got it."

The property had been stripped of all copper wiring and the air-conditioning unit.

"I went in the first day with my sons and had to kick out a squatter," Palmer said. "We cleaned up the yard, repainted, put in new vanities, new light 
fixtures and new carpet."

He put it back on the market at $349,000 in March but has had no offers yet. 

"If it doesn't sell, I can rent it out and wait for the market to bounce back," he said. "It's not a huge risk."

Stephen Yeager, president and chief executive of Weichert, Realtors-Foothill Properties in the Inland Empire, said that although new foreclosures will
continue to come on the market in the near future, he believes REOs are selling at a rate that has stabilized the prices. 

"Prices are more realistic," he said. "Time on the market is coming down. I've seen bank-owned properties sold within five days recently, compared to 
an average of 95 days for REOs at the first of the year."

John Karevoll, an analyst with DataQuick Information Systems, also is seeing that REO prices have come down and more homes are closing escrow 
than a few months ago.

"The big question is whether we're in a recession," he said. "If we are, we're in for some more downturn. If we're not in a recession, it's likely that 
prices have found their bottom and that most of the declines are behind us. That's true for REOs and the market as a whole."

About 75% of the REOs that Yeager's company handles in Upland and Fontana are properties that need renovation, a widespread problem 
encountered by other real estate agents and buyers.

"There are a lot of them that are trashed, but others are ready to move into," Yeager said. 

Jose E. Pastora, broker-owner of Re/Max Masters, which has offices in Los Angeles and San Bernardino counties, said their foreclosed-property 
offerings are listed at projected values 60 to 90 days in the future because most take an average of 81 days to sell, but some areas are selling in a week 
to 10 days. 

"We're seeing as many as 35 offers on a piece of property now in Fontana," Pastora said. "A foreclosure in Rialto, for example, is different than one in
Glendora, which will sell faster because the location's more desirable." Once properties in an area begin selling faster, he said, the average price begins
to stabilize.

Mario Estrada, with Weichert, Realtors-Foothill Properties, recently bought an REO in northern Rialto that he's fixing up himself for his family to 
move into.

Supplying elbow grease

"We're living in El Sereno with my mother-in-law right now because we wanted to help her out when her husband died," Estrada said. "We're ready 
to move back out, and I saw this property, which needed a lot of work. If you hired somebody, it'd cost $20,000 to fix up, but I'm very handy, so I'm 
going to do all the work myself."

Estrada bought a five-bedroom, three-bathroom house, listed at $290,000, for $230,000. His strategy?

"There were multiple offers, but I came in with more money," said Estrada, who put 10% down. "Banks want the most qualified buyers. I had a good 
credit score, a larger down payment and other assets." 

Plus, he said, "people were also vandalizing the property . . . so I got a really good deal."

If you want other stories on this topic, search the Archives at latimes.com/archives.
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