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California - the Golden State. Land of sweep

ing vistas, movie stars, endless opportunity 

- and home of the most blistering foreclosure 

laws in the nation. 

If you have gotten yourself into a situation 

where foreclosure is a definite possibility, you 

may be only weeks or even days away from 

losing your house entirely - followed by a 

prompt, court-ordered eviction. 

It doesn't have to happen that way. Little 

known to most people, there are many legal, 

positive solutions available to help people 

"under the gun" keep their house and restore 

their credit. 

These solutions can work for you, in your 

situation - no matter how bad things look 

right now. 

Are you getting those threatening letters and 

non-stop phone calls? Relax. Help is on the 

way. Take just a few minutes now to read just 

the first few pages of this book. You'll breathe 

easy and you'll smile as your world suddenly 

brightens - and your fears are replaced with 

feelings of calm and optimism. 
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Introduction 

To the rest of the world, California often looks like the 
most beautiful place imaginable. Heaven on Earth. Good
looking, smiling people. Fabulous beaches. Redwood forests. 
Magical theme parks. The paradise of the endless summer. 

But when you're in trouble with your finances, 
California can be one of the coldest places you would ever 
want to see. 

My name is Michael Straumietis. I know what it's like 
to be down and out. I've gone through bankruptcy and I 
remember in painful, vivid detail what led up to it, what 
happened during the actual bankruptcy process, and all the 

grueling work it took to get back on my feet and back into 
"the good life." 

How bad was it? I had my entire possessions in five 

large black plastic garbage bags. I lived in a run-down old 
apartment with no furniture. That's how bad it was. 

Let me be blunt. You don't want to go through it. It's 
not easy and it's not fun. The good news is, you don't have 
to. 

But to avoid this California version of hell on earth, 
you have to take action and avoid the tricks and traps of the 



wolves in sheep's clothing who are stalking you every step 

of the way. 

Today, my life is good. I make a very comfortable 

living as partner in a manufacturing company that has 
customers in 37 countries. 

I have a beautiful wife and an amazing daughter who 
thrills us every day. We live in a beautiful house on the 181h 

fairway of a country club. We have a primo car, a Mercedes. 

I'm not telling you this to show off. I'm not trying to 

impress you. I simply want you to know that if I could get 

through the mess I was in, you can get past whatever is 
troubling you. Whatever it is. 

Yes, you £!!!! save your house. But, you have to act 
fast. And make the right moves. Because the wolves in 

sheep's clothing would love nothing more than for you to 

make the wrong moves. Why? So they can eat you for lunch 

and leave you high and dry, with no money and no home, to 

fend for yourself in this so-called paradise on Earth. 

Look, I didn't grow up here. I was raised in a small 

town in the Midwest- Batavia, Illinois. Population 23,866, 

according to the latest census. Back when I was a kid, only 

half that many people lived there. 

We looked out for each other. It was a farm town. If 
someone was having a problem, neighbors banded together 

to help the person in need. 
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We had a feeling of community back in Illinois. It 

seemed like half the town would go to the high school 
football games on Friday nights. People cared about each 

other. 

I'm sorry, but as wonderful as California is, I don't see 

the same community spirit here. Sometimes I wonder if the 

idea of rugged individualism has gone one step too far out 
here on the West Coast. 

Hey, that's my personal issue and none of your 

concern. Except for one thing: if you're in trouble here in the 

Golden State, you just might find you have nowhere to tum. 

And that there are hoards of people - smiling people, soft
spoken people, supposedly nice people - who would like 

nothing better than to tum you out on the street and take your 

house. 

Welcome to the Parade of Frauds -
As The Swindlers Show Up At Your Front Door 

Here is how it happens. See if this doesn't seem 

familiar to you: 

You're running a little short of money, so you max out 

your credit cards. Then, before you know it, you're late one 

payment on your mortgage. Soon you're late a second 

payment. And then the floodgates open. 
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Postcards and letters start coming in the mail. Two, 

three, maybe five a day. The phone starts ringing. People 
you've never heard of before come knocking on your door. 

I'm not talking about bill collectors and the bank. Oh, sure, 
they're calling and mailing, too. No, I'm talking about the 
wolves in sheep's clothing. People who say with a smile on 
their face and a twinkle in their eye that they want to "help" 
you. 

Oh, they want to "help" you all right. They want to 

help you give them your house, often for no money at all, 

while you continue down the path to ruined credit and 
personal bankruptcy. 

Naturally, they don't tell it to you that way. (If they 

did, who would take them up on their sugar-coated offers?) 

Instead, they say "nice" things like: 

"Hi, my name is Jim Smith. I understand you're in 

foreclosure, and I'd like to help." 

Jim's dressed casually, maybe in jeans and loafers with 

a polo shirt. Looks like the nicest guy you'd ever want to 
meet. 

You're suspicious, but you figure, "What have I got to 

lose?" (Answer: A lot. But our hypothetical Jim will never 

tell you that. He's hoping you don't figure it out until it's too 

late!) 
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So you invite Jim into your house and he sits down 
with you and your spouse at the kitchen table. He 
reassuringly explains he wants to keep you in your house, 
and that's easy to understand. 

But once he gets out his pile of papers and starts 
shuffling through them like a roadrunner speeding across the 
desert, you really don't exactly understand what he's talking 
about. Jim will gently pressure you to sign some papers so 
you don't have to worry about the bank or mortgage 
company taking your house. 

Don't sign them! 

What Jim and his ilk are trying to do a lot of the time is 
get you to sign off on a Quit Claim Deed (buried among a 
bunch of legal mumbo-jumbo forms), so that you just signed 
your house over to his company, lock, stock, and barrel. 

Don't think it doesn't happen. It happens all the time. 

In a way, Jim's a magician. He just took all the equity 

you so painstaking earned in your house over the years -
and he made it vanish! You end up with nothing except a 

new landlord. You were a homeowner before. Now, you're a 
renter in a home that used to be your own! 

That's right. You'll be paying Jim's company rent 
from here to kingdom come. He'll have the equity that was 
once yours. 
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Of course, if you don't make a payment on time (and 

Jim will determine the size of that payment), then you're not 
only out the equity you just signed over, you're also out of 

the house. No better off than if you had gone to foreclosure 

in the first place. 

There are plenty of variations on this shameful little 

scheme. The one I just described is called "The Bait and 
Switch Scam." You can read about it on page 160. 

Beware of "The Bailout Scam" 
(They don't tell you who's getting bailed out! Hint: 
It's not you ... ) 

You also need to watch out for "The Bailout Scam." 

This is where Jim's cousin, Jeremy (again, we're just 

throwing a name in here - these scam artists come in all 

shapes and sizes and have many different names) comes and 

cons you into surrendering the title to your house so 

someone with a better credit rating can secure new financing 

to keep you from losing the home. 

This one is a crock of you-know-what. It sounds good 

when the clock is ticking, but what ends up happening is 

Jeremy's company sets up terms for you to buy back your 

house far beyond anything you could ever afford. 

Game over. They win your house. Once again, you pay 

rent forever or get evicted. You lose your equity. 
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Find out more about the Bailout Scam on page 160. 

And here's another one. Jeremy's sweet young niece 

Jane comes to your door. She looks as innocent and 

trustworthy as the day is long. 

Don't be deceived! 

Jane tries to pull a "Rescue Scam" (page 159) on you. 

You pay outrageous fees (which you get from large sums of 

cash pulled out of equity you have built up in your home). In 
return, the "rescuer" promises to fill out forms and make 

phone calls for you ... but never enough to actually save your 

house. 

However, you are so relieved someone is helping you, 
you let down your guard. You think it's handled. The 

foreclosure clock keeps ticking, and then one day - Barn! 
Not only is all that money gone to the "rescuer" who didn't 

rescue you at all, but so is your house. 

It's outrageous, how these people try to rip you off! 

The worst part is that you could have made the calls 

and filled out the forms yourself. 

In fact, if you'd done all the things you could have 

done if you'd have known to do them, it wouldn't have cost 

you a dime and you very well could have saved your house 

on your own. 
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But scam artists don't want you to save your house. 

They want you to lose it, because in many cases, it's a tidy 
profit for them. It's perfectly legal, and they end up laughing 

all the way to the bank. 

I wrote this book to help you avoid falling into their 

clutches. You don't have to, you know. Here's something 

you probably didn't know: 

The bank does not want you to lose your house. The 

bank is in the business of lending money (you probably 
noticed that!) - not in the business of owning real estate and 

selling it at an auction. 

But just because the bank wants you to stay in your 

house doesn't mean the banker is very good at helping you 

save it. It's strange, but true. Bankers have ways of helping 

you keep your house but they're not going to go out of their 

way to explain them to you. They'd rather just make new 

loans to new customers. That's just the way bankers operate. 

The real help you need is knowing what to do and 
getting guidance as you do it. 

Because if you know what to ask for, you can turn 

your situation around and get back on your feet - without 

foreclosure, without losing your house, without paying some 

scam artist outrageous fees, and without declaring 

bankruptcy. 
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In this book you'll learn exactly what to do. For 

example, we'll show you how: 

• You can contact your lender and work out a 

repayment plan (page 101). Once you have your 
information together in a way that your lender 

recognizes and approves of, you can make extra 

payments in addition to your regular monthly 
payment and get yourself current again. This won't 

work for everybody, but it might be easier than you 

imagined. 

• You can refinance (page 101 ). You probably thought 

you wouldn't qualify for anything in your current 
situation! Not true. There are more options available 

than you realized - if you act before time runs out. 

• You can go for loan assumption (page 103). Your 

lender has options you've probably never heard of, 

like a Junior Mortgage or a new line of credit. Even if 

you've heard of them, you probably don't know how 

to apply for them so you'll be approved. It's possible, 

and once you are approved, you get to keep your 

house. 

In Part II of this book, you'll learn about these, and 

eight more proven ways, to work things out with your lender. 

And later in the book, I'll give you step-by-step techniques 

(that I've used myself) to restore your credit and get back to 
living the life you're entitled to and have always dreamed of. 
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Now, sometimes it's good to get help. Dealing with 

forms and banking language (if you think it's a "foreign 
language," you're right) - can be frustrating and even scary 

when the clock is ticking and you're in danger oflosing 

everything. 

We've got you covered there, too. Call my company, 

Baltic Blue, at (760) 898-6400 and we will tell you how to 
follow the home-saving, credit-saving advice in this book. 

You're probably thinking, "Aha, I knew it. He's trying 
to sell me counseling services! There had to be a catch, and 

here it is." 

Well, that's simply not the case. We don't charge a 

penny for our advice. I'm sure we could, but we don't. We 

provide it free as our small way of helping make California a 

little more of a helping community, like where I grew up. 

If you try everything we tell you but the foreclosure 
clock still keeps ticking, I have more good news for you. My 

wife, Nanette, owns a loan company called Van Wyk Family 
Financial Services that can help you refinance your home. 

I am amazed because over and over, people who have 
tried four or five other loan sources with absolutely no 

success will call Nanette, and she comes through with flying 

colors - and the people get to keep their house! 

Now this is important: We encourage you to shop 

around and see if you can get a better deal than the best her 
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company can offer you. But if you're out of time and out of 

options, the time to call Van Wyk Family Financial Services 
is now. Call Nanette at (760) 564-3060 or 1-800-432-6910. 

You can check out her helpful website at 
www.DontMakeACostlyMistake.com/, and you can call 1-
800-564-5118, press 1, then press extension 9008 for a free 

recorded message that's available 24 hours a day. 

Listen, we are profitable enough in the manufacturing 
company I am a partner in, and with our other real estate 
transactions, so we don't need to sell advice or get your loan 
for you. 

We're glad to help when it's appropriate. We're happy 

to offer great advice at no charge as a community service. 
We don't rush you or push you. We tell you what your 
options are and give step-by-step advice to help you save 

your home. 

So if you need help, we're here for you. Call Baltic 

Blue during business hours at (760) 898-6400. 

Visit our website at www.HowToSaveYourHome.com 

You can save your home, so call today. 
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Foreword 
Foreclosure in California: 
Is it Really the End of the 
World? 

So you have received a notice of foreclosure 
proceedings. Unless you act fast, the world as you know it is 
truly going to end. By the time the bank is done with you, 
you will have a lack of credit, nowhere to live, and a 
damaged credit rating that will make it impossible for you to 
rent an apartment, get another mortgage, or be eligible for 
affordable insurance. What do you do? 

You could: 

• Borrow more money ... a bad idea considering it is too 
much debt that got you where you are in the first 
place! 

• Work out a deal with your lenders .. .if they aren't 
already working out a deal to flip your house and sell 
it for a profit once they have a hold of it. 

• Try to sell your home and use the money to pay off 
the bank ... that is, if you can find a buyer in time. 



The last option begs the question -

"But who is going to buy my house in time and who 

can seal the deal before the foreclosure is in auction at the 

courthouse steps?" 

This is where a company like Baltic Blue and the 
publishers of this book can help you save your credit rating. 
If you don't want to sell your home, the experts at Baltic 
Blue can help you work out a deal with your lenders to pay 
your debt by taking you through the lending workout 
process. 

Chances are that if you are reading this book, you are 
in real danger of losing your house to the bank. It is also very 

likely that you either took out a home equity loan to pay for 
the house itself ( as housing prices are so unaffordable . in 
California it was the only way you could get a place to live) 

or you have taken out a home equity loan to pay for 
something absolutely necessary, like a medical bill, and now 
you can't pay at all. You may also have been laid off or lost 
your job. This is especially true if you were working in 
Silicon Valley and suddenly found all of your work 
outsourced to Asia or lost your film work to Canadians in 
Hollywood North. 

It is also possible that you weren't in the desperate 

straits described above at all and that you simply lose touch 
with reality when it comes to money. There is just something 
about living in California with a great deal of available credit 
that tempts people to live way beyond their means. You may 
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have simply been convinced to borrow on your home equity 
in order to consolidate your credit card debt and then 
continued to add more debt onto those cards anyway as 
seeing all that open credit was just too irresistible. 

Given the price of housing in California, it is not 

surprising that you had to borrow quite a bit of money to buy 
just an ordinary house to inhabit in the first place. A house 
does not have to be a Hollywood Palace to cost a lot in 
California. 

Many people who suddenly find themselves in 
foreclosure in California also feel a bit blindsided by the 
process. Even though the lender makes it clear that their 
loans need to be secured by real property, such as a house, 
somehow it seems so easy just to believe that there must be 
some other way. Perhaps the biggest delusion that most 
people have about their debt is they will somehow have time 

to pay it off or even sell the house themselves while the 
lender goes about making plans to sue them or garnish their 
wages. Unfortunately, you just don't have that kind of 
"stalling" time in California. The seizure of your property 
can happen within days, so if you are in trouble, you need to 
act fast if you want to save your home! 

The fact that you need to act fast is why it is so 
difficult for people to sell their home themselves. They 
simply can't afford the time to find the right real estate agent 
and many people are too broke to even list it themselves. 
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Also the thought of resorting to bankruptcy, huge 

losses, high-interest loans, and a ruined credit history makes 
most people feel stressed. 

Threatening notices in the mail, marital arguments, 
threats from creditors, frozen bank accounts, crying kids, and 

debt piling up are just some of the stresses that people 

experience when they are facing the loss of their house. You 

might feel lonely, desperate, and like it truly is the end of the 

world. Thankfully, we know exactly what you are going 

through ... 

If you're struggling with debt, money worries, perhaps 

even the loss of your home, Baltic Blue is here to help. 
We've got answers that have worked perfectly for people 

just like you. We've got a unique assistance program that 

will help you get on your feet, pay your bills, and save your 

house. 

We were lucky to know one of the original founders of 
Baltic Blue. He's a compassionate, professional, successful 

man. He doesn't like rip-offs who try to take advantage of 

people when they're having financial problems. 

He said it made him angry to see foreclosure 
companies, banks, foreclosure attorneys, and real estate 

agents make millions off of people who had financial 

problems. He was very upset to see entire families thrown 

out on the street, having to live in their cars or in homeless 
shelters, while the fat cats got fatter. 
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His response to these rip-offs was to research 
foreclosures, lending, the real estate market, and other issues 
so he could come up with fast, efficient ways to help 
struggling people keep more of their money and be able to 

retain their homes. 

He put together a program of information and 
assistance designed to be as compassionate, realistic, and 
helpful as possible. His goal is to help people get rid of their 
debts and the threat of foreclosure while keeping their 

homes. 

We wrote this book to help you understand what your 

options are. However, if you should choose to sell your 
house we can do the following for you: 

• We give you free information 
• We get you the money you need fast 
• We pay you in cash 
• We buy your house As-Is 
• We don't charge real estate commissions 
• No loan approval needed 
• We'll give you cash in as few as six days 
• We walk you through step by step 

Losing your home to a foreclosure really is the end of 
the world for some people, but it can also mean the 
beginning of a brave new world where you learn to live 
within your means and use your credit wisely. 
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This book tells you everything you need to know so 

you can have a big win, instead of a big loss, regardless of 

how bad things look. 
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Part I 
Understanding the 

Foreclosure Process 





Chapter 1 
Calif omia Dreaming: 
Why am I Suddenly in 
Foreclosure? 

When it comes to home equity debt, California offers 
you the least number of options of almost any state when it 
comes to saving your home. 

You also don't have much leeway in terms of time 
when it comes to trying to sell your home or borrow more 
money. This is why it is important to stop your "California 
Dreaming" if your objective truly is to save your home. 

In California, there is only one way to collect a debt 
secured by a mortgage deed or trust on a real piece of 
property and that is through the process of foreclosure. There 
is no other recourse for your creditors to collect from you. 
They can't waive the security and sue you instead and there 
is no way for you to stall for time unless you beg for mercy 
from the creditor for something called a postponement. 

Even though stalling and suing is not possible in most 
cases, most people in a state of impending foreclosure live in 
a state of delusion that is thicker than Malibu morning fog. 



They live in a state of complete denial with foreclosure 

notices and bills piling up in a comer while they continue to 
live a delusional lifestyle and add debt to their credit cards. 

Nobody is really "suddenly" in foreclosure. Usually it is the 

result of a number of bad habits when it comes to handling 
your credit in the first place, including "borrowing from 

Peter to pay Paul," moving your credit card balances from 

one card to a zero-interest card only to miss a payment and 
have the interest leap to 20% or more, and simply refusing to 

open your mail in a timely fashion or deal with your 

creditors. 

In short, most people get into this type of mess because 

they're unable to face the fact that they are facing financial 
ruin. And of course the only thing that makes the pain of 

being in debt go away is to spend even more money. Before 

you know it, financial ruin is dogging your tracks. 

Borrowing more money has never gotten anyone out of 
debt but that is exactly what most people in debt are hoping 

will happen. The point is -your creditors couldn't show you 

mercy if they wanted to because you live in California. The 

only way they can collect on your bad debt is to take your 
house, which you gladly offered up as a bit of security to get 

a loan. And if you ever thought that paying high interest 
rates and fees on your home equity loan would buy you some 

mercy when it comes to foreclosure, then you really are 
"California Dreamin'." 

If you were to look at your situation with some clarity, 

you would realize that there is only one way that you got into 
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this mess. You put up your home as collateral so you could 

afford to buy it in the first place. You were not given a home 
equity loan on the strength of your promise to pay back 
every last cent if it were the last thing you ever did. It was 

not even given on the strength of your employment record, 
your bank account figure, or even your stellar credit rating. It 

was given to you in exchange for promising to relinquish 

your home if you cannot pay it back. Now that you can't 
pay, you have to give up the collateral - your property. 

There is a good reason why many people in this 
situation feel a bit tricked or like the whole situation snuck 

up on them in the first place. You may feel as if the lender 

was not quite honest with you when they lent you the money. 

You may feel that the lender should not have given you the 

home equity loan so easily, that they should have evaluated 

your current and future earnings more or analyzed your 

ability to make your monthly payments. 

The sad truth is that most lenders do all of the above 

and the worse of a risk that you are, the more of a chance 

they will have to claim your home. Why in any way would it 

be to their advantage to protect you from having to give up 
your property, which is usually worth a lot more than the 

amount of money you are borrowing in the first place? 

The fact that home equity lenders do and will take 

advantage of you by making the loan a little too easy for you 
to get is something that is missed by most people. They are 

not only evaluating you to see if you are reliable and able to 

pay - it is not a disaster for them if you default! It is also 
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why it is never a good idea to take out a home loan for 

something shallow like a vacation or to buy an outfit. You 
need to always ask yourself first if the loan is worth the 

security of your house. 

Given that profiteering is rampant in the home equity 

loan business in California, it is very easy to get a high 

interest loan. Any lenders that did not bother with the 

analysis of your financial situation, your life circumstances, 
or your credit rating are probably charging you exorbitant 

interest on second or third loans. They not only make money 
off of the interest, but they will also profit once you default 

and they can obtain your property at a great discount in a 

foreclosure. They will pay themselves the high interest from 
the foreclosure proceeds, then sell the property at market 

rate, thereby earning a windfall profit. The only Godly 

redemption is that this strategy only works for such 

companies when real estate values are on the rise. 

Every type of secured loan agreement includes 

something called The Promissory Note and Deed of Trust. 

The promissory note recites the schedule of payments that 
you must make to pay off your loan. There is only one real 
reason that you are suddenly in foreclosure: you did not 

make the payments in accordance with that schedule. 

Typically, if you had played this game correctly, you 
would have avoided foreclosure by making monthly 

payments. However, the minute that you fail to do this, you 

violate the terms of your promissory note by which you 

legally obligated yourself to pay the bank as secured by the 

40 



deed of trust. The deed of trust that you signed is a central 

document when it comes to foreclosure. Failing to make the 
payments puts you into default on the loan. The default gives 

the lender permission to foreclose on your home. 

Foreclosing on your home is a proceeding by which 

the lender is allowed to take your loan along with all kinds of 

outrageously high late fees, penalty fees, foreclosure fees, 
and attorney fees. Afterwards, the lender is supposed to give 

any remaining funds to you. However, if you owe funds to 

anyone else, they are paid first and you are last in line. It also 
doesn't help that your home doesn't have to be sold to a high 

bidder. You can lose it all and still be taken to court for debt 
after your home is foreclosed on. 

Here is another way of explaining the concept of 

foreclosure in California. You buy the property with a down 

payment and loan proceeds given by the lender. When you 

buy your property, you are recorded as the owner at the 

recorder's office in the county where the property is located. 

You become the owner of the title to the property, but the 

lender is authorized to sell the property if you fail to make 
loan payments. The schedule of loan payments is detailed in 

the promissory note and if this schedule is not agreed to, the 

lender can put your property up for sale. 

As it is recorded publicly in the county where you are 

the owner of a property that is about to go into foreclosure, 
this becomes public information. Therefore, if you are 

unable to pay off that loan and the lender forecloses on that 
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deed of trust, there will be a black mark against your credit after 

the sale. 

WARNING: Impending foreclosure is not something to 
ignore. This book was written so you can get yourself out of 

this mess. 
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Chapter 2 
What is Going to Happen 
if I do Nothing? 

If after reading the introduction and first chapter of this 
book, you are still asking this question, then you may have a 
bad case of denial. If you do nothing about your situation 

you will lose your home. There is no way around this. Your 
home will ultimately be sold at a foreclosure sale. 

The creditor has the right to seek a deficiency 
judgment for the difference between the amount of the debt 
and the fair value of the property. Court foreclosures only 

occur if a lender desires a deficiency judgment. The 
deficiency is not measured by the amount actually received 
at the foreclosure sale. If a deficiency judgment is sought, 

the property is sold subject to a right of redemption. This 
process allows the borrower up to one year to redeem the 
property after the foreclosure sale. 





Chapter 3 
What are the Types of 
Foreclosure? 

There are essentially two types of foreclosure in 

California: judicial and non-judicial. 

Judicial Foreclosure 
Judicial foreclosure in California is rarely used simply 

because it can rarely be applied. It is typically only utilized if 

there is no Power of Sale clause in the loan document or, as 

mentioned in the previous chapter, when the lender is 

seeking a court order for a deficiency judgment. A Power of 

Sale clause is a clause that exists within a mortgage or deed 

of trust where the borrower agrees to let the lender sell the 

property to pay off the balance of the loan in the event he/she. 
(the borrower) causes the loan to go into default. This power 

granted to the lender to sell the property can be executed by 

the lender or their representative, commonly called the 

trustee. Regulations for this type of foreclosure are outlined 
in the next chapter. 

In a judicial foreclosure the lender has to sue the 

borrower in order to begin the foreclosure process and order 



of sale. If you, as the defaulting borrower, can get a judicial 
judgment because there is no Power of Sale clause in the 
loan document, this might be a good thing since the court 

can rule that you may have as long as a year to rescue the 
property. However, if you are in foreclosure, there may not 
be much you can do to save yourself except sell the house 
and pay off the loan debt. 

Non-judicial Foreclosure 
The most common form of foreclosure in California is 

the non-judicial foreclosure. This process is used when a 
Power of Sale clause exists, authorizing the lender to sell the 
property, if the borrower defaults, in order to satisfy the loan 
balance. Any terms set forth (time, location, how the sale 
will be conducted, etc.) in the Power of Sale clause dictates 
how the procedure will take place, along with any applicable 
aspects of property law. This is outlined in the next chapter. 
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Chapter 4 
How Does the Process of 
Foreclosure Work? 

When a borrower defaults on their home equity loan, 

and the mortgage or deed of trust has a Power of Sale clause, 
as mentioned earlier the lender will most likely use the non
judicial foreclosure process. The Power of Sale clause will 
normally specify the time, place and terms of the sale. Any 
specifications as such must be followed in a non-judicial 
Power of Sale foreclosure as part of the process, along with 

the applicable due process. 

This process is strictly regulated by law. Failure to 

give adequate notice by a lender may very well invalidate the 
foreclosure. So if you are in the ninth hour before a 
foreclosure, checking your foreclosure notice and other 

required actions that the lender must take, for errors or 
oversight might be one way of either buying yourself a little 

more time to figure out a way to stop the foreclosure or 
nullify the foreclosure altogether. This is not intended to 
promote "getting away with" something that you should take 

responsibility for. But you should at least know your rights; 



they may allow you more time to ethically remedy your 

situation. 

If the borrower fails to remedy the delinquency of their 

loan, which has a Power of Sale clause the non-judicial 
foreclosure proceeds as follows: 

1. A Notice of Sale must be recorded in the city/county 
where the property is located by the lender at least 

fourteen days prior to the foreclosure sale. This 

makes a legal record of the default in payment. 

A copy of this Notice of the lender's intent to sell the 

property in foreclosure must be sent by certified mail, 
with return receipt requested, to the borrower ( and 

anyone who requests notice or recorded a request as 

well as to the trustors, beneficiaries or parties of 

interest) at least twenty days prior to the foreclosure 

sale date. 

Among other things, the notice must contain a full 

and accurate statement of the nature of the breach, 

the time and location of the foreclosure sale, as well 
as the property address, the trustee's name, address 

and phone number and a statement that the property 

will be sold at auction. (If no street address exists, the 

notice must state the address of the beneficiary where 
directions to the property may be obtained, if they are 

requested in writing within ten days from the public 

posting of the Notice of Sale.) 
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A borrower can request a postponement of sale for 
one business day in order to obtain cash, provided the 
request for postponement shows the source from 
which the funds will be obtained. This postponement 
can only be awarded once. 

Borrowers can reinstate their loans up to 5 days prior 
to the (non-judicial) sale. 

2. The notice must also be posted on the property itself 
by the same timeframe of no later than twenty days 
before the sale. If access to the property is 
unobtainable due to such things as locked or guarded 

gates, etc., then the notice needs to be minimally 
posted on the gate. 

3. The notice must also be posted in one public location 
in the city/county (such as the county courthouse) 

where the property is going to be sold. 

4. Notice also needs to be published in a local 
newspaper of general circulation for three 
consecutive weeks, before the set date of the sale. 

All sales need to be scheduled on any business day 
(Monday through Friday) between the hours of 9:00 
a.m. and 5:00 p.m. The sale must coincide with the 

time specified in the Notice of Sale. 

5. The foreclosure sale has to be held as a public 

auction to the highest bidder, per the time and place 
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designated in the Notice of Sale. It is usually 
conducted by a representative of the lender The 
winning bidder needs to pay in full, on the spot by 
cash or cashier's check and receives a trustee's deed 

on completion of the sale. The lender has the right to 
require every bidder to show proof of their ability to 
pay their total bidding amount. Each bid is a 

permanent, irreversible offer to purchase the 
property, with a higher bid cancelling any lower, 
prior bids. Sometimes in these types of auctions, the 

lender will place a bid on the house for an the amount 
equal to the balance due plus any costs involved. If 
there are no other higher bids, the property goes to 

the lender. 

The existence of junior liens is determined as of the 
date notice of default is given. For example, if a junior lien, 
including a mechanics lien, is recorded after the notice of 
default is given, the new junior lienor is not entitled to any 
notice. Anyone taking lien on real property must check the 
record to avoid being sold out without notice. The one 
exception to this rule is federal tax liens that may attach to 
the property up to the Notice of Sale date. 

Lenders may not seek a deficiency judgment after a 
non-judicial foreclosure sale has taken place, and the 
borrower has no rights of redemption. 

In order for the sale of your home to be legal during 
the foreclosure process, the statutory procedures must be 
strictly followed. 
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The Notice of Sale is posted in a public place and also 

on the property. 

• If the property is a single family residence, it must be 
posted on the front door. 

• The sale is by public auction to the highest bidder. 
The trustee conducts the sale. 

• The trustee owes a fiduciary relationship to the 
borrower to conduct the sale openly and fairly. 

It is against the law and a criminal offense to try and 
influence anyone not to bid or to tamper with or restrain the 
bidding process. The penalty can be a $10,000 fine or up to a 
year in jail. A prospective bidder can be allowed to sue a 
trustee who fraudulently conducts a secret sham sale. 

The borrower has a period of 90 days, plus three 

weeks, from the date of the record of Notice of Sale to 
remedy the amount that is delinquent and bring the payment 

schedule current. 

Once a house has been sold at foreclosure auction, the 
Sherriff will come out to the property and post a notice on 
the door that states anyone still residing on the property must 
vacate the premises within (usually) 24-48 hours. When the 
Sherriff comes back to check, if this order has not heeded, 
loiterers will be escorted off the premises right then and 
there. And in such a case, any and all belongings still on the 

premises will become the property of the new owner. 
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You can research California property law at the 

following website: http://www.leginfo.ca.gov/statute.html. 
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Chapter 5 
How Much Time do I 
Have to Save my Home? 

Usually by the time you get a foreclosure notice you 
only have ninety days to try and find the funds so you can 
save your home. By the time you've received the foreclosure 
notice, you likely/should have gotten notices about late 
payments. So this should in no way be a surprise. Most 
lenders take action after borrowers have missed three 
payments; some will act after two. 

Time moves fast when you are having mortgage 

payment problems. It could be only a few weeks from now 
that you could face the humiliation of being reported to the 
IRS in a foreclosure action. Or imagine the humiliation of 
having your home sold for pennies on the dollar on the local 
courthouse steps. 

These are the cold, hard realities of foreclosure and 
bankruptcy. Examine the timeline, and then contact Baltic 
Blue immediately before it's too late for you to save your 

house and credit rating. 



The notice of default must also explain the borrower's 
reinstatement rights. A borrower has the right to bring his 
account current and avoid foreclosure by paying the past due 
amounts, plus certain permitted expenses. The amounts must 
be paid in full five business days prior to the date of the 
foreclosure sale. The borrower does not have to pay the full
accelerated amount if he timely cures the default. After the 
time for reinstatement has passed, the borrower can stop 
foreclosure only by paying the entire amount of the debt, 
plus permitted costs and expenses. 

Costs and expenses are limited by statute. Even if the 

note or deed of trust provides for the recovery of costs and 
attorneys' fees, the fees and costs incurred in foreclosing are 
subject to the statutory limit. 

At the sale, the note holder is entitled to credit bid the 
full amount of his debt, though unless there are other 
bidders, it is seldom wise to make a full credit bid. 
Acceptance of the highest bid completes the sale, and the 
bidder must deposit payment on demand. Failure to deposit 

the payment subjects the bidder to liability for damages 
sustained by the trustee and, if the failure is willful, potential 
criminal penalties. The successful bidder takes the property 

free of all liens junior to the foreclosed liens, but subject to 
any senior encumbrances (see explanation below). 

So where do you get all of the money to pay back this 
type of debt? You sell your home to Baltic Blue, who saves 

your credit rating from being badly bashed up by a 
foreclosure or bankruptcy. 
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EXPLANATION: A senior lien is the main or superior 

lien. What this means is, when a house goes up for bid in a 
foreclosure, you could have a number of liens - such as 

mechanic's liens for money owed for work done on the 

house or appliances, second and third mortgages, and so 

forth - that have not been paid. (Sometimes a foreclosure can 

close on a junior lien and the senior lien remains.) If a 

foreclosure is on a senior lien, all others are wiped out. In 
other words, they are nullified and no longer legitimate. 
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Chapter 6 
The Calif omia Time line 

A non-judicial California foreclosure process begins 

after the Truster (borrower) ceases to make their monthly 

payments to the Beneficiary (lender). Just one missed 

payment is technically a default on the loan and the lender 

has the right to being the foreclosure process, but in more 

practical terms, they typically do not begin such a process 

until the third payment has been missed. If the lender cannot 

resolve the defaulted payment amount with the Truster 

through patience or other mitigation steps, the lender will 

instruct the Trustee to begin foreclosure proceedings. 

A timeline of the non-judicial California foreclosure 

process under a Deed of Trust is 120 days. A breakdown of 

this timeline is shown below: 

Day 1-90: The redemption period exists from the 

recording of the lender's Notice of Default. 

Day 91-120: The publication period begins at the end 

of the 90th day of the redemption period ( day 91 ). It runs for 

a period of 30 days. 



Day 141: The trustee's foreclosure sale is held 21 days 

after the first publication. 

Below is a further breakdown of the time line: 

Day 1- Official recording of Notice of Default (NOD) is 

made by the lender. 

Within 10 business days of NOD recording date - A 
notice of default is mailed to the defaulting borrower and 
notice is also published publicly in a local newspaper, on the 
property and in a public location. 

Within 1 month - Borrower must receive their notification 
of default 

Within 10 days from first publication in the newspaper -
Borrower can send a request for property directions 

After 3 months- You will be notified of your home's sale 

date 

25 days before sale date - The notice of the sale is sent to 
the I.R.S (when appropriate). 

14 days before sale date-A record of Notice of Sale is 
made by lender 

7 Days before sale date - If there is a court action, the "7 
Day" rule might apply, delaying the sale by 7 days 
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5 business days before sale date - The lender no longer has 

the right to reinstate or restructure the loan 

141 days after NOD - Called the sale date, the property is 

sold to highest bidder in a public auction 

Here is the California Foreclosure timeline in table form: 

Borrowers are in default beginning 
Record with the first missed payment, 

Day 1 Notice although most lenders will not begin 
of Default a default proceeding until perhaps 3 

months have passed. 

Mail and California Civil Code requires that a 
Within Publish copy of the NOD be mailed within 
10 days "Notice of 10 days of its recording to all 

Default" persons who are entitled to the 
notice. The civil code includes 
junior lien holders to be notified. 

Within 
Mail Many loans are re-instated during 

1 month 
"Notice of this 3 month period. The amount of 
Default" money needed to re-instate the loan 

may include the delinquent 
payments, any advances, fees, and 
costs associated with the filing. If 
default is cured, than a "Notice of 
Rescission" is recorded canceling 
the NOD. 

After 
Set sale date 

3 Months If the default is not cured, The next 
step will be to prepare, post, record 
and publish the "Notice of Trustee 
Sale". 

') -i il<1v~ <;,;pniJ notirP 
"Authorization to Publish" is sent to 

. 
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before sale to IRS beneficiary. This will authorize the 
date if applicable publications of "Notice of Trustee 

Send 
Sale," which must be in a 

Within 
beneficiary 

newspaper of general circulation 
10 days 

request for 
and run each week for three 

from 1st consecutive weeks. 
publication 

property 
The notice is also recorded and 

directions 
posted on the property. 

14 days Record 
before sale "Notice of Reinstating the loan may still be 
date Sale" possible up to 5 days prior to the 

, 

In the event sale, however some notes may 

7 days of court contain terms that demand the note 

before sale action be paid in full. 

date "7 day rule" 
may apply 

5 business 
Expiration of The property will be sold at a time 

days before 
right to and location designated in the 

re-instate posting to the highest bidder. The 
sale 

the loan auctioneer will verify funds of 

Property is 
prospective bidders prior to the 
auction. Funds must be cash or 

Sale date sold at 
cashiers checks. 

Trustee Sale 
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Chapter 7 
Is There any Way to 
Postpone the Sale? 

The trustee's sale may be postponed upon the request 
of the beneficiary (the note holder). Formerly, the borrower 
was entitled to one postponement, but the statute was 
amended in 1992 so that now the borrower has no right to a 
postponement of the sale. The beneficiary may postpone the 
sale three times. If a sale is postponed three times, the 
scheduling of a further sale requires a new Notice of Sale. 

Not counted against the three-postponement limitation are 
postponements requested by the borrower or ordered by the 

court. 

This type of postponement can be called a "workout." 

This means that you could throw yourself upon the 
mercy of the beneficiary and ask that they give you another 
chance to pay. However, is this good business for your 

beneficiary, who can simply seize your entire property? No. 
Do you think the prospect of dealing with you and settling 
your debt for less fees, interest, or pennies on the dollar is as 
attractive as just seizing your house in a foreclosure? It is 



not. The only situation in which a postponement is very 
likely is if for some reason the value of your property has 
dropped, making it hard for the bank to sell. 
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Chapter 8 
How do I Complete a 
Successful Workout? 

A successful workout is dependent on the lender 
deciding that the homeowner suffered a financial hardship 
and will have the financial capability to be able to keep the 
loan current. A successful workout involving a pre
foreclosure sale or Deed In Lieu of Foreclosure will be 
dependent on the lender being able to determine there was a 

financial hardship and that foreclosure is inevitable. 

Like most appeals, the workout process requires a lot 

of documents. The following is a short list of the types of 
documents you will need for a workout. Most lenders, by the 
way, will not consider a workout until the loan has been 
delinquent for over 90 days. At the very least, you will need: 

Hardship Letter 
This letter describes the hardship that caused the loan 

to go into default and describes your preferred solution to 
bring the loan current. The hardship should be involuntary, 

such as divorce, job layoff or medical reasons. This letter 
will also include your proposal for a workout and the reason 



you are confident the workout plan to pay the loan back will 

succeed. 

Paystubs 
One or two current paystubs are required from each 

person occupying the property who is contributing to the 
payment of household expenses. The lender will use this to 
determine the feasibility of any repayment plan, or to 
determine that foreclosure is inevitable. 

Tax Returns 
Self-employed borrowers will need to provide the last 

two years' tax returns along with a current profit and loss 
statement. Since many self-employed borrowers don't 
receive pay stubs, the lender will use the tax returns to 

determine income levels. 

In this case, you can use the good advice from a 
company like Baltic Blue to help develop an effective 
workout plan. Sometimes, this can defer a foreclosure for as 

long as a year. 
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Chapter 9 
Can Bankruptcy Stop a 
Foreclosure in California? 

You can buy a bit of time by declaring bankruptcy, but 
this is not really recommended, as you may lose your home 
anyway. 

Still, a bankruptcy filing by a borrower can disrupt the 
foreclosure process. Immediately upon filing of a bankruptcy 
petition, the automatic stay comes into effect and any 
foreclosure proceeding must stop. It is not uncommon for a 
bankruptcy filing to precede the scheduled trustee's sale by 
hours ( or sometimes minutes). So long as the bankruptcy 

proceeding is pending, the foreclosure cannot proceed unless 
the bankruptcy court permits it. 

Even in cases where the borrower has no equity in the 
property being foreclosed, the bankruptcy court must give 
relief from the automatic stay so that the foreclosure can go 
forward. 

However, some of the drawbacks of declaring 
bankruptcy are: 



• An inability to get credit 

• If the lender pursues foreclosure improperly, it can 

open opportunities for the borrower to seek further 
delays. But this is not a cure-all, it only "delays" the 

inevitable oflosing the home is still on the horizon. 

• The party holding a note secured by real property 

cannot waive the security and sue independently on 

the note. For this reason it is important to understand 

some of the basics of the foreclosure process. 

Note that if you have previously filed for a Chapter 7 
bankruptcy, you cannot file again for another six years. from 

the date of your last filing. A Chapter 13 bankruptcy allows 

for filing at any time. 
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Chapter 10 
Private Sale or Judicial 
Proceeding? 

There are two way in which a foreclosure can take 

place: 1) the lender invokes its power to conduct a private 
trustee's sale, given under the deed of trust, or 2) the lender 
will start a lawsuit for judicial foreclosure based on a breach 
of the deed of trust against the property, requesting that the 
property be sold to pay off the entire loan debt. 

In either case, the lender will send the borrower and 
any other lien holders written notices of the fact of that there 
is a default on the loan, offering fair warning of his intent to 
conduct a foreclosure process unless all back payments and 
any late fees, interest and/or penalties are made good. If the 
lender fails to do so per foreclosure statutes, it will lose its 
entitlement to a foreclosure altogether. 

A private sale proceeds much faster in comparison to a 
judicial foreclosure A private sale will happen 120 days after 
a notice of the default is given in writing by the lender. A 
judicial foreclosure can proceed like any other typical civil 
lawsuit. This can be in the neighborhood of one year. But in 



many cases, lenders are able to expedite the process with 
"special" and "complicating" issues. The courts are typically 
compassionate to lenders due to the borrower's potential of 

destroying the property. 

Private sales are, for obvious reasons, a lot better for 
lenders, There is one exception, the property lacks enough 

value to pay off the debt of the borrower. In this one 
circumstance where the judicial foreclosure is better, as it 
allows the lender to place a personal judgment ( deficiency 
judgment) against the borrower ifthere is any outstanding 
amount (deficiency) left on the loan after the foreclosure 

sale. However, the lender will not be able to get a deficiency 
judgment on the borrower if the underlying debt is from a 
Purchase-Money loan (or Purchase-Money Mortgage). This 

is what is known as a non-recourse debt ( or non-recourse 
loan). It is a loan ( debt) secured by collateral, usually real 

property, for which the borrower is not personally liable. If 
the borrower defaults on the loan, the lender can only seize 
the property. If the property is insufficient to cover the 
outstanding loan balance ( for instance, if real estate prices 
dropped), the lender has no option for recompense of the 

difference. 

So a lender cannot obtain a deficiency judgment if the 
foreclose process is accomplished by private sale, nor when 
the underlying loan was a purchase-price loan. Therefore, 
expect a lender to sell a property in private sale if 1) the 
proceeds of the sale will pay the entire loan or 2) the loan 
established for the property with borrower was a purchase
price loan. And since most loans fall into one or both of 
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these categories, a private sale is the typical method of 

foreclosure. 

There is another huge advantage for the lender to 

conduct a private sale foreclosure. The purchaser of property 
at a private sale becomes the owner ( except in extraordinary 

cases). In contrast, the purchaser of a property at a judicial 

foreclosure might have to sell back the property to the 

defaulting borrower under the statutes of redemption. These 

redemption laws entitle defaulting borrowers the ability to 

buy back their properties by paying the foreclosure purchase 

price to the purchaser at the foreclosure auction ( along with 

any fees and related surcharges). Because of this risk, 

properties in judicial foreclosure are typically sold at special 
discounts to make a purchase of this type more appealing to 

potential bidders. This type of "special discount" in judicial 

foreclosures is effective, creating a good draw of speculators 

to acquire properties below market value that they later sell 

for good profit. 
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Chapter 11 
What if I Have More 
Than One Home Equity 
Loan? 

Foreclosure can seem like a complicated matter, 
especially if you have more than one home equity loan. For 
example, you could have borrowed on your house with a 
loan from Wells Fargo and then burdened it with a second 
loan from CitiFinancial. Each loan is secured by a deed of 
trust. In this case, Wells Fargo would be said to hold the first 
deed of trust and CitiFinancial Loans, Inc. is said to hold the 

second deed of trust. 

If you were to default on the Wells Fargo debt, the 
foreclosure undertaken by Wells Fargo would extinguish 
secondary (junior) deeds of trust (foreclosures on senior liens 
always nullify any junior liens). In such a case, the junior 
lien is no longer a secured creditor, but merely becomes an 
unsecured creditor for the entire loan just as you might have 
with a Visa or MasterCard for a credit-card debt not yet paid. 



In these cases, the holder to the second deed of trust 

(CitiFinancial) will not allow Wells Fargo to foreclose. It 

will "cure" your a debts to Wells Fargo rather than see the 

loss of its security, and will make these payments part of 

your obligation to CitiFinancial. If you didn't meet this 
obligation, CitiFinancial would foreclose on its second deed 

of trust, most likely using a private sale foreclosure, since 

this is the fastest way to sell the property and the debt paid 

off. 

You might be wondering what happens if the value of 
the property falls significantly after you take the loan from 

CitiFinancial. In this instance, CitiFinancial might decide 

that it is better to conduct a judicial foreclosure, so that after 
the property is sold it can obtain a judgment against you for 

the outstanding amount still owed after the sale. Unlike 

Wells Fargo, CitiFinancial did not make a purchase-price 

loan to you, and therefore it is entitled to a deficiency 
judgment if there is a shortfall after the foreclosure sale. 

A lender might want to go with a judicial foreclosure, 

despite the long delay associated with it, if it were 
foreseeable that a significant debt might be owed on a loan 

after a foreclosure. Again, in a private sale the lender would 

have to waive this outstanding amount (deficiency). In a 

judicial foreclosure, the lender gets the foreclosure proceeds, 

plus a judgment against the borrower for any deficiency, so 
long as the loan was not a purchase-price loan. 

If you are facing judicial foreclosure, we buy the house 

and pay off all debts that you have. All back payments of the 
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house go to the lender, and we get that taken care of as well. 

If there are any second, third, fourth .. . mortgages, we will 
pay those off too. These actions allow you to keep half of 

your house. 
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Chapter 12 
Can the Creditor Come 
After Me if I Owe Money 
After Foreclosure? 

Thankfully, a creditor cannot come after you unless 

they are conducting a judicial ruling against you. 

In addition to the aforementioned, there is a rule that 
applies which requires a lender in a secured loan transaction 
to foreclose on the real property before approaching the 
borrower by any other means to recover the debt. The only 
exception to this is the "one-action rule." The rule dictates 
that a lender must carefully elect only one action to take 
against the borrower when a borrower defaults on a loan. If 
the lender forecloses the deed of trust out of court, that 
lender has chosen his one-action option and therefore would 
not be able to bring a lawsuit as well in order to recover a 
deficiency, as this would be a second action. If the lender 
chooses to sue the borrower and obtain both a foreclosure 
order and a deficiency for the balance (if the proceeds of the 
judicial sale of the real property are not sufficient to repay 
the loan balance), such a suit is permitted as the lender's one 



action. Lenders in California rarely elect to undertake 

judicial foreclosures. In practical terms, the property has 

become worthless to the lender or its lien has been nullified 

by a prior foreclosure from a lien senior to his lien. In all 
other circumstances the lender can only recover the loan 

obligation by foreclosing on the property. 

No other judicial proceedings can be used to collect the 
debt. Lenders are limited to the quick private sale, or judicial 

foreclosure along with a deficiency judgment. If the lender 

violates the one-action rule, he might find himself unable to 

proceed against the borrower completely. 

If a borrower were to take a loan for a reason other 
than the purchase of a property (for instance, to take a 

vacation of buy an automobile) and later defaulted, the 

lender would, as a first step, foreclose on the property to 

satisfy the debt. And if there were a deficiency remaining, it 
can thereafter get a deficiency judgment for the balance. But 

again, a deficiency can only be recovered if the lender were 

to use a judicial foreclosure, not a private sale. If the lender 

pursues a judicial foreclosure, the borrower will have the 
right to buy the property from the purchaser at the auction. If 
the lender were to pursue a private sale it would not be able 

obtain a judgment for deficiency, nor would the borrower be 
able to redeem the property at the sale. If the lender were to 

try to circumvent any of this process, it would face serious 
possibility of being barred from recovering any of the debt 

from the borrower, under the one-action rule. 
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And just the same, junior liens are rendered powerless 

by foreclosures from senior liens. Foreclosure cannot occur 
without prior written notice of the statutory manner to the 
borrower and all lien holders, who therefore have occasion to 

restore the delinquency payments of the senior lien before it 
is foreclosed on. The borrower might want to mitigate the 

harm to his credit report and avoid certain foreclosure fees 

by surrendering his title instead of losing it in a foreclosure 
proceeding. And the borrower should try to convince the 

lender to accept the surrender in place of conducting a 

foreclosure. 
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Chapter 13 
Can I Get My Home Back 
After a Foreclosure? 

The right to acquire your home back after a foreclosure 

is called the right of redemption. That is, the property may be 
reacquired by the borrower within the redemption period 
(usually one year following the foreclosure sale) by paying 

the price paid at the foreclosure sale, plus interest, taxes, 
insurance, and similar items accrued during the redemption 

period. 

We don't do this at Baltic Blue. We will give you a 
lease option for your home instead. In the unlikely event that 

you are still not able to make ends meet, our company does 
not have to foreclose on your house. 





Chapter 14 
A Legal Summary of the 
California Foreclosure 
Process 

Time moves fast when you are having mortgage 

payment problems. It could be only a few weeks from now 
that you face the humiliation of being reported to the IRS in 
a foreclosure action. Or imagine the humiliation of having 
your home sold for pennies on the dollar on the local 
courthouse steps. 

These are the cold, hard realities of foreclosure and 
bankruptcy. Examine the timeline, and then contact Baltic 
Blue immediately before it's too late for you to save your 
house and credit rating. 

Here are the Four Main Phases of foreclosure actions 
in California: 



1. The Redemption Period 

Once the Notice of Default is recorded, the timeline 

begins for the foreclosure. California foreclosure law states 

that a copy of the recorded Notice of Default must be sent to 
borrower( s) at all of addresses provided. This has to be sent 

either by regular or certified mail and done within 10 

business days of the record date, along with any recorded 

special requests. 

Within 30 days a copy of the Notice of Default must be 

sent by either regular or certified mail to new owners and all 

junior lien holders to the Deed of Trust on which is being 

foreclosed. The title company orders a Trustee's Sale 
Guarantee Report, which provides all relevant title 

information. The foreclosure remains dormant for the next 

60 days unless the borrower makes contact to remedy the 
delinquency and any penalties, fees and interest. 

2. The Publication Period 

California foreclosure law states that the publication 

period begins once the redemption period has expired. The 

Redemption period is a total of 90 days (the 30 plus 60 

described above) Then a minimum of 20 days must exist as a 

publication period for giving notice. A Notice of Trustee's 

Sale is prepared and published in a local newspaper of 

general circulation in the city/county where the property is 

located. This Notice is published once a week for three 

weeks. The "actual" sale date is established by adding at 

least 20 days to the date that the Notice of Trustee's Sale was 
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first published in the newspaper. The Trustee ' s Notice to sell 

is posted at the property and in a public place like the county 
courthouse or town hall. At least 14 days prior to sale date 

the Notice of Trustee's Sale must be recorded in the county 

the property is located. 

3. The Trustee's Sale 

Per California foreclosure law, the date is established 
for the sale of the property only after the three week 

publication period - 90 days - requirement has been fulfilled 
(and the redemption period has expired). On the sale date, 

the property is sold to the highest bidder for cash or cashier's 

check for the full amount of the debt plus foreclosure fees 
and expenses. If no one bids on the property at the Trustee's 

Sale, the property automatically reverts back to the 

beneficiary for the debt. In this case, a Trustee's Deed Upon 

Sale is recorded in the county in which the property is 
located, transferring title to the foreclosing beneficiary, 

allowing them to market the property to recover their debt. 

All sales under a Power of Sale in a Deed of Trust are 

done between 9:00 a.m. and 5:00 p.m., Monday through 

Friday, during the time specified in the Notice of Trustee's 

Sale. The sale has to be a public auction and award the 

property to the highest bidder. The trustee has the power to 

require every bidder to show evidence of their ability to pay 

the full bid price in cash or cashier's check. Each bid is by 

law an irrevocable offer to purchase. However, a higher bid 

cancels a previous lower bid. 
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It is against the law and a criminal offense to attempt 

to fix or restrain the bidding process in any manner. A fine of 
$10,000 or up to one year in jail is the consequence. 

DEBTORS (borrowers) MAY REINSTATE THEIR 
MORTGAGE UP TO FIVE DAYS BEFORE NON
JUDICIAL FORECLOSURE SALE. 

But, if it is within this 5-day period, you can file a 
Bare-Bones (Chapter 13) Bankruptcy from the desk of the 
federal bankruptcy court. Once the filing fees are paid, you 
are assigned a bankruptcy number. As soon as you get the 
bankruptcy number, you call the lender and give them the 
number. This will immediately stop the process, by law. I 

know someone who stopped the auction within an hour of it 
happening. This could give you the extra 90 days you need 
to save yourself from losing your home. 

Most foreclosure sharks would never tell you about 
this option because it would slow down the process of them 
getting your house. Again, their intention is not to actually 
save you, but to reap their own personal gain. 

If you have more than one secured loan on your 
property, junior lien holders can no longer redeem. 
Therefore, they may protect themselves by: (1) paying the 
delinquent funds for the senior lien to bring its payments 

current, then getting the senior lien out of the picture, 
foreclose for the sum advanced for the senior loan's 
delinquency; (2) bidding at the foreclosure sale to drive up 

the price to a point where it will pay off the senior and the 
junior liens; or (3) bidding on and purchasing the property at 
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the foreclosure at a price that satisfies the liens. Then, with 

the debtor possessing the right to redeem, and ifhe decided 
to do so, the junior lien holder who purchased the property 

would be reimbursed. 

Junior liens do not reattach to a property if a borrower 

( debtor) redeems a senior lien that extinguished the junior 

lien from a foreclosure. This helps borrowers to get a fair 
market value on the house by encouraging the junior lien 
holder to drive up the bidding price at auction of the property 

to fair market value at the foreclosure sale or lose out and 
give the borrower the advantage of being able to buy back 

the property closer to fair value at sale. 

Lenders would rarely ever seek a deficiency judgment 

if a non-judicial foreclosure is being used. It's too much 

trouble for too little money. In this case, the lenders may 

seize alternative collateral. If the lender forecloses through 

filing a lawsuit, which would be in a judicial foreclosure, he 

can obtain a foreclosure sale order AND a judgment against 

the borrower for a deficiency after the court-ordered sale. 

But the judgment can only be for the difference between the 

sale price and the fair value of the security. 

VA Loans 
An appraisal should be ordered using an authorized 

Veterans Administration appraiser 60 days after the 

recording of the Notice of Default. A completed V A567 

form should be sent to the local Veterans Administration 

office with a copy of the Notice of Trustee's Sale and 

Trustee's Sale Guarantee after the publication of the Notice 
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of Trustee's Sale process has begun. A Corporation Grant 

Deed should be prepared that conveys the title from the 
foreclosing beneficiary to the proper governmental agency. 

FHA Loans by 
A Notice to Occupant of Pending Acquisition should 

be mailed to mortgagee and a copy of the cover letter should 

go to the local FHA office. A Corporation Grant Deed 
should be prepared, which conveys the title from the 

foreclosing beneficiary to the proper agency. If the property 

is occupied, an eviction process must be started, as the 
property must be vacated before title conveys to the FHA. 

Once eviction is complete, the Corporation Grant Deed is 

recorded and then title package is issued to the FHA for Title 
Approval Record Corporation Grant Deed and issue FHA 

27011 Part A. 

The above is a bit formal. We will be going more into 
the actions of getting through the California Foreclosure 

process in Part II of this book 
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Part II 
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Part II 
Getting Through 
and Out of the 

Foreclosure Process 





Chapter 15 
Don't Panic! Steps to 
Immediate Assistance 

Now that you understand more about how you got into 

this fix, it is time to do something about it so you can save 
your home, your credit rating and your future! 

Step number one is to get help. You need to contact 
Baltic Blue immediately. 

Why? Because debt and foreclosure are like a runaway 
train. There are timelines and deadlines. Check out the 
foreclosure timeline detailed for you in this chapter. 

Step number two is to look at your total financial 
situation from a realistic perspective. How much do you 
owe? How much can you pay? What assets do you still 
have? If your honest opinion tells you that you need cash or 

should sell your house right away, Baltic Blue will help you 
make the best choices so you retain as much equity and get 
as much cash for your home as possible. Doing this may also 
help you save a battered credit rating. 



Step number three is to go to the Baltic Blue website 
at www.HowToSaveYourHome.com and click the "Contact 
Us" button and fill out our convenient online contact form -

it takes about half a minute to complete. You will be 
contacted within 48 hours and we will explain to you the ins 
and outs of saving your home. 

After you fill it out, you' 11 soon be talking to one of 
our helpful advisors. Just ask Baltic Blue to immediately 
contact you by saying so in the comments section when you 
fill in the convenient form. Or call our number, which is 760-
898-6400. We want to help you as soon as you are ready for 

help. 

Step number four is to meet with Baltic Blue so we 
can get more information from you and give more 
information to you. 

Step number five is to choose from one or more of 
Baltic Blue's assistance programs. In some cases, the only 
assistance you need is the information we gave you when 
you filled in our contact form. Or, it may be best that we give 

you cash for your home. Van Wyk Family Financial Services 
will work to find you a lender to lend you the money to 

refinance your home and pay off all your bills and debts. 
Plus you will receive a free 37-point personal debt reduction 
analysis and financial forecast. It is worth $597 and you get 
it absolutely free. Or you can go to their website at 
www.DontMakeACostlyMistake.com and fill out the online 
application. You can also call them directly at 1-800-432-
6910 or 760-564-3060. 
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If you add it all up, you'll see that the math is on your 

side. The sum of this calculation is that you come out way 
ahead of where you would have been without Baltic Blue. 

Keep in mind that once you are back in your house, you do 

have to keep up with mortgage payments. Otherwise you 
could end up going through the foreclosure process all over 

agam. 
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Chapter 16 
Dealing With Fear of the 
Future 

A lot of people when we first meet them are mired in 
despair, denial, or anxiety. They're trapped in the quicksand 
of depression, confusion, even fear. 

We understand those feelings. We have been through it 
as expressed in the introduction to this book. In today's hard
edged society, money is such an important commodity that 
money problems can cripple your mood, confidence and 
peace of mind. Sometimes it seems easier to just ignore 
problems and live in a fantasy world, as if there weren't a 
foreclosure notice in the mailbox stamped "open 
immediately." 

We've met people who've been letting letters from 
creditors pile up in a comer. Or worse yet, throwing them 
away. They're afraid to answer the phone, fearing it's some 

bill collector calling. They literally hide in their house, 
fearful of opening the door. 



And all the while, they keep charging pizza, beer, 
cable television, gasoline, and other items, living in a fantasy 
of denial, pretending their problems are going to magically 
disappear. 

But financial problems don't magically disappear. You 
need Baltic Blue to put a winning strategy in place so the 
problems will be dealt with. 

No matter what the reasons for your financial problems 
- illness, loss of job, poor credit history, behind on 
payments, divorce, or other issues - Baltic Blue has worked 

with people in your situation and knows how to find the best 
way out of troubled times. 

We've put together a winning team that goes to bat for 
you. We have the best legal minds, foreclosure experts, 
lenders, real estate professionals, and debt advisors. They 
will work hard for you when you sign on with Baltic Blue. 
We've handpicked a team of pros at the top of their game. 
They understand the foreclosure situation, how it works, and 

the mechanics of it. If you just pick a real estate person or a 
lawyer willy-nilly, they usually have no clue what they're 
doing. The Baltic Blue team has only one goal: to make sure 
you are not put out of your house. 

It's time for you to take the tiger by the tail and take 
care of financial problems in a safe, intelligent and timely 
manner. If you're waiting for things to get better on their 
own, if you think the mortgage bill will just go away, think 
agam. 
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There's no better time than right now to contact Baltic 
Blue. There may come a time when we have to temporarily 
stop taking new clients. So the sooner you contact us, the 

better. Pick up the phone and call 760-898-6400 right now. 
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Chapter 17 
The Truth About 
Foreclosure 

Every day, people call Baltic Blue to find out how we 

can help them avoid foreclosure and the problems that go 
with it. We're experts at giving advice that helps you work 
with your bank, real estate agents, and others who can help 
you avoid the loss of your home. 

Wouldn't you love to know what bankers, foreclosure 

experts, real estate agents, and other financial professionals 
really think about your situation? Most foreclosure 
"assistance" folks will tell you what they want you to hear, 
so that they can make a lot of money from your troubles. 

Baltic Blue is different. We don't charge commissions, 

fees, or get paid by anyone for telling you how to deal with 
lenders and others in your foreclosure situation. And we tell 
you the inside story from the inside. Knowledge is power, 
and we give you knowledge so you have the power to take 
control of the foreclosure situation. 



The first thing you need to know is that default, 
foreclosure, and unpaid debts are just as much of a problem 
for banks and other lenders as they are for you. In fact, in 
some cases, if too many borrowers default on their loans, it 
can put a lender out of business. 

Borrowers who are in financial trouble often wall 
themselves off from bankers and other lenders. At Baltic 
Blue, we believe that borrowers should engage financial 

professionals using open and honest communication. 

We've consulted with the best and most 
knowledgeable mortgage brokers, bankers, and lenders; 

they've told us what goes through their minds when they see 
people struggling with mortgage payments. If you need an 
expert's help, we will give you a referral. And even though 
the experts we'll refer you to are usually very busy because 
they are in demand as tops in their field, if you tell them you 
were referred by Baltic Blue, they will make time for you in 
their busy schedules. 

They emphasize that they get hurt when a default or 
foreclosure happens. The person who made the loan can lose 
his or her job. Or be made to pay back any commission they 
got when they made the loan. 

The bank or lending agency might lose money on the 
deal, even if they foreclose the home and sell it. It's not like 
banks want to be in the real estate business. They don't like 
having to sell homes. Nor do they like to lose money. 
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Lenders feel that borrowers often ignore them and 
don't keep the lines of communication open. Borrowers who 
are in danger of default should know that lenders are not 
their enemies; they are just doing their job and often have a 

real commitment to making a loan situation work. So don't 
ignore letters and phone calls from lenders. Stay in touch 

with them and be open to what they say. 
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Chapter 18 
What are My Options? 

When a lender is looking at a solution for a defaulted 
loan, there is a range of solutions from a simple repayment 
plan all the way down to completing the foreclosure action. 
The options are listed below in the order most lenders will 

prefer to work out a defaulted loan with the repayment plan 
being the preferred, most used option. 

Option #1-Work Out a Repayment Plan 
A formal or informal plan to re-pay the lender all of 

the past due amounts and fees over a period of time. This 
type of workout will usually require a down payment, then 
additional monthly payments along with your regular 

monthly mortgage payment. In some cases, payments can be 
added to the end of the loan. 

Option #2 - Refinancing 
Mortgage refinancing is a good option when a new 

lender would allow the borrower to refinance his or her 
existing mortgage, wrap in any late payments and fees, and 
cash out part of his or her equity in the home to allow the 
borrower to regain control of a deteriorating financial 
situation. Refinances are generally open to borrowers that 



face a temporary setback in their financial situation, have an 

outstanding credit history in the past, and can prove that he 
or she can support the new mortgage payment. 

Option #3 Forbearance 
In this scenario, the lender has the capability to reduce 

or suspend payments for a period of time allowing you to 

recover from a financial setback. -

Forbearance is an agreement between the current 

lender and the borrower that reinstates the delinquent loan 
through the payment of a lump sum or a schedule of 

payments over a period of time. If a borrower got behind in 

his or her payments (because of a lapse of employment, and 
now has income coming in again), the lender may allow the 

borrower to pay the money back through installment 

payments over six months to a year. 

The lender may also decide to allow the borrower to 
pay a reduced monthly payment until the borrower has an 

opportunity to get back on his or her feet and pay any 

remaining arrearages in one lump sum. 

The forbearance may be an oral agreement or written 

contract between the lender and the borrower. Generally, 
these agreements will not extend beyond 12 months. So if 

you can't recover in a year, then forbearance is probably not 

a great option for you. 
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Option #4 - Loan Modification 
Designed to resolve default for longer-term financial 

problems, this could include reduction of the loan interest 

rate or reducing payments. A loan modification is a change 

in any of the terms of the original note. This includes 
decreasing the interest rate, re-amortizing the remaining 

balance, extending the term of the loan, or other options at 

the lender's discretion to assist the borrower through a 

temporary setback. 

Generally, a lender will consider a loan modification 
when foreclosure is imminent and the borrower's income has 

been decreased and he or she is unable to make the mortgage 

payments on the existing terms, but will be able to keep the 
loan current after the loan modification. 

Option #5 - Loan Assumption 
If the loan cannot be brought current and kept current, 

a new borrower can assume the payments on some loans. 

These can include a Junior Mortgage or a new line of Credit. 

A new lender may offer a second loan or junior lien to 
a borrower in order to make up any back payments, late fees, 

and other charges necessary to reinstate the loan. The 

borrower, in return, will be required to make an additional 
mortgage payment to cover the principal and interest 

payments on the second loan. Loan fees are typically five to 

ten times the average loan fees for an "A Credit" borrower. 

Plus interest rates often rival credit cards. 
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Use caution before you choose a new loan. If you can't 
make payments on your current loan, how are you going to 
manage it on a new loan? 

Option# 6 - Pre-Foreclosure Sale 
Sale of the property before the foreclosure can be 

completed. If proceeds from the sale aren't enough to fully 

repay the loan, this is often referred to as a "Short Sale." 

You will find much more information about why a pre

foreclosure sale often backfires as an option for people in the 
chapter on Short Sales in this section (Part II) of this book. 

Option #7 - Bankruptcy 
Bankruptcy is a way for people who owe more money 

than they can pay right now (debtors), to either work out a 
plan to repay the money over time in a chapter 11, chapter 
12, or chapter 13 filing; or wipe out (discharge) most of their 
bills in a chapter 7 filing. While the debtor is working out a 
plan, or the trustee is gathering the available assets to sell, 
the Bankruptcy Code provides that creditors must stop all 

collection efforts against the debtor. When the bankruptcy 
petition is stamped "Relief Ordered" upon filing, you are 
immediately protected from your creditors. 

Which chapter you choose to file under, what bills can 
be eliminated, how long payments can be stretched out, and 
what possessions you can keep will be controlled now by the 
Bankruptcy Code and the Federal Rules of Bankruptcy 
Procedure (the owner will no longer have control over any of 
his assets). These are federal laws, which means they apply 
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all over the United States. The Code and Rules are found in 

Title 11 of the United States Code. The U.S. Bankruptcy 
Code & Rules Booklet - January 2007 Black Line Edition -

can be found at the following Web addresses: 

http://www.legalpub.com/publications/U.S.%20Bankruptcy%20Code.htm 

and 

http://www.amazon.com/U-S-Bankruptcy-Code-Rules-Booklet/dp/0977372901 

Borrowers in default should think carefully before 

choosing bankruptcy, because it will have a serious financial 

impact on their lives for the next 10 years! 

The bankruptcy petition, schedules, and plans are 
public documents and are available for viewing through the 

website of the district court where the petition is filed. Credit 

reporting agencies regularly collect information from the 

petitions filed and report the information on their credit 

reporting services. Bankruptcies normally will remain on 

your credit report for up to ten years and will be taken into 

consideration by any person reviewing a credit report for the 

purpose of extending credit in the future. The decision 

whether to grant you credit in the future is strictly up to the 
creditor and varies from creditor to creditor, depending on 

the type of credit requested. 

The best way for one to obtain credit in the future is to 
generate an adequate and regular income and pay all 

financial obligations in a timely and responsible manner. 

Many creditors will not deal with borrowers who have filed 

bankruptcy unless they have already established credit with 
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someone else and have demonstrated that they have become 
reliable debtors. In general, it is recommended that, after the 
filing of a bankruptcy, one must learn to live within his/her 

income and not request credit that is not absolutely 
necessary. 

Many owners who file bankruptcy and then later 
realize that they cannot keep their home and must sell it, find 
it impossible to find a place to rent. Oftentimes after a 

bankruptcy filing and a foreclosure, getting a landlord to 
accept you as a tenant is an almost impossible task. Now 
these owners find themselves homeless ... something I'm sure 

they did not expect to have happen (but that happens quite 
often)! 

For more information about bankruptcy, see the 
chapter "Is Bankruptcy For You?" in this section. 

Option #8 -FHA Insurance Claim 
Some FHA loan homeowners may be eligible for the 

FHA Insurance Fund where a one-time payment is awarded 

to the FHA homeowner to cure the delinquent debt ( default). 
Some of the criteria for being accepted for this is that you are 
now able to stay current from there on out on the mortgage 
and the loan is between four and twelve months delinquent. 

When approved, the U.S. Housing and Urban 
Development Agency will make a direct payment to the 
lender for the full amount needed to bring the mortgage 
current. This is not free-and-clear, as the homeowner 
actually owes for the FHA Insurance payment. A promissory 
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note has to be signed by the homeowner, and a lien is placed 

on the property until the FHA insurance loan it is paid back. 
This note does not require that monthly payments be made, it 

is interest-free, and the total balance is due when the original 

mortgage has been paid off or the house is sold. 

Option #9 - Sell The Home 
Some owners have the great idea to try to "hedge 

themselves" by shopping for a new loan at the same time 
they list their house on the market. They quickly find out that 

this doesn't work! Their mortgage broker (or new lender) has 
strict policies that state if you put your house on the market, 

they will terminate your loan application! So that means the 

owner must give up on any chance of a new loan, once they 
decide to list and sell their house. Quite often, this is too big 

a decision to make, so they decide to "put off' listing their 

house until the very last minute. 

Once the owner has decided to sell, and if they have at 

least 6 weeks prior to their foreclosure auction, it is wise for 

them to contact a Realtor® to represent them. If their house 

is in livable condition in a hot market (like in or near the 

coastal markets), they will find a buyer quickly (hopefully in 
2 weeks) and should get close to fair market value. However, 

they take a big risk because the buyers will have to get their 
own financing. Can it close on time before the pending 

foreclosure? The process - lenders approving the buyer's 
credit, appraising the house, completing underwriting, 

reviewing title, getting payoff demands and drawing up 

documents -- can take four or more weeks to complete 

(assuming no problems pop up). If the new buyers could not 
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get the loan, or they could not close in time, the seller will 

helplessly watch their house go to auction. This is a gamble 
many would rather not take. 

This is where an investor like Baltic Blue can really 
help you. Your house is bought in time - so you do not have 

to worry about this. 

Option #10 - Sell to an Investor 
After the owner has exhausted all their options above, 

selling their house to an investor who offers cash at closing, 

no new loan contingencies, no repairs needed ( as is), fast 

escrow, and a for-sure sale providing a fresh start with 

reputation and integrity intact would be their best option. 
This is exactly the kind of deal that Baltic Blue can do with 

you. 

Although the investor's price is less than fair market 

value, the investor will also be able to salvage the seller's 

credit, bring his loans current, keep them current ( and 

improve his credit), and let them retain a big portion of their 

remaining equity in their home. This is a MUCH better 

solution for the seller than doing nothing, and losing 
everything at the foreclosure auction. 

Option #11 - Deed in Lieu of Foreclosure 
This is the least preferred of all the options and often 

not acceptable to the lender due to title issues or the presence 

of other loans against the property. Generally, this is a last 

ditch effort by the borrower to avoid the negative 

consequences of foreclosure. 
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Deed in lieu of foreclosure is a deed instrument in 

which a mortgagor (the borrower) conveys all interest in a 
real property to the mortgagee (the lender) to satisfy a loan 

that is in default and avoids foreclosure proceedings. 

The deed in lieu of foreclosure offers several 

advantages to both the borrower and the lender. The 

principal advantage to the borrower is that it immediately 

releases him from most or all of the personal indebtedness 
associated with the defaulted loan. The borrower also avoids 

the public notoriety of a foreclosure proceeding and may 
receive more generous terms than he would in a formal 

foreclosure. Advantages to a lender include a reduction in 

the time and cost of repossession, and additional advantages 
if the borrower subsequently files for bankruptcy. 

In order to be considered a deed in lieu of foreclosure, 

the indebtedness must be secured by the real estate being 
transferred. Both sides must enter into the transaction 

voluntarily and in good faith. The settlement agreement must 

have total consideration that is at least equal to the fair 

market value of the property being conveyed. Generally, the 

lender will not proceed with a deed in lieu of foreclosure if 
the current fair market value of the property exceeds the 

outstanding indebtedness of the borrower. 

Because of the requirement that the instrument be 
voluntary, lenders will often not act upon a deed in lieu of 

foreclosure unless they receive a written offer of such a 

conveyance from the borrower that specifically states that 

the offer to enter into negotiations is being made voluntarily. 
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This will protect the lender from a possible subsequent claim 
that the lender acted in bad faith or pressured the borrower 
into the settlement. Both sides may then proceed with 

settlement negotiations. 

Neither the borrower nor the lender is obliged to 
proceed with the deed in lieu of foreclosure until a final 

agreement is reached. 

Another tack is to simply do nothing and let the house 

go to auction. This is very typical of people who 
procrastinate or just hope the whole problem will go away. 

Well, it does not work quite in the way you'd hope. 

The lender will hold an involuntary sale of their house 
and sell it to the highest bidder at the foreclosure auction. If 
there are no bidders, the lender wins the house by default and 
it is now an REO (real estate owned) property. 

If you do decide to "let it go," you might as well sell to 
Baltic Blue. This is because more than half the time, the 
owner will get letters from auction bidders trying to get the 
owner to let it go to auction. These investors promise that the 
owner will get more for their house ( due to competitive 
overbid at the auction) than they would if they sell to an 
equity investor before the auction. That is not true! 

Often, there is collusion at the auctions and the auction 
bidders all agree to NOT bid against each other ... but instead 
bid $1 over the minimum and "split up the deal" after the 
auction. This is illegal, but it happens. Sticking with Baltic 
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Blue absolutely ensures that you don't fall prey to this type 

of scheme. 

Baltic Blue puts you first. We treat you with respect 

and dignity. We are trying hard to protect your credit rating 
and protect you from scammers. For more information about 

scammers, see Part III of this book. 
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Chapter 19 
Is Forbearance a Good 
Idea? 

One type of forbearance involves the lender waiving or 
temporarily suspending payment requirements using various 
strategies that partially reduce your debt load. 

This might mean that the lender requires only that a 
borrower pay the interest or principal on a loan, or a reduced 

percentage of what would ordinarily be paid for either or 

both. Maybe the lender just gives a break of several months 
during which the borrower doesn't have to make any 

payments at all. In some cases, a lender will add your missed 
payments and fees to the principal of the loan and recalculate 
the entire loan amount, interest, and principal. 

Sometimes, if a borrower has made prepayments or 
extra payments earlier in the mortgage history, those 

payments might be forwarded to become current payments. 
This can result in an increase in the total interest owed and of 
course it removes the benefits of the earlier doubled-up 

payments, but might be a way to stave off foreclosure. 



One thing to watch out for with these deals is that 
while the payments are being waived, suspended, or 
otherwise delayed, interest ( and the new principal created by 
unpaid interest) is usually still adding up. It's not like the 

lender is actually going to let you get away without paying 
mortgage payments.you've missed. 

And the amount of debt keeps growing. 

Based on what we've heard from people who come to 

us for help, we recommend lots of caution and research 
before you enter into forbearance agreements. Unless you're 

positively sure you will be getting substantial, predictable 
new income that will allow you to pay off all the money you 
owe within six months after missing the mortgage payment 

that triggered lender action, forbearance might be a losing 
deal for you. 

You should also make sure that your anticipated new 
income will allow you to continue making regular full 
mortgage payments every month for at least 24 months after 
the forbearance term has ended. 

Our lending experts tell us that people who have any 

doubts about their income stream should probably not waste 
time exploring forbearance, because it "only prolongs the 
inevitable." 

When you are making decisions about your financial 
future, it's not wise to rely on hope, guesswork, or wishful 
thinking. 
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It's far better to rely on the calm, informed advice of 

Baltic Blue. 
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Chapter 20 
Should You Try to 
Restructure a Loan? 

We want you to know that mortgages and loans can 
sometimes be made over so you can get past temporary 
financial problems and retain your home. 

One of the things to really watch out for, though, is 
whether you might be borrowing a lot more than the current 
or projected value of your home. Most loan restructuring 

involves going more deeply into debt. It is like borrowing 
money to pay money that you already borrowed. This can get 
you deeper into problems than you want to be. 

There are several methods lenders might offer that 
change loans to benefit you: One method involves the lender 
extending the term of the loan so that it takes longer to pay 
off and reduces payments. Lenders use a fancy term for this: 
reamortization. 

Extending to 30 years a loan that has only 10-15 years 
remaining of an original 25-year term will result in lower 
monthly payments made over a longer period of time. 



Instead of extending loan terms, some lenders add your 

back payments, penalties, and new fees onto your loan so 
that you owe more. Some lenders adjust payment schedules 

and amounts so that the new payments are higher than the 

monthly payments on the original loan. 

If you're really fortunate, a lender might reduce the 

interest rate on your loan to reduce your total amount owed. 
This usually happens only if the interest rate set by the feds 
allows a lender to still make money off the loan after a 

reduction in interest rates. 

Our financial advisors recommend that you talk to Van 

Wyk Family Financial Services if a lender is offering to 
change loan terms. Often, the terms are going to be much 

more favorable to the lender, and instead of solving financial 
problems, could plunge a borrower further into debt. 

If you have the slightest doubt or question about 

anything that a lender is discussing with you, contact Van 

Wyk Family Financial Services immediately. We are on your 

side and we want you to get the most out of any remedies 

proposed by your lender. 
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Chapter 21 
Is a Short Sale a Good 
Option? 

A short sale isn't when a clothing store puts shorts on 

sale. Instead, it means that a lender writes off the portion of a 
mortgage balance that is higher than the value of a home. In 
other words, he eats some money in order to avoid the 
foreclosure process and gets a new, more qualified borrower 
in place of the delinquent one. This type of arrangement is 

conditional; there must be a buyer willing to purchase the 

property at its appraised value. 

Lenders require homeowners to undergo investigation 
before they will agree to a short sale ( or short payoff) 
scenario. Homeowners must prove they have no assets of 
any kind; no savings, no investments - nothing. Proving how 

broke you are opens your financial and personal history to 
intense scrutiny. Some borrowers might not want their past 

to be so thoroughly examined by a lender. Also, the 
payments need to be behind by at least two months, a 
Realtor® is confident that the house will sell within three to 

five months, and the value of the house must meet HUD 



program guidelines, which is determined by the lender's 

appraiser. 

In order for a short sale to work to your advantage, you 

must have an absolutely rock solid "market value" purchase 

off er from a qualified buyer before the lender will agree to a 

short sale. You also need a real estate broker and an attorney 

who can finalize the deal with the lender and the new 
purchaser. 

This all sounds like a useful way to avoid foreclosure, 
but there's one hitch. For tax purposes, the amount of the 

mortgage over the valµe of your home that the lender 

forgives is considered earned income. It will be reported to 

the IRS on a 1099 form! So you'll be paying taxes on money 
you never actually saw. 
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Chapter 22 
Working Out a Deal With 
Your Current Lender 

Have you tried working with your existing lender? 
Remember, lenders WANT your loan to be current. They 
don't want foreclosure. Foreclosure means they made a bad 
loan, creating a lot of unnecessary paperwork for them. So, 
try calling your lender and ask what you can do to save your 
property from going into foreclosure. 

Here are a few things that you might find helpful in 
speaking to your lender regarding ways to help minimize the 

chance of loss for both you as the borrower and the lender. 

FORBEARANCE - Now this is by far the most 
common method used by most borrowers and lenders alike 
to negotiate a way to solve the problem of a loan such as 
yours that has fallen behind in payments. 

There are various ways in which a lender, through 
changing the initial terms of the original loan agreement, can 

help you. These include a waiver of payments, restructuring 
the loan, and an interest rate adjustment. 



WAIVER of or TEMPORARY SUSPENSION of 

payments - This would act to delay or divert the foreclosure 
auction, which ultimately really is just concerned with the 
collection of the outstanding or late payments on the loan. 

There are different 'types of these waivers available to 

assist you and your specific situation. 

1) W AIYER of PRINCIPAL PAYMENTS - In this 
case, the lender would temporarily suspend all 

principal payments, allowing you, the borrower who 
has fallen behind in payments, to regain financial 

balance. In cases such as this, only interest is paid. 

2) DEFERRING of INTEREST - In this arrangement 

between you and lender the latter allows for the 
suspension of your interest payments. The interest is 
not forgiven but the unpaid amount will be added to 
the loan. Depending on the lender, there would be a 
few different ways to restructure the payback of the 
interest amount accrued. 

One way is that some loans allow for the payment to 
remain the same, but the term of the loan is extended. In 

another way, the loans require increased loan payments to 
offset some of the unpaid interest. 

To prevent things from getting out of control, lenders 
generally do not allow the loan to exceed 125% of the 
original loan amount ($100,000 original loan x 125% = 

$125,000 maximum loan amount). If the loan reaches this 
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point, the lender will recast the loan, which means 

originating a whole new loan. 

1. PARTIAL PAYMENTS - Lenders in some cases 

may also agree to accept partial payments from you. 
It is definitely one way to keep one's property from 

foreclosure. But, this may also result in a "negative 

amortization" where your payment is less than your 
principle AND your interest on your home. Not only 

are you not paying on the principle, you're not even 

paying off the interest. This is worse than a charge 
card situation because you're paying interest 

compounded upon interest, which is serious back

peddling. 

The only way this would work is when the value of 

homes are skyrocketing, because the equity is 

increasing so rapidly. 

2. PREPAYMENTS - Prepayments or extra payments 

in the past can now be used for the purpose of 

bringing the delinquent loan payment up to date, or in 

some cases prevent you, the borrower, from going 
into default in the first place. 
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Chapter 23 
About Restructuring 
Loans 

Another way in which the lender can assist you is 

through restructuring of the loan. This would actually 
involve a change in loan terms. Now this can be 

accomplished right from the beginning, when you first fall 

behind on your loan payments. It could also be effective after 
the initial W AIYER of PAYMENTS granted by the lender, 

which would help you to minimize the impact of having to 

repay both current and past installments. 

There are generally three methods of 

RESTRUCTURING of the LOAN available to you, the 
borrower: 

1. THE EXTENDED TERM- If permitted by the 

specific laws or regulations governing the specific 

lender, one way to restructure a loan is to extend the 

original period of repayment, sometimes also called 
re-amortization. Extending to 30 years a loan that 

has, say, 15 years remaining of an original. 25-year 

term will result in lower monthly payments. Some 



lenders in these cases may charge a higher interest 

rate for this privilege, but this is definitely an 
alternative to foreclosing on your property. Some 

regulations, though, might in some cases prohibit 

institutional lenders from extending the term while 
the default exists. 

2. GRADUAL ELIMINATION OR ALSO CALLED 
INCREASE OF DEBT- The lender will in this case 

increase the overall amount that you, the borrower, 

owe, thereby increasing the principal amount of the 
loan. The lender accomplishes this by adding all the 

late or delinquent payments and fees to the principal 

and then restructuring the monthly payments to 
conform to the new loan amount. The lender adjusts 

the monthly payments schedule so that the 

outstanding amount would be recouped in a specific 
period of time, allowing for the monthly loan 

payments to increase temporarily, but not for the 

entire term of the loan. 

3. REDUCTION OF INTEREST - Still another way to 

restructure the loan is to reduce the interest rate. In 

some cases this adjustment is just temporary. While 

most uncommon, the lender might be willing to 

reduce the interest rate but only when the financial 

market allows for such a generous adjustment and it 

suits the lender financially to make this adjustment. 

For example, an existing 8.75 percent interest rate 

can be reduced to 8 percent when the market is at, 

say, 7 .5 percent. 
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Chapter 24 
Is Bankruptcy the Right 
Option for You? 

Typically, lawyers and consumer advocates are quick 

to recommend bankruptcy to any homeowner facing 
foreclosure on their house. The argument is that "filing 
bankruptcy will stop foreclosure on the home." Another 
popular argument is it will "save your credit." 

The truth with bankruptcy is that it should only be 
considered as a very last resort. Filing for bankruptcy, 
whether as Chapter 7 or Chapter 13, will only provide a 
temporary solution with lasting negative consequences for 

the owner. 

Bankruptcy involves a federal court action designed 
for to assist consumers in repaying their debts (in a 
reorganization bankruptcy) or eliminating the debts 
altogether (in a liquidation bankruptcy). 

Reorganization bankruptcies are often referred to as 

"Chapter 13" bankruptcies. Filing for a Chapter 13 
bankruptcy stops all creditors from taking further action 



against a debtor on an immediate basis. With the assistance 
of a court-appointed trustee, the court establishes a payment 
plan to pay back all or part of the debts owed by the 
bankruptcy filer. This plan is based upon all assets that are 
non-exempt which are owned by the individual, the amount 
of non-exempt income, and the person's overall ability to 
pay back the debt. The repayment period generally lasts from 
three to five years. 

Liquidation bankruptcies are often referred to as 
Chapter 7 bankruptcies. Like with a Chapter 13, a Chapter 7 
bankruptcy immediately stops all creditors from taking any 

further action to collect debts against the person filing for 
bankruptcy. Instead of working out a payment structure to 
pay off the debts within a few years, a Chapter 7 completely 
liquidates the debts, making a clean slate for the debtor. 
However, in most cases the individual will have to relinquish 
all non-exempt property ( or its cash equivalent) to the court 
as part of the payment for their debts. This can include 
automobiles, boats, real estate, jewelry, heirlooms, furniture, 
401K's, investment accounts, stamp or coin collections, 

expensive musical instruments, stocks, bonds, art, and other 
assets that can be liquidated. The Chapter 7 bankruptcy 
process typically takes from four to six months for the final 
discharge to be complete. 

When a bankruptcy is filed, an automatic stay goes 
into effect in a foreclosure. This prohibits creditors from 
attempting to collect the money that is owed, including 
stopping the foreclosure process. 
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While this may sound like an easy solution to one's 
foreclosure problems, it is almost certain that the debtor will 
lose their house if behind in payments under a Chapter 7 
bankruptcy. In such a case the mortgage company would 

petition the court to release the automatic stay so that the 
foreclosure process can continue, which is commonly 
granted. A Chapter 13 bankruptcy will usually allow the 

debtor to keep the house if able to keep up with the normal 
house payments while repaying the deficiency through the 
court-ordered payment plan. 

Sometimes the bankruptcy court will order the 
individual to sell the house for purposes of using the equity 

to pay off some or all of the debt. In addition, filing for 
bankruptcy may result in the loss of other non-exempt 
personal property, mentioned above, in order to help pay off 
creditors. 

Considering the potential ramifications of what you 
could lose, bankruptcy should not be something you do as a 
first and only action against foreclosure, unless there are 

other extenuating circumstances that warrant the protection 
that bankruptcies grant. Very rarely does a situation call for 
the need to file for bankruptcy, especially with the many 
options available to homeowners today who face foreclosure. 

It is important for someone in foreclosure to weigh 
every alternative available before deciding on a course of 
action -- and to talk to someone who can help him or her 
make the right choice. 
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Some things you should know about bankruptcy: 

The property you're trying to save may still be lost. If you 

have assets that exceed the exemption guidelines for 

bankruptcy, those assets will be taken, liquidated and 
dispersed to the debtors. 

Bankruptcy can be an expensive endeavor to establish. 
Bankruptcy attorneys charge fees for filing and court fees 
can add up. 

Bankruptcies remain on credit reports for ten years and for 

the first few years, it will be difficult, if not impossible to get 

a loan for a home or car. 

A Side Note: Another thing to consider is that 

bankruptcies are not the solution to debt problems. The 

problem to debt is poor spending habits. It is not uncommon 
for people to file bankruptcy and then file again when the 

law allows for it, which in most states is every seven years. 

Who wants to always live with badgering phone calls, 

repossessed cars, and the embarrassment that goes along 

with it? No one. But in order to stop the madness, it is vital 

to stop living beyond one's means. 

Use bankruptcy as the last alternative. Exhaust all 

other options first. Again, you will not save your house from 
foreclosure with bankruptcy. It only buys you a little more 

time. 
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Chapter 25 
Things You Should Know 
About the 2005 Changes 
to Bankruptcy Law 

A major reform to the bankruptcy system was passed 
by Congress in 2005. The Bankruptcy Abuse Prevention and 
Consumer Protection Act of 2005 was signed into law by 
President Bush in April of that year. Below are some of the 
key changes that came about as a result of this new 
bankruptcy law. 

Mandatory Credit Counseling 
As of October 17, 2005, before filing for bankruptcy 

most applicants must now undergo credit counseling in a 
government-approved program. You can get more 
information on the procedure for pre-filing credit counseling 
( and a list of approved credit counseling agencies) from the 
U.S. Trustee Program (a component of the Department of 
Justice responsible for overseeing the administration of 
bankruptcy cases). 



Stricter Eligibility for Chapter 7 Filing 
Under the new law, bankruptcy applicants who wish to 

file under Chapter 7 must meet certain eligibility 

requirements under a "means test." 

Under the "means test," if your current monthly 

income is less than the median income in your state, you can 

file for bankruptcy under Chapter 7. But if your current 

monthly income is above the median income in your state, 

and you can afford to pay $100 per month toward paying off 

your debt, you cannot file under Chapter 7 and must proceed 

under Chapter 13 (more on Chapter 13 below). 

Whether you can afford to pay $100 per month ( or 

$6,000 over a five-year period) is based on a formula that 

includes your monthly income, your expenses, and the total 

amount of your debt. Get more information on means testing 

from the U.S. Trustee Program (a component of the 

Department of Justice responsible for overseeing the 

administration of bankruptcy cases) or go to these internet 

sites at 

http://www.census.gov/hhes/www/income/statemedfaminc.html 

and http://www. usdoj. gov lust/ eo/bapcpa/meanstesting.htm 

Tax Returns and Proof of Income Required 
Under the new bankruptcy law, people wishing to file 

bankruptcy under Chapter 7 or Chapter 13 must show proof 

of their income by providing federal tax returns from the last 

tax year. If a bankruptcy filer has not paid taxes for the 

previous tax year, he or she must do so before the 

bankruptcy can proceed. 
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Fewer "Automatic Stay" Protections for Filers 
People who file for bankruptcy have traditionally been 

entitled to certain immediate protections from creditors and 

others - including most debt collection and lawsuit actions. 

These protections are part of what is called the "automatic 
stay" effect of a bankruptcy filing, because many potential 

legal actions against the filer are stopped (known as "stayed" 

in legal terms). 

But, under the new bankruptcy law, which took effect 

in October 2005, some of these protections have been 

eliminated. For example, filing for bankruptcy no longer 

delays or stops eviction actions, driver's license suspensions, 

legal actions for child support, or divorce proceedings. 

New Priority for Unpaid Child Support and Alimony 
Bankruptcy laws provide a system of re-payment 

priority for people and companies that are owed money 

(called "creditors"). Under the new bankruptcy law, among 

the changes in creditor priority is that people who are owed 

unpaid child support and alimony (i.e., the bankruptcy filer's 

family members) take priority over any other creditor. 

Mandatory Financial Management Education 
After the conclusion of bankruptcy proceedings, but 

before any debt can be discharged, bankruptcy debtors must 

participate in a government-approved financial management 

education program. You can get more information on the 

procedure for financial management education ( and a list of 

approved debtor education providers) from the U.S. Trustee 

Program ( a component of the Department of Justice 
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responsible for overseeing the administration of bankruptcy 

cases). 
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Chapter 26 
Get Out for Good - Five 
Foreclosure Solutions 

Here is a summary of the five most popular ways that 

work for people who are trying to prevent foreclosure. 

1. Lender Workout- Lenders don't want to foreclose. 

Talk to your lender early and honestly, and try to 
work something out with them. 

2. Refinancing and New Junior Loans - Lending 
guidelines require that all home loans together total 

less than 75% of the value of your house. If you have 

more equity than that, you could refinance or get a 
2nd ( or 3rd) loan to stop your foreclosure. You can 

usually get a loan in a few days, regardless of your 

credit, and get enough to bring your existing loan 
current and put some money in your pocket. 

However, expect higher interest rates and loan fees. 

3. Personal Loans -Ask family, employer, and friends 

to make you a personal loan to help you pay your 

mortgage. 



4. Bankruptcy-This is a severe step that will have 
lasting impact on credit reports. Seek appropriate 
legal advice. If the Notice of Default has just been 

filed on your home, you have sufficient time to 
explore the options for new loans or selling the 
property. If the foreclosure sale is going to be held 
soon, bankruptcy could postpone the sale, but your 
financial matters fall under the jurisdiction of the 
courts, which could limit your options. Here are some 
facts to consider about bankruptcy. 

Congress recently tightened bankruptcy laws, and 
bankruptcy has never been as easy as people assume it to be. 

It's. expensive because you have to pay court costs and 
attorney's fees, which are not included in bankruptcy 
forgiveness. If your assets are worth more than state and 
federal exemption guidelines, they will be liquidated and the 
proceeds divided up among your creditors. This can include 
your home, car, personal belongings, even jewelry. 

If you declare bankruptcy and liquidate everything you 
own and still can't make a full payoff of what the court says 
you owe creditors, you will still need to find money to pay 
the difference. Bankruptcy won't be much use if you 

continue the habit that many Americans engage in almost as 
an addiction: they spend more than they make. 

Because credit is available even after discharge 
(usually with astronomical interest rates), many people 
quickly descend into debt spending again. Sadly, 86% of all 
bankruptcies will lose homes; 70-80% of Chapter 13 
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bankruptcies lose their homes. Only 3% of homeowners 

make it through bankruptcy and are still homeowners. 

Almost half of all who file for bankruptcy will file 

again as soon as the law allows them to. Instead of relying on 
bankruptcy, fix your earning power and spending habits. 

Bankruptcy doesn't get rid of all debts. If a lot of what you 

owe is student loans, tax debt, legal fees, or back child 

support, bankruptcy will not help. Worse yet, bankruptcy 
will haunt you for as much as ten years. 

During that time, good luck even renting an apartment, 

buying a car, or otherwise functioning in the capitalist 

system, which puts so much faith in credit reports. The final 
blow that makes bankruptcy so ugly is that, these days, 

potential employers judge you by your credit reports. They 
may not hire you - because you filed bankruptcy. 

5. Selling The Property - As a general rule, if your 

mortgage payment does not exceed 40% of your 

gross monthly income, it should be possible for you 

to keep the property. If the payment is greater than 

40% of gross monthly income, and especially if you 
have no monthly income, consider selling or 

transferring the property to avoid negative impact to 

your credit. Many homeowners are afraid to sell 

because they assume they won't be able to ever get a 
home mortgage again. A home that is sold and 

mortgage paid off is far better than a foreclosure on 

your credit report. With a "paid off' on your credit 
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report, you will be able to get a home loan again. But 

with a foreclosure, it will take many years. 

140 



Chapter 27 
Real Estate Agents 

If all of your options have been exhausted for keeping 
your house and selling it looks like the only solution, you 

may want to consider finding a real estate agent to help you. 
The most important thing to find in a real estate agent is 

experience, especially when time is of the essence, such as in 
the case of facing foreclosure. Not only can seasoned real 
estate agents potentially sell your house more quickly than if 
you were to do it yourself, they can often get you more time 
by convincing your lender that the house will be sold. 

It is important that you be completely up front with 
whomever you work with, no matter how embarrassing this 
situation may seem. Real estate agents are very familiar with 
this type of situation, and a true professional will never make 
you feel uncomfortable. Most importantly, they need to 

understand the time constraints that are involved with your 
situation. Some agents won't have the time needed to put 
into selling your house quickly, as they list numerous houses 
at one time and spread themselves rather thin with how much 
time they can spend with any one house. This would not be 
the right agent to go with in your case. 



Many times you will be able to get your real estate 
agent to waive their exclusive listing agreement. An 
exclusive listing means that no matter who finds a buyer for 
your house, even if it is you, the agent will still need to be 
paid their commission. With this type of agreement waived, 
if you find someone to buy your house you will not have to 
pay a commission to the agent. They could, and certainly 
should, ask for their promotion costs that they incurred -
typically about $500. 

Some questions that you can ask real estate agents in 
choosing yours are: 

• How many years have you been a real estate agent? 

• How many houses have you sold within the past 12 
months? 

• Are you able to help me deal with my lender to see if 
we can negotiate more time? 

• Exactly what services do you offer? 

• Have you had experience in dealing with situations 
such as mine? 

• Will you be listing the house at a price where your 
commission will be included? 

• Will I be charged any fees if the house doesn't sell 
and is lost to foreclosure? 
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• What if I find a buyer on my own, do I still have to 
pay you a commission? 

One thing to consider in hiring a real estate agent is if 
you do not have enough equity in your house for paying their 
commission and closing costs, your best bet may be to work 

directly with your lender to either do a short sale or work 
hard at selling the house by yourself. 
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Chapter 28 
Mortgage Brokers 

The mortgage broker is not completely understood by 
many people in who they are and what they do. A mortgage 
broker is an individual or company that finds mortgages for 
people looking to buy property. They are a liaison between 

mortgage shoppers and lenders. What's good about them is 
they can find lenders in secondary markets when banks just 

won't talk to you due to poor credit, recent bankruptcies, and 
so forth. 

If you can find one that is a straight shooter, one that 
knows his business, a mortgage broker can practically move 
mountains for you. The difficulty is that there are so many 

out there who are unscrupulous and inexperienced. Some 
brokers, for instance, will gamble with your money with 
Rate Locks. A Rate Lock is when a mortgage rate is locked 
in at a certain rate. With some brokers, when a client asks to 
lock a certain loan interest rate, instead of locking it in with 
the lender, the broker waits a day or so to see if the rate will 
go down. If it does, he doesn't tell the customer and pockets 
the "extra savings" for himself. And if the rates increase, 
they will blame it on "faulty paperwork" or whatever excuse 
they can think of. 



Some other unethical practices of bad brokers include 

the following maneuvers: 

Bait and Switch 
Speaking of or advertising low-ball rates they don't 

really have to get you in the door and hooked. Then they 

offer the "real" higher rates. 

Cost Then Add More Cost 
Some brokers will tell you about the costs for things 

but never mention "other" fees until you have invested so 
much time and effort into this broker that you just accept the 

additional costs. 

A way around this is to always request they write 

down all costs/fees and that they all be itemized. This should 

include appraisal fees, credit report costs or any other 
"outside" costs. Have them physically write something to the 

effect of, "All fees/costs included," on the itemized sheet and 

have them sign the paper. If they want to "keep it for your 

file," ask that a copy be made. You take the original, let them 

keep the photocopy. If their "copier is broken," tell them 

you'll take it and bring them a copy the next time you come 
Ill. 

Investing with Your Money 
There is a period between the submittal time of an 

application and the point where the loan's terms lock in at 

the market rate. It is always stated that interest rates are 

"subject to changes in interest rates in the market." If rates 

go up before the loan's interest rate is locked in, the loan will 

146 



be affected by this with an increase in the loan's interest rate. 
Okay, nothing wrong there, but if the rate were to have gone 
down, it is very common for the lender and broker to leave 

the rate as is and not lower it. 

The only way around this is to watch the market right 

after your loan application is submitted. Make it well known 
that you will be doing that. This monitoring will give a 
presence of moral influence. If the rates go down, challenge 
the stagnancy of your rate and ask that it go down 
accordingly. 

Contract Padding 
You should read contracts carefully, that goes without 

saying. But pay particular attention for a common 

interjection that can be added. Lenders often give an extra 
point for having a prepayment penalty clause as part of the 
agreement. A prepayment penalty requires the borrower to 
pay a financial penalty if they pay off the loan before a 
specified period (typically three years or so). A broker can 
leave such a term unacknowledged (leave it verbally 
undisclosed in hopes you don't see it). This way he can 

pocket the extra point instead of giving it to you where it 
rightfully belongs. 

The best way to find an honest mortgage broker is to 
begin by asking family and friends if they personally know a 
mortgage broker whom they would trust and recommend. 
With these referrals you can seek one out diligently just like 
you would a real estate agent. You can also check out the 
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National Association of Mortgage Brokers website at: 

http://www.namb.org/namb/Home _Buyers_ Home.asp?SnID= 1898240200 

From there you can then find certified, licensed brokers in 
your area, and your chances of finding a reputable, ethical 

broker are even greater. And it wouldn't be a bad idea to ask 
for references when interviewing your mortgage brokers. 
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Chapter 29 
What to Expect From a 
Deal With Baltic Blue 

Obviously, your best option is to sell your house to 

Baltic Blue and here is why ... 

• First of all, we will make sure you are fully qualified 
before we offer to buy your home. We do not waste 
your time with false expectations and we do all of the 

paperwork for you to make sure nothing sabotages 
your way out of foreclosure. 

• We realize that we pay below the fair market value 
but we are not scam artists and the long-term benefits 
of saving your credit rating and avoiding the 
foreclosure far outweigh the hassle of trying to list 
and sell your home on time before foreclosure. 

• You are also spared the humiliation of posters 
advertising your house for sale. This is a no auction 
risk solution. You are simply more in control over 
who buys your house (us) and how much you will 
get. 



• Also, unlike conventional sales, we are able to make 

you a quick "As Is" offer with no repairs demanded 

of you. 

• We can also do a very quick sale with no financing or 
house inspection contingencies. We can close the 

deal in five business days or by the morning of the 

sale (whichever comes first.) 

• Selling your home to us is also discreet. Your 

neighbors, employers, and others won't have any idea 

that you were forced to sell because of a foreclosure 

threat. 

• Selling to Baltic Blue also allows you to keep your 

credit rating current, as you are able to bring your 
loans up to date from the proceeds you get from the 

house. 

• You are able to use the cash that we give you to start 
with a clean slate. Liens are removed and loans are 

brought up to date, which means that you don't have 

to avoid the mailbox or hide from your phone 
anymore. 

Best of all, if you stick with us, who are a known 

quantity, you will avoid the many house foreclosure scams 

that are out there. We think this is so important that we have 

devoted an entire section of this book (Part III) to explaining 

how the con artists that are out there actually work! 
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Of course, if you have called us, you might have 
already sold your home to us and be well on your way to 
financial recovery. If so, you might want to skip immediately 

to Chapter IV, which is about how to repair your credit. 
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Chapter 30 
What Baltic Blue Can Do 

Baltic Blue created an entirely different way to help 
you, and it's a better way. 

Our first goal is to educate you so that you can do 
everything possible to work things out with lenders. We can 
refer you to fair and honest lenders, real estate agents, 
attorneys, and others who may be able to help you. We don't 
receive any commissions, kickbacks, fees, or other 
compensation for these referrals - from you or the people we 

refer you to. And we make sure that the people we refer you 
to are ethical. We've heard too many stories about sharks, 
such as the real estate agent who deliberately was "unable" 

to sell a client's home, stalling the client until foreclosure 
was inevitable, then arranging sale of the home at a cut-rate 
price to the agent's investor buddy. 

If you have done everything possible to save your 
home and yet foreclosure is imminent, you may want us to 
make all back payments and buy your house immediately, 
even if your home needs repairs. 



If you later want to get another home, and if you 

qualify for assistance, we might be able to get you a new 
mortgage so you can live in a home that is as good as or 

better than the one you sold. If you decide to go into 

bankruptcy, we can refer you to the best local bankruptcy 
attorneys who will maximize your benefits and cut your 

losses. 
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Chapter 31 
FAQ's About What Baltic 
Blue Can Do 

I'm in Notice of Default and I'm trying to save my 
home from bank foreclosure. What can I do? 

You can save your home by going through the Rebuild 

Credit Program, which is a foreclosure bailout program 
designed for homeowners who are in notice of default, 

delayed in payments, foreclosure, bankruptcy, low credit, or 

financial distress due to circumstances brought by 
employment, medical emergency, death in the family, etc. 

My credit score is below 500. Can I still apply? 

Yes, you can still apply; we are non-FICO-based. 

There are two important factors that we look at when 
qualifying you for the program: 

(a) equity left in your house ( current property value 
minus total loan balances or liens) 



(b) your ability to repay the loan (monthly income 

minus total monthly debts) 

I'm in bankruptcy. Can you still help? 

Yes, we can still help you even if you filed Chapter 13 

or Chapter 7 bankruptcy. Filing bankruptcy only delays the 

sale, but it doesn't stop the sale. We don't recommend that 
homeowners file bankruptcy because it can lead to ten years 
of having bad credit and may affect your ability to qualify 

for future loans. Having a bankruptcy recorded on the credit 
report is also a negative factor in terms of employment or 
background verification. 

What is the required 'loan-to-value' or the highest 

loan amount that you can approve based on the value of the 

property? 

We allow 65-75% LTV (loan-to-value). In some cases, 
we have done an exception up to 80% LTV. 

What are the benefits or advantages of the Rebuild 

Credit Program? 

The Rebuild Credit Program offers the following: 

(a) It Stops Foreclosure & Saves Your Home 

(b) No Payment Plan from two to four months 
depending on equity left in your house. This allows you to 

save money and get back on your feet. 
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( c) Low Interest Rate that makes it affordable for you 
and allows you to qualify. 

( d) It allows you to Rebuild Your Credit. Once your 
loan is paid off, it takes you out of foreclosure and will 
improve your credit. 

( e) Possible Cash Out to pay off your tax bills, high 
rate credit cards, car loan, etc. 

How does the No Payment Plan work? 

We will set up 2-4 months PITI (principal, interest, 
taxes & insurance) reserves using the equity left in your 
house. This amount will be added to your existing loan 
balance. We will determine if you can qualify for 2-4 months 
No Payment Plan depending on equity left in your house. 

This means you won't have to start making payments 
until the agreed-upon month. This allows you to save money 
and leverage your equity to help you become financially 
stable 

If you have sufficient equity, you may be able to 

qualify for a 4 month No Payment Plan. If you have very low 
equity left, we can't maximize the entire 4 month reserves. 

What are the fees like? 
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Fees vary from 3-6 pts depending on loan amount. 3rd 

party closing costs are estimated around $5K - $1 OK 
depending on loan amount. 

Is it true that private financing or hard money lending 
is expensive compared to regular bank.financing? 

Yes, it's expensive. Private financing is your last 

resort. We will assess your request and needs. If we know 
that you can qualify for a better program with a better rate 

and fees, we will recommend that to you. Through our 
experience, we will save you time by providing 

straightforward responses and let you know your options. 

The Rebuild Credit Program allows you to save your home 
with a reasonable low interest rate that you can afford and 

gives you 'breathing room' to save money because of the No 

Payment Plan option. 

What is the term of this program? 

It is a four-month short-term program that allows you 

to rebuild your credit and get stabilized financially. 

Is the monthly payment Interest only or Principal & 

Interest? 

We allow principal and interest payment amortized 

over 40 years, which results in a lower monthly payment 

than 30-year interest-only programs. We will evaluate what 
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program is most suitable to your situation and get you 
qualified. 

This program seems too good to be true. What 

protection have you set up for your company to do this? 

The Rebuild Credit Program allows low credit and 
high LTV (Loan-To-Value) borrowers to start fresh by 
leveraging the equity of their house, thus saving their home. 
Due to high risk, we require reserves in the event of default. 
We will assess whether you qualify for a hard money 
program. All agreement forms are in writing to protect both 

the homeowner and the investor. 

How long will it take to process my application and get 

it funded? 

Minimum standard processing timeframe is 30 days to 
60 days, depending on conditions that we need to satisfy. 
Faster turnaround time is dependent on the borrower's ability 
to respond quickly to all documents needed and provide 

accurate information. Approval is subject to appraisal, title 
and other closing conditions. 

I have a foreclosure sale date in 3 weeks. Can you still 

help me? 

Yes, we can still help you. We just need to coordinate 
with your trustee and provide them a letter of intent to pay 
off your existing loan/lien(s). 
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What makes your company different from other lenders 
and brokers? 

Brokers, loan officers, real estate agents and account 

executives of lender banks come to us if they can't get their 
clients approved due to strict banking guidelines. Brokers or 

loan officers shop around your loan and there's a high 

probability that they can't place your loan, especially if they 

are dealing with low credit, high loan to value and high debt 
ratio. This is the reason why we have heard complaints from 

applicants that their broker promised to get them a loan and 
after two months they cancelled the file. Very few brokers 

and lenders know how to navigate the treacherous 

foreclosure waters. 

By going directly to us, you save time and costs and 
your needs will be directly assessed to fit the program 

I'd like to get started. What are the documents needed? 

Here are the following documents that you need to 
FAX to us: 

(1) Copy of recent Mortgage Statement(s) 

(2) Payoff Demand for all loans/liens - contacts your 

Lender(s) and request this to be faxed as soon as possible. 

(3) Credit Report with 3 credit scores. 
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(4) Income documents such as 2 years of W-2s, recent 
pay stubs (if employed); tax returns or 1099 (if self
employed); or bank statements. 

(5) Copy of Notice of Default 

( 6) Homeowners Association name and phone number 

(if applicable) 

(7) Prepare a Credit Explanation Letter stating what 

happened, why you are delayed in payments, what affected 
your credit, and how you are able to repay the loan. 

(8) Complete Statement of Information form, Loan 
Application, sign Disclosures (these forms will be provided 

to you) 
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How to Avoid 
Foreclosure Scams 





Chapter 32 
How to Spot a Home 
Equity Predator 

There are predators everywhere. And you need to 
know how to spot them. We can't help you with every scam, 
but we can point out a few to be aware of. 

First off, anyone advising you to avoid 
communications with your lender or an attorney is not your 
friend. If you run into serious financial troubles, your lender 

and attorney are the very first people you should be 
contacting. 

Predatory Lending Schemes 
Lets face it, there are many reputable lenders who use 

good business practice in helping homeowners live out their 

dream of having a home. But there are other lenders that lurk 
on the dark side, chiefly within the high risk second 

mortgage lending world. Probably the most popular scheme 
involves approving loans to individuals who have no way of 
paying them back. This also includes interest rates much 

higher than the prime rate, extra fees, excessive points, and 
other over-the-top items. 



More times than not, these lenders prey on borrowers 

who are unemployed or facing other financial difficulties. 
Many, but not all, of those mailings that you receive with 

"pre-approved" loan amounts are from these kinds of 

companies. Yet, these "offers" come when most of the 
people who are receiving them don't know where their next 

mortgage payment is going to come from. They actually 

know that if you were to default on their secured loan, you 
would lose your house. 

Watch for these classic scams as well: 

1. Scammers will often charge ridiculous fees for 
simple paperwork. They'll claim to make a few 

helpful calls to the homeowner's lender, and then 

disappear after collecting the cash from the 

homeowner who is left with less cash and a worse 
situation because time is running out. 

2. Homeowners are conned into signing over title of 

their property to a third party, someone who will 

eliminate the default on the mortgage. The house is 
then leased back to the homeowner. An agreement is 

struck that allows for the repurchase of the home at a 

later date. Unfortunately, these deals are deliberately 

arranged so the terms can never be met. The 

homeowner (now a tenant) is evicted, losing their 

home at the same time. 
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3. Homeowners are asked to sign documents 

supposedly for new financing. In fact, the 

homeowners often sign papers that are later attached 

to a whole new agreement that leaves the 

homeowners with nothing. The worst part is the 
homeowners could still owe on the defaulted loan 

and could now face bankruptcy. 

4. Homeowners are convinced that the best way to 

STOP their foreclosure woes is to file bankruptcy. 

And though it can be a solution, its only a 
TEMPORARY one. Foreclosure NEVER stops 

foreclosure, but only offers more time to try and find 

a remedy that is better than losing one's home or 
having to practically give it away to the sharks. 

5. Questionable counseling agencies call to offer their 

for-fee services. Many of their "services" could be 
accomplished by the homeowner themselves. For 

instance, with just a telephone call to their lender, 
asking them to place the delinquent debt to the end of 

the loan, bringing the loan current. This way, the 

delinquent debt is simply paid off at the end of the 
loan. There are legitimate agencies out there, but 

there are more with a greater interest in your money 

than actually helping their customers. 

At Baltic Blue, we care about what happens to you. 

Yes, we're running a business. But we don't want to succeed 

on the backs of our clients. We want our clients to walk 
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away feeling that someone was looking out for them. We 
want to be that someone. 

A vital role in this distress is played also by lenders. 
They do this through overly zealous extensions of credit. 
They also offer what is known as "predatory lending," which 

is comprised of credit products/services that are basically 
unfair and high-priced. 

Then there is the nature of foreclosure itself, and the 

current shortcomings of the foreclosure system. By 
definition alone, homeowners who are facing foreclosure are 

short of cash and quite vulnerable. Many states have non
judicial foreclosure ( explained in detail elsewhere in this 
book, but essentially means that the court is not overseeing 
the process). As a result, a homeowner who has been given a 
notice of default commonly has no clear sense of what to do, 
where to turn, or how much time is available for making 
important decisions. 
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Chapter 33 
What's a Foreclosure 
Rescue Scam? 

Foreclosure scams revolve around heavily promoted 

deals as "solutions" supposedly designed to save the homes 
of people facing foreclosure. With staggering regularity this 
"help" from a "rescuer" either skims off the existing equity 
of the property or they end up actually owning the house 
outright. The family? They get evicted by the "rescuer," 

from their home. 

Most foreclosure scams come in three main types: the 
Covert Assistance Scam, the Bailout Scam, and the Bait and 

Switch Scam. 

The Covert Assistance Scam 
This type of scam is where the "rescuer" charges 

outlandish fees for making a few telephone calls and some 
paperwork that the homeowner could accomplish on his 
own. They also may promise to give them "knowledgeable" 

consulting, which never materializes, at least, not in the 
homeowner's favor. In either case, the homeowner is usually 
left without enough assistance to actually save the home but 



with little time ( or no time) left to do anything to prevent the 
foreclosure from ultimately taking place by the time he 
realizes he's been had. The covert "rescuer" brings the 
homeowner to an end that might well have been prevented 

with more appropriate intervention. 

The Bailout Scam 
A second but very important variety of the Rescue 

scam is the foreclosure "bailout" that never quite works. This 
scenario includes various schemes under which the 
homeowner surrenders title to the house in the belief that a 
deal is being struck whereby he or she will be able to remain 
as a renter, and buy it back over the next few years. 

Homeowners are sometimes told that surrendering the 
title to their house is needed in order to allow someone with 
a better credit score to secure new financing and prevent the 

home from going into foreclosure. But the terms involved 
with these types of deals are almost invariably so difficult 
that the buyback becomes near to impossible. The 

homeowner ends up permanently losing possession of his 
home. The "rescuers" walk off with most if not all of the 
equity. 

The Bait and Switch Scam 
This type of scam is a rescue scam that is often 

performed on people who are elderly or not liable to read the 
fine print. This is where the homeowner does not realize that 
he or she is surrendering ownership of his or her house in 
exchange for a rescue. Many homeowners later insist that 
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they believed they were only signing documents for a new 

loan. 

Many victims of this scam also say they had made it 

quite clear they had no intention of selling or giving up their 
home to anyone. Further evidence that homeowners are 

being gulled by this variant of the scam is the many cases in 

which the home is transferred for a ridiculously small 
fraction of its actual value. 

It is important to realize here that a large number of 

these cases involve fraud and forgery of deeds. What's 

worse, in many cases the original homeowner is left with the 

original mortgage on the house he no longer even owns! 

Tactics Scammers Use in Foreclosures 
Based on National Consumer Law Center interviews, 

we can outline the more common tactics employed in these 
types of scams explained above. 

The "rescuer" looks for distressed homeowners 
through public foreclosure notices in the newspapers and/or 
at government offices. Such records are becoming more and 

more readily accessible because of record computerization 

and also more private firms now compile and sell 
foreclosure-type lists. 

The "rescuer" then contacts the homeowner by 

telephone, personal letter, in person, postcard or flyer. Initial 

contact typically revolves around a short and sweet message, 
like "Don't let the bank take your house," "I would like to 
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buy your house FAST and in CASH," or "You have 

options." First contact also often contains a "time is of the 

essence" theme. 

Promises of "fresh starts" or "help" are made as part of 
the first meeting. They may include written or recorded 

"testimonials" from other homeowners who have been 

saved. While it is true that these programs do work out for 
some homeowners, what remains glib is that how steep the 

price is for that help. 

Homeowners are commonly instructed to cease all 

contact with lawyers or the mortgage lender and let the 

"rescuer" handle all negotiations. This cleverly articulated 
tactic cuts off access for the homeowner to the possibility of 

re-financing options and other more favorable possibilities. 

The clock runs out on better ways to prevent foreclosure. 

Then, once it's too late to save the home, it is either 

"taken off the shoulders" of the homeowner by the "rescuer" 
or, having been drained of substantial equity through the 

"rescuer's" heavy fees and charges, it is lost in foreclosure. 

Many people suffer the added pressure and humiliation 

of being evicted by the person who promised to help them 

out of their bind. 

This particular scam has developed into an industry of 

scammers who teach anyone how to drain equity from homes 

facing foreclosure. These "teachers" often advertise their 

seminars under the guise of "buying real estate with no 
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money down," cashing in on the so-called pre-foreclosure 

market. 

Of course falling for these scams is no way to get out 

of and through the California foreclosure process safely and 
wisely. 

Why Do Homeowners 
Fall for These Scams? 

A scam by its nature disguises its true intent. The 

predominant theme of virtually all come-ons for this scam is 

one of rescue. But, in fact, it is too often not the kind of 

"rescue" anyone needs in any way, shape or form. 

You may be wondering how these scammers get so 

many homeowners to agree to such drastic measures. Below 

is a list of some of the scam artist's arsenal: 

Abuse of Trust - Scammers will take advantage of the 

homeowner's ability to trust and that someone would never 

lie. 

Withholding all of the Details - Keeping the 

desperate homeowner in the dark and helpless about the 

foreclosure process ( deadlines, legal rights, low-cost 

alternatives ... ) that can save the home. 

Fraud and Deception - Often, scammers will go as 

far as committing forgery, using piles of complex documents 

for the purpose of disguising his/her true intent, and even 
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using documents that just happen to run out of space for 

signatures, making the homeowner sign a blank sheet of 

paper that can thereafter be fraudulently assigned to an 

entirely different document. 

Preying on the Desperate - The homeowner usually 

wants so desperately to save their home, get the much

needed cash or just have a fresh, new start, they will agree to 

things they normally would not. The scammers know this 

and use it to their heartless advantage. 

Community Marketing - The person about to be 

foreclosed on feels more secure within the community. 

Scammers will often act like they are from the same 

community, such as where African-Americans market these 

scams to African-Americans, Christians to Christians, older 

folks to older folks, Latin-speaking to Latin-speaking, 

military to military, and so forth .. 

Lack of Financial Knowledge - The homeowner 

simply does not realize just how costly the "deal" is. And it 

doesn't help that the terms offered by scammers are so 

difficult to understand. 

Of course if you go with a company like Baltic Blue, 

you do not have to worry about all of this. We are a 

reputable company. In fact, we often end up assisting those 

who have been scammed and need referrals to appropriate 

services to get their life back! 
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Fighting Back if You are Scammed 
Most homeowners who find themselves in the difficult 

situations described in this chapter face two major hurdles in 
getting to a court that will protect them. The first relates to 

access to the right people and resources to help. Few private 

attorneys are both knowledgeable about these scams and able 

to put in the time and effort needed to track down the 

perpetrators, sometimes across state lines. Distressed 

homeowners often cannot pay their attorneys to handle these 

cases, another disincentive for the few who might help. 

Another problem in California is that state enforcement 

agencies may not be able to help individual homeowners 

save their homes while the agencies process complaints. 

While most state criminal prosecutors possess a few tools to 

fight these scams today, they may lack the resources to 

tackle the scammers and hold them responsible. Finally, 

these agencies may believe they lack authority to pursue 

these cases, particularly where there is no licensing regime 

that grants specific authority. Unfortunately, many of these 

are scams that too often fall through the cracks of law 
enforcement. 

The second major hurdle is that the remedies available 
in state law for harmed consumers may be few or difficult to 

secure. Traditional state law claims based upon fraud, 

conspiracy, breach of fiduciary duty, and the like require 

proof of special elements, often by a heightened standard of 

proof. 
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In California the law says that unfair or deceptive acts 

and practices laws (UDAPs) may exclude from coverage 

"services" such as those provided by foreclosure specialists, 

real estate transactions, or certain professions such as 

attorneys or realtors. 

Another problem is that state credit repair statutes may 

not apply if the perpetrators do not promise to obtain a loan 

or improve the homeowner's credit. So beware of 
foreclosure schemes that do not promise to help you repair 

your credit. 

In addition, the assets of the scammer may be hidden 

in ways that make it impossible for individual consumers to 
find and, therefore, recover. State law may not protect 

consumers if their houses are sold to third parties who 

allegedly had no notice of the fraud. When this happens, it is 
virtually impossible to convince a court to deed the house 

back to the consumer. 

California enacted its fairly protective laws over 

twenty-five years ago. As this chapter has shown, 

foreclosure scams occur regularly in this state 

Canceling a Contract 
If you suspect you have gotten into a deal with a 

scammer you can take advantage of California's Home 
Equity Purchase Contract law (California Civil Code Section 

1695 and following) that strictly regulates the content and 

enforceability of an Equity Purchase Contract. With limited 
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exceptions, all contracts by which a purchaser acquires title 
to a residence in foreclosure are subject to the law. 

Use Your Cooling Off Period 
All Equity Purchase Contracts are subject to a "cooling 

off' period during which time the seller may cancel the 
contract by giving notice of cancellation by delivery of 

written notice or by sending a fax. This cancellation period 
extends to the earlier of: 

The fifth business day following the day on which the 
seller signs an Equity Purchase Contract that complies with 

the law; or 

8:00 a.m. on the day scheduled for the sale of the 

property at a Trustee's Sale Auction. 

The five (5) business day rule under this statute is 
different from other business day rules. "Business day" 
means any calendar day except Sunday and eight major 
holidays (Christmas, New Year's Day, etc.). Saturdays are 

business days under this statute. The statute permits the 
cancellation period to expire only if the contract complies 
with law. If the Equity Purchase Contract does not meet the 
statutory requirements, the cancellation period continues 
indefinitely. 

If, for example, the contract failed to include the 
address of the residence in foreclosure [ a requirement 
imposed by Civil Code Section 1695.2(b)], the cancellation 
period would never expire. 
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Day Of Sale Rule 
The cancellation period is shortened when the 

Trustee's Sale auction is set sooner than five (5) days after 

the execution of the Equity Purchase Contract. In such event, 
the cancellation period expires at 8:00 a.m. on the day 
scheduled for the sale. 

The date is fixed when the contract is signed [Civil 
Code Section 1695 .2(b)]. If the sale is postponed after the 
Equity Purchase Contract is signed, the cancellation period is 
not extended. The period still expires on the date originally 
scheduled for the sale whether or not the sale is postponed. 

Cancellation Period 
The cancellation period is important not just to the 

cancellation of the Equity Purchase Contract, as it also 
affects other actions by the equity purchaser. For example, 
until the expiration of the cancellation period, a purchaser: 

• cannot accept an execution of, or induce any equity 
seller to execute, an Instrument of conveyance of any 
interest in the residence in foreclosure; 

• cannot record any document signed by the seller 

• cannot pay the equity seller any consideration. 

The statute does not prohibit the opening of a sales 
escrow, nor does it prohibit the purchaser from depositing 

funds in escrow so long as the funds simply represent a 
"good faith" deposit. Any funds deposited must be fully 
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refundable to the purchaser until expiration of the 

cancellation period. 

On the other hand, a seller cannot require or even 

suggest that a deed be placed in escrow prior to the 
expiration of the cancellation period and no memorandum of 

the Equity Purchase Agreement may be recorded. 

~ 
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Part IV 
Understanding How 

Credit Works 





Chapter 34 
Credit Scores and Quality 
of Life 

Most people get into trouble with foreclosure because 
they don't understand how credit works. Your credit score is 
nothing but a three-digit number, but how high it is is 
absolutely essential to your financial wellness. What is credit 

exactly? In its purest form, it is an indicator of other people's 
faith in you that you can have an abundant life. It is a trust 

bond that says that you can make enough money to pay your 
bills as well as a predictor of whether or not you are likely to 
default on a loan or be likely to make a claim on an 
insurance policy! 

For most people, the credit score is an obnoxious 
unknown that stops them from getting money when they 
need it. The credit score is an obstacle that sabotages hopes 
and dreams. Even worse, some people see it as "income" and 
not for what it really is: "debt." 

The difference between having a low or high score can 

mean the difference between always having to struggle to 
meet both basic needs ( and never having money for an 



emergency) or a life that is made easier as the result of being 

able to borrow money when needed. 

Having lower credit scores can affect you in a number 

of detrimental ways for life. You could be charged higher 
interest rates for your car loan, mortgage and credit cards. 

You could also be denied credit, insurance and in some states 

and provinces in North America you could be charged more 
for basic utility bills ( or even refused service without first 

putting down a gigantic deposit!). You could even be turned 

down for a job as employers sometimes look up that three
digit number on your credit report to see if you are 

trustworthy. 

It is important to realize that your credit history has an 

effect on just about every single area of your life. This is 
why it is so important to fix your credit after a foreclosure or 

after you have saved your home from foreclosure! 

Notice that in order for you to lose a lot of money in 

terms of interest rates on loans, your credit score doesn't 

have to be bad ... all it has to be is "not that great." 

Unfortunately, a person's credit score can be very fragile. 
Sometimes all it takes is one missed payment to knock about 

100 points off of your numbers and knock you from the 
coveted position of a person with good credit to a struggling 

and more expensive existence as a person with poor credit. 

The key is to think of your credit score as being an 

extension of your personal reputation. If your credit score is 

high enough, then lenders will be wrestling with each other 
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to get your business. Your mailbox will be stuffed with 
offers from credit card issuers and mortgage lenders who 
will be competing fiercely to offer you loans, credit cards, 
and mortgages with low interest rates. 

However, if you have a low credit rating, you are still 
likely to find yourself with a full mailbox. But instead of 
lucrative offers, it will be full of offers for loans with a high 
interest rate and notifications of sudden decisions made by 
credit card companies and other lenders to raise your interest 
rates to the annual default APR rates with no warning. 

A high credit score benefits you in all ways in life. It 
can determine if you will get a great deal or a lousy deal 
when it comes to financing just about anything. It will also 
get you great deals on auto financing if you need new 
wheels, home loans if you want to buy or renovate a house, 
and business loans if you want to start your own enterprise. 

· If your credit is lousy, you may never even have the potential 
to be foreclosed on! A low credit score turns you into a 
renter for life. 

Whether or not your credit score is high or low can 
also affect your personal reputation. Landlords and insurance 

companies also examine your credit scores to determine your 
character. A landlord may ask you for more of a deposjt or 
deny you an apartment if your credit score is low. An 
insurance company might up your monthly rates if they 
detect that you are a financial risk of any kind. 
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Life can be unforgiving and expensive if you have a 

bad credit score. If your credit score is low, it can become 

impossible for you to maintain mainstream credit. If you do 

happen to stumble upon an opportunity to obtain credit, 

chances are that it will be offered by one of the many legal 
loan sharks in North America who will charge you high rates 

and fat fees (usually more than 30%) to borrow even the 

slightest amount of money. 

Sometimes the problem isn't getting loans; it is getting 

loans that cause you to pay a high price over the long term. 
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Chapter 35 
How Credit Scoring 
Came to Be So Influential 

Credit scoring is not new. It has affected many futures 
for the past several decades. By the late 1970s, almost all 
major lenders were using credit-scoring formulas to assess a 
person's trustworthiness and financial situation. Before the 
invention of FICO scores, you could practically talk your 
way into getting a loan from the local bank manager. 

The invention of credit scoring is generally attributed 
to two main leaders in the business - mathematicians Earl 

Isaac and Bill Fair. This team founded a company called Fair 

Isaac Corporation in 1956 and everything that this company 
created could be said to be responsible for the way credit 
scoring, credit bureaus, and the acquisition of credit is 
handled today. 

Fair Isaac Corporation is the company responsible for 
convincing lenders in the first place that they needed some 

kind of equation to determine the probability of a customer 
defaulting on a loan or not. Originally, the system was 
supposed to be foolproof and free of prejudice. A good credit 



risk could not be turned down because of race, religion, or 
color or accepted because he or she had political connections 
or a friend. The entire rating system assessed a person's 
ability to keep financial promises only. 

Lenders everywhere opted to adopt the Fair Isaac 
Corporation credit scoring method, otherwise known as 
FICO scores in the mid 1980s. The algorithm it is based on 
was considered to be accurate when it came to calculating 
whether or not someone was a risk when it came to credit. 
The Fair Isaac Model of Credit Risk allowed lending 
decisions to be made in minutes, rather than in the weeks 
that it used to take to comb through an applicant's 
background. 

Initially, different creditors had their own systems of 
determining your worthiness in terms of credit. In the 
seventies and eighties, what one car lender offered in terms 
of a loan could be vastly different than another simply 
because they had a different database or different criteria 
when it came to assessing whether or not you were a good 
credit risk. So you could visit different lenders and get a 
different result. This is just not possible nowadays. 

As it became more and more of a hassle for businesses 
and lenders to maintain their own credit databases, three 
companies sprang up to specifically manage the databases 

involved. After Fair Isaac Corporation developed the first 
credit bureau based scoring system in the mid- l 980s, it was 
not long before the three credit bureaus that we still deal with 
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today came into existence - Equifax, Experian, and 

Trans Union. 

Fair Isaac's scores (FICO - Fair Isaac Corporation) 

were not based on any single lender's experience but instead 
on the experience of all of the lenders who had dealt with the 

individual in question. The algorithms in the FICO system 

are still used today to assess credit risk and predict patterns 

of borrowing and spending such as the likelihood of paying 
late or defaulting. FICO scores also take in the person's 

history of paying bills on time, the number and type of credit 
accounts that are maintained, as well as how much available 

credit the customer was using on a regular basis. 

FICO scores did not make life easier for anyone with 

poor credit. It was no longer possible to talk your way into a 

loan. Soon, it became apparent to creditors that this type of 

calculation according to a database could also be useful 
· when it came to charging higher amounts of interest to 

desperate individuals who were considered to be high risk. 

Ultimately, this type of credit scoring also became a 

useful source of information for credit card companies who 
could then find potential borrowers and send them credit 

card offers through the mail to try and convince them to 

enroll at certain interest rates. 

If credit scoring were never invented, then we probably 

wouldn't have so many lending products on the market 

today. As a result of the integration of credit scores into the 
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three large databases of Experian, Equifax, and Trans Union 
in the mid 1990s, consumer credit boomed as a business. 

The consumer and lender's love affair with credit cards 
got another big boost in 1995 when the country's two biggest 
mortgage-finance companies - Freddie Mac and Fannie Mae 
- recommended lenders use FICO credit scores to help them 
more rapidly assess a borrower's suitability for a loan. 
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Chapter 36 
The Birth of The Fair 
Credit Act 

It took ages for the general public to catch on that their 

credit scores were being determined by some mathematical 
formula concocted by Fair Isaac Corporation. Just exactly 
how these scores are calculated is so complex that they have 
achieved an almost epic, mythical status. 

Until very recently, the general public did not even 
know that a three-digit number represented their credit score, 
mainly because the number was considered to be a 
confidential figure that was only ever seen by decision

makers at the three main credit bureaus (Experian, Equifax, 
and TransUnion). However, thanks to the Fair Credit Act 
which was passed just a few years ago, your FICO number is 
now just as much your business as it is the business of the 
credit bureaus. 

However, even though you may now be able to see 
your credit score and know exactly where you stand, it may 

be difficult for you to figure out what you did to earn it in the 
first place! 



Fair Isaac Corporation does and always has kept how 

the FICO number is calculated a big secret. The company 
has always feared that if people learned their methods that 

they could be adopted by people who wanted to beat the 

system. As it stands now, there are very few ways to change 
your behavior so that the score is actually changed. 

The reason that we now know how to boost your credit 
score is because resentment over the secret nature of FICO 

calculations finally came to a head in 2000 when a group of 

Internet-based lenders called E-Loan revealed how the credit 
scores were calculated to consumers. For about a month in 

2000, people could go to the E-Loan website and take a free 

peek at their scores online. This allowed millions to ingest 
some simple information about how their credit scores were 

calculated by FICO. However it did not take long for FICO 

to zap the website. Still, a lot of damage was done to the 
company in terms of revealing its secret "formula" to obtain 

good credit. 

Even though the public has no real idea of how FICO 

calculates credit scores, the E-Loan betrayal started a 

succession of events that led to Congress passing a law in 

2003 that gave all people the right to view their credit scores 

at any time. This law was called the Fair Credit Reporting 
Act and allows you at any time to look at your score, scan it 

for errors, and request that any erroneous items be removed 

from your report without punitive action from a credit 

bureau. 
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In a nutshell, this means that if you request to view 

your report, the credit bureau has to provide you with a copy 
free of charge. This put a lot of operations that formerly 

charged as much as $100 to procure your secret credit report 

for you right out of business. The 

It also means that if you write the credit bureau a letter 

asking a question about or disputing something that you have 
found on your credit, they have to respond back to you or 

they are breaking a law. The fact that credit bureaus are now, 

in theory, required to be just as responsible to you as they are 
to their creditor-type clients can be one of your most 

valuable cards to play if you ever find yourself in the 

position when you are repairing your credit after foreclosure. 
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Chapter 37 
Credit Score Issues 
and Problems 

Although credit scoring is considered to be a fairly 
accurate system of rating a person's reliability with money, it 
is still a system with many hitches. Furthermore, the formula 
seems to work more to the lenders and credit bureaus' 
advantage than to the borrower's advantage. 

The math that is used to calculate your credit score can 
be devastating to your credit rating if the information it is 
based on is wrong. Unfortunately, most credit reports are 
filled with all kinds of errors. Usually, the errors are small, 

such as misspellings of employer names. Other times, the 
problem is huge, such as in the case when your credit file 

contains information that doesn't belong to you and doesn't 
accurately reflect your payment history! 

The truth is that the credit bureaus handle billions of 
tiny pieces of data about millions of people every day, so it is 
incredibly likely that errors will occur. To make matters 
worse, you do not have a real file in the FICO the the 
computer per se. Your file is pulled together dynamically on 



the fly from millions of other files. It can be a very difficult 

and bureaucratic process to get an error removed from your 
credit report as the system is designed to discourage you 
from even trying. 

The reason the system is so hostile to you, the 
borrower, is because you are not the preferred client of the 
credit bureau. The credit bureau doesn't want to do anything 
but work for their paying clients - your creditors. These 
clients pay them to check into your credit history as well as 
to gather your personal information for telemarketing, direct 
mailing, and credit card offers. 

The only reason a credit bureau is compelled to deal 
with you is because of The Fair Credit Act of 2003. You are 
not a paying customer. Now you are allowed one free credit 
report a year, which is why any inquiry into a credit bureau 
is often met with a less than efficient response. 

Furthermore, as things currently stand, you could go 
your whole life without a human being ever seeing your 
application or noticing that something is wrong in your credit 
report. This has caused an explosion of identity theft that has 
resulted in more misinformation being included in people's 
credit files than ever. It is estimated that approximately ten 
million people a year are now victims of identity theft. 

Financial experts say that the main problem with FICO 
scores is that the formula that creates them is too complex. It 
is difficult to forecast what the credit score might end up 
being. In fact, it is not uncommon at all for two different 
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lenders to calculate the FICO score for an applicant using 

identical information and arrive at two completely different 
numbers! 

Sometimes, the difference in this final figure can be as 
much as 30 points, which is a large enough difference to 

impact whether or not you may be able to get a loan. 

Unfortunately, when it comes to credit, the lender usually 
has to play it safe and go with your lower score as being the 

true representation of your credit situation. This can make 

your life extra hard after a foreclosure situation. 

One of the problems that plague the entire lending 

industry is that there is more than one formula for calculating 
a FICO score. Of course, more styles of scoring are also 

being invented by Fair Isaac Corporation every day. One of 
their latest projects is a credit scoring formula already in 

action called the NextGen score. 

Unfortunately, the above complexities cause lots of 

confusion for lenders and borrowers by transmitting mixed 

messages about your financial security and reliability. One of 

the things we are hoping you are learning from this book is 

how to make opportunity out of chaos. 
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Chapter 38 
Credit is Used for 
Other Decisions! 

As a credit report is so often riddled with errors 
(falsehoods about you!), many people questioned whether or 
not it should be used to support decisions that have nothing 
to do with credit. For instance, should landlords, employers, 
and insurers use the credit score to determine the measure of 
your character? 

Perhaps the most controversial is how insurance 
companies use your credit reports to find out information 
about you. They see a strong link between your likelihood to 
default on a loan and the likelihood you will ever file a 
claim. Apparently, a large study was done that discovered a 
real correlation between bad credit and a predilection 
towards garnering insured losses. As a result, more than 90% 
of homeowner insurers and auto insurers use your credit 

score to decide how much to charge you a month for 
premiums and whether or not they should cover you at all. 

.. --------------------------------------~~~~~~~~~~ 



Your credit score is not just about the numbers. Here 

are some important facts that you need to know about your 
credit in general. 

In theory, without any credit, you have no credit score 
- you need at least one account with one lender that has been 

active for at least six months and one account that has been 

updated in the past six months to qualify for a credit history. 
If you have no credit history or if it is too random, then there 
may not be enough data in your FICO file to create a history 

in the database. This does not mean that you are not scored at 
all. Instead, you will be graded with something called a 

FICO Expansion score that was invented specifically by Fair 
Isaac Corporation to keep track of the financial activity of 

people who might be potential users of credit. This new 

score uses non-traditional information sources like payday 

lenders and companies that keep track of bounced checks to 

assess your situation. 

When being assessed for credit, your score is not the 

only thing that is looked at. Your score is considered along 

with other factors - such as your employment history, 

financial stability, the value of the property you own or may 

be buying, your income, and your monthly payments 

towards any debt you may be carrying. If these things are not 

secure in your life, a high credit score may not matter. This 

is particularly true if you are dealing with a mortgage type 
lender who will look at other factors that influence your 

credit aside from your payment history. 
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The credit scoring companies do not want their 
methods to be transparent. If you feel confused during the 
process of applying for credit, it could be that the lenders 
assessing you are doing their job just as their bosses want 

them to. This way, you can't beat them at their own game 
when it comes to assessing you. The more distracted and 
panicked you are during the entire credit application process, 

the more likely you are to grab a loan with a high interest 
rate just to get it over with or because you feel you don't 
have any other options. This is how many people facing 

foreclosure get into trouble. They end up panicking and 
taking a loan that they cannot possibly afford or sacrifice 
equity in their home needlessly because they feel confused or 
panicked. 
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Chapter 39 
The Non-discriminatory 
Nature of Credit 

The entire point of developing a system that described 

people's financial situations using a faceless three-digit 

number was that it was supposed to prevent discrimination 

and unfair practices. In theory, credit scores are supposed to 

have nothing to do with your race, income, religion, ethnic 
background, disability, or anything else that is not usually 

detailed in a credit report. 

Still, there are those who would maintain that a credit 

report does exactly the opposite as some disadvantaged 

groups suffer indiscriminately as the result of credit scoring. 

The theory is that people who have low incomes or who live 

in minority neighborhoods have less access to the 

mainstream lenders whose comments on a credit report bear 
so much weight. This means that their information never 

ends up on a credit bureau's report. Quite simply, the good 

things about these people never get on their record while all 
the bad things do. 



Disadvantaged and minority populations tend to use 

lenders who do not bother reporting to credit bureaus -
finance companies, predatory lenders that charge high 

interests, and loans proffered by community groups. The fact 
that these types of organizations do not report to credit 
bureaus makes it more difficult for anyone who borrows 

from them to build a credit history. This is why it is so 

important for you, after a foreclosure, to make sure that you 
choose credit-building cards that report to lenders. 

Given all of the potential problems with credit scoring, 

it is understandable that some people will think the system is 

badly flawed. Still, most of us need credit to launch a new 

business, pay for a home, or go to school. 

The bottom line is that improper credit use can be 

disastrous, but the proper use of credit can enhance and 

improve your life. Hopefully, the next few chapters will give 

you the knowledge about credit that you need in order to 

help you master control of your financial life. 
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Chapter 40 
You Have More Than 
One Credit Score! 

The first thing you need to realize about your credit 
score is that there is more than one credit score ruling your 
life! You probably have many credit scores, each of them 

from a different lender or information collector and each 
calculated for a different purpose. 

As mentioned elsewhere in this book, the best-known 
model is the FICO scoring model. It is the most used as it is 
used by the big three credit bureaus. If you live in America 
chances are you have at least three credit reports - one each 
from Equifax, Experian and TransUnion. All three use FICO 
scores to tell others about your likelihood of becoming a 
credit risk. 

The good news is that all three of these major credit 
bureaus use scores based on the FICO system so they are 
somewhat in sync with each other most of the time. The bad 
news is that the three bureaus operate independently and do 
not update each other's report. It is not uncommon for one 
credit bureau to be missing information that another credit 



bureau has or have mistakes that another credit bureau 

doesn't. This can cause your score to vary from report to 
report by hundreds of points although with most people the 

difference in points among the three is usually about thirty 

points. Still a thirty-point drop in your credit score is enough 
to get you denied a loan. 

The reason that you want to try and make sure that all 
of the information on all three of your major credit reports is 

about the same is because you never know which credit 

bureau a lender is going to turn to if they need your score. 

Also if you are having a problem getting a loan or 

credit you can also produce the better credit report, which 
can help the lender see that the one with the lower scores is 

missing information or that it has errors. 

Unfortunately no matter how good your credit score is, 

you have to always keep an eye on it. It is a good idea to 

periodically monitor all three of the credit reports to make 

sure that they are free of mistakes and contradictions. The 

more in sync with each other in terms of their content, the 

better off you will be when it comes to building your credit 

in general. 
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Chapter 41 
The Purpose of a Credit 
Score in a Nutshell 

Before a credit score became such a complex entity its 

purpose was actually quite virtuous. The purpose of credit 
scores is to accomplish all of the following: 

• Detect fraud in credit or insurance applications 

• Calculate the amount of profit a credit card issuer is 
likely to make on an account by helping calculating 
an interest rate on the amount of the loan 

• Predict the risk of default on a loan or bankruptcy by 
looking at your comments and the three-digit number 
that represents your score 

• Forecast the probability for an insurance company 
that a policyholder will cost an insurer money as it is 
has been proved in studies that people with more debt 
are also most likely to make a costly insurance claim 



• Determine the risk that a consumer will default on a 
certain type of account such as a utility bill, auto 
loan, mortgage or cell phone account 

• Forecast to a lender, creditor or collection agency just 
how much a borrower is likely to be able to settle for 
on a delinquent account 

• Anticipate if an individual is likely to pay the balance 
on a credit card down to zero or if they will always 
maintain a balance that can earn high interest for the 
credit card company 

• Predict whether or not someone is likely to respond 
to a direct mail solicitation for credit cards, respond 

to an email inquiry or respond to telemarketing calls. 

It is also important to note that the vast majority of all 
credit scores are developed by the same company that 
created FICO: Fair Isaac Corporation. That is why in this 
book when we refer to your credit score it means a score 

based on the Fair Isaac Corporation system. FICO is just the 
acronym for Fair Isaac Corporation so as it is mentioned 
repeatedly through this book don't let the term confuse you. 

Although, as you will find out in the next section, there 
are hundreds of credit scoring companies, you are mainly 
affected by FICO which is used to determine the outcome of 
billions oflending decisions a year including 75% of 
mortgage lending assessments. 
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Chapter 42 
What is a Good 
Credit Score? 

Now that you have gotten this far in this book with all 

of the basics explained, you might be wondering just exactly 
what constitutes a good credit score? 

Unfortunately, there is no one straight answer to that 
question, This is because the formulae for determining a 
credit score may not be consistent from bureau to bureau and 

the cut-off point where bad credit is distinguished from good 
credit can be different for each as well. 

Of course the higher the score, the better your credit is 

considered to be. 

However, the benchmark for what constitutes good 
credit and what constitutes bad credit can vary depending on 
whom you are applying to and who is supplying the credit 
score! 

Each lender makes its own decision about where the 
cut-off point is in the numbers that differentiates good credit 



from bad credit. Most lenders don't have a single cut-off 
number but may have many different "credit points" that 
qualify for different rates and terms. 

As a rule of thumb, a credit score of 720 is considered 
to be the cut-off point between good credit and mediocre 
credit. 

Also as noted in the previous section, a credit score is 

usually only one of numerous factors that count in the 
lending decision. Although the number is significant, a 
lender can also decide that other factors may have more of an 

impact on whether or not the loan should be granted ( such as 
whether or not you have a job). 

Below is a national distribution chart of FICO credit 
scores so you can see where your credit score is compared to 
the rest of the population in the United States. 

FICO Credit Score Percent with Score 

300-499 1% 
500-549 5% 
550-599 7% 
600-'---649 11% 
650-699 16% 
700- 749 20% 

750- 799 29% 
800-850 11% 

214 



As you can see from looking at the above statistics, 
most of the population in the United States has a Fico score 
of 700 or higher. Many lenders use 700 or 720 as the cut-off 
point for giving borrowers their best rates and terms. 750 is 
considered to be a good achievable low-risk score. Another 
cut-off point below which you can expect to be offered sub
prime rates is 620. 

Isaac Fair is in the midst of creating yet another rating 
called the NextGen. The NextGen has a wider possible score 

range. Instead of rating credit scores from 300 - 850 they are 
rated from 150 to 950. This new method of credit scoring 

takes in many more factors about you than the current 

system and places you in a variety of groups so that lenders 
know what is possible to offer you in terms of credit. 
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Chapter 43 
Understanding Your 
Credit Report 

In order to understand your credit score, you need to 

learn how to identify and interpret the major components of 
your credit report. 

In addition to your name, address, and Social Security 
number, your credit report lists the following information 

about you: 

• Your credit accounts - Sometimes called "trade 
lines," this information includes any loans, credit 
card accounts and any other kinds of lender accounts 
you have opened along with info about the date you 
opened it, your balances and the details of your 

payment history. 

• Requests for your credit - These are called credit 
inquiries. There are basically two types of credit 
inquiries -- those that are generated by you every 
time you apply for credit and allow the lender to look 
at your credit history and inquiries that you did not 



initiate. Credit inquiries that you did not initiate are 

called "soft inquiries" and do not affect your credit 

score. 

• Public records and collections - This is a list of 

collection accounts, bankruptcies, tax liens, 

foreclosures, wage garnishments, lawsuits and 

judgments. These are garnered from state and county 

courthouses. 

This data, which is mainly reported from lenders or 

collection agencies, is collected, stored, and updated by 

credit bureaus. It is important to remember that credit 

bureaus are private for-profit companies and that their 

business is about selling information about you to lenders. 

This is why an account that's listed on one credit bureau's 

report might not show up on another or account balances 

might differ from bureau to bureau. Each credit bureau is in 

business for itself and competing with others. 

As the three big credit bureaus are in competition with 

each other, not all lenders report information to all three 

bureaus. The kicker with this system of course is that your 

credit score differs on each pulled credit report. 

If a lender pulls scores from all three bureaus, they can 

see a score that can be as different as 30 points in each, 

which of course could make a big difference between a score 

that grants you a good interest rate (730) or a score that 

grants you a sub prime rate ( 600). 
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The good news is that anything that is a positive credit 

comment on your credit report stays on there forever. 
Anything that is negative, such as late payments, collection 

actions, and foreclosures must be removed after seven years. 

Bankruptcies take a very long time to be removed from 

a credit report, which is why we don't recommend taking 

this action at Baltic Blue. They may be removed after ten 

years in the United States, seven years in Canada. Hard 

inquiries made into your account after you request a credit 

card are deleted after two years. 
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Chapter 44 
How Your Credit Scores 
May Be Calculated 

Credit scoring is not a simple rewards and demerits 

system. It is not like a report card where you get A's for 
good behavior and C's for bad behavior. Instead, credit 
scoring is calculated using "multi-variate" formulas. 

A multi-variate formula basically means that the value 
of any given bit of information in your report might also 
depend on the value of other little bits of information. 

Also, your credit report is most likely to be calculated 
after the FICO model, which places more value on your 
current financial behavior than on past behavior. This means 
that the effects of your past bad behavior with money lessen 

if you handle credit responsibly in the present. In fact, there 
is no better way to consistently improve your credit score 

than to live in the now and gain control over your finances! 

The Fair Isaac Corporation also designed this formula 
to specifically detect when a good credit risk might be 
turning into a bad one. The scores will react extremely to any 



signs that someone with good credit might be sliding down 
the slippery slope. 

A good score is never forever either! Someone with a 

great score might experience a great drop in points for a 
missed payment while someone with a lousier credit score 
may not experience such a severe penalty. The more you 

promise to be good through the reflection of a great credit 
score, the more you will be punished for breaking that 
promise in any way with a dramatically reduced three-digit 

number. 

In the next few sections of this book, we will be taking 

a look at some of the most important factors that can affect 
the evaluation of your FICO score. It is generally a lot easier 
to lose points on your score than it is to gain them back, 
which is why it is important to learn how to improve and 
protect them in the first place. 
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Chapter 45 
How Your Payment 
History Affects Your 
Credit 

The very influential aspect to anyone' s credit score 
(About 35% to 40%) has to do with whether or not you pay 
your bills on time. This is so because it is the most relevant 
proof of whether or not you can reliably hold to your 

payment commitments. 

Lenders mainly want to know 1) whether you pay on 

time and 2) how long it has been since you didn't pay on 
time. Surprisingly, according to Fair Isaac Corporation, six 
out of ten Americans have no late payments recorded on 
their credit reports. Per this statistic, being in debt is not the 
"norm," but the minority. Perhaps it's time for you to 
become part of the majority! 

When regarding negative comments on a credit report, 
such as late payments, the FICO score is established from 
three key factors: 



• How recent the credit offense is - The further back in 
time the late payment was committed, the less it 
impacts the credit score 

• How frequently late payments occur - The more late 
payments recorded, the greater a person is considered 
to be a risk. 

• How long payments run overdue - A 30- day 
delinquent payment is not considered as serious as 
one that's 120 days late. The greatest blemish marks 
on one's credit record are where payments are never 

paid off, as in a bankruptcy. 
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Chapter 46 
How Your Overall Debt 
Affects Your Credit 

The overall debt that you owe combining all of your 
debts together has a big impact on your credit in general. 
How much money you owe equates to 30% when your credit 
score is calculated by FICO methods. Calculated into your 

score is the total amount owed on all of your accounts as 
well as how much you might owe on different types of 

accounts such as your credit card, auto loan, mortgages, and 
so on. 

The more of your available credit limit that you might 
be using, the lower your credit score might also be. To put 
this in perspective, the average U.S. citizen uses about 32% 

of his or her available credit limit according to Fair Isaac 

Corporation. 

Creditors like to look at how much of your available 
credit you are using as anyone using all credit available on a 
limit or maxing out a card makes them think that you might 
take it all out at once and then default. 



Using too much credit can also hurt your credit score. 

This is because studies by Fair Isaac Corporation have 
shown that people who max out their credit limits or tend to 

come close tend to have a much higher incidence of 

defaulting completely on their loans and declaring 

bankruptcy. If you don't want to appear high risk to a lender 

who reports to a credit bureau - avoid maxing out your credit 

cards! That is also why so many credit card companies 
charge an over-the-limit fee. 

When it comes to revolving debt, credit cards, and 
lines of credit, the credit score formula is calculated to 

observe the difference between your credit limits on your 

accounts and your balance (the amount of credit you actually 
use). The bigger the gap is between your balance and your 

limit from month to month, the better your credit score will 
be. 

Get used to the unpredictable nature of lenders. In 

general, lenders report your balances to the credit bureaus 

about once a month. This can happen on a given day each 

month so you can be caught off guard if you have not made a 

payment. Some lenders also report on a bimonthly or 

quarterly basis. 

The fact that your credit reporting score can be updated 
at any time by a lender (at practically a whim!) is why it is so 

important to pay your balances off a few days before they are 

due. 
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Some people think they have a day's grace or a 
banking "business day" when they pay something like a 
credit balance. It doesn't matter if you pay the balance off in 

full the next day. It is the balance that you owe on the 

reporting day that shows up on your credit report. This is 
why sometimes people who pay off their credit cards in full 

every month could still have owing balances showing up on 

their credit reports. Although paying the balance in full 
should theoretically raise their score, it is lowered by the 

consistent late payments. Keep this in mind as you are trying 

to repair your credit after foreclosure. 

The credit score also looks at how much you might 

owe on any loan (such as a mortgage or automobile loan) 
that has to be paid in installments compared to the amount 

you originally borrowed. Lowering these balances (paying 
extra) over time and paying the money owed on time 

definitely helps your credit score increase exponentially. 

227 





Chapter 47 
How the Age of Your 
Credit Affects Your 
Creditability 

Your credit score is also affected by a subtle, little
known factor - how long you have actually had credit. In 
fact, the age of your credit accounts for 15 percent of your 
total credit score. 

The score considers both of these factors -

1. The age of the oldest account that you have with any 

one lender 

2. The average age of all the accounts that you have 

The longer you are in the game of borrowing money 
and successfully paying it back, the better. This is why it can 

be a good idea to stick with one lender for many years even 
if your credit wavers between good and mediocre. It 
impresses the credit bureaus. 



According to Fair Isaac Corporation, the average age 
of an American's oldest credit account is about 14 years. 
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Chapter 48 
How the Number of 
Accounts Affects Your 
Credit 

If you have opened many new accounts with lenders 
within a short amount of time, you can ruin your credit score. 
This is particularly true if you apply for lots of credit in a 
short time but you don't have a lengthy credit history. 

According to Fair Isaac Corporation, the minimum 
amount of time that you need to honor before applying for a 

new loan with a lender is 20 months or you will negatively 
affect your score. 

Your most recent applications for credit affect your 
credit scores in the following four ways. 

1. How many accounts you have applied for recently 

2. How many new accounts you've opened 



3. How much time has passed since you last applied for 

credit 

4. How much time has passed since you have last 
opened an account 

You might have heard that shopping around for credit 

can hurt your score. This is certainly true if you make too 
many applications. However, the FICO formula takes into 
account that people tend to need some kind of a grace period 
regarding this when it comes to applying for certain loans 
like auto financing and mortgages so you are allowed a two

week period in which to shop for as many interest-rate 
comparisons as you want with only one hard inquiry 
comment working against you on your credit report. 

The only way this could hurt your credit is if 
applications for credit are consistently repeated and extended 
over a period of several months. So when shopping for 
interest rates for a mortgage or car loan, it is best to keep it 
within that two-week period. 

Another myth ( similar to the one that shopping around 
for credit can hurt your score) is the one that says that 
pulling your own credit report can hurt your score. As long 
as you request it directly from the credit bureau or a 
reputable intermediary (such as a bankruptcy trustee) the 
inquiry won't count against you. However, many people 
make the mistake of having a lender pull their score for them 
so they can see it, which is definitely a way to accidentally 

hurt your score. When in doubt, do it yourself to avoid any 
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damage to your credit rating and above all don't waste your 
money by actually paying someone to do it for you. 
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Chapter 49 
How a Mix of Credit 
Products Can Affect Your 
Score 

The types of credit you use are calculated as 10 percent 
of your FICO scoring formula. The calculation looks for 
what Fair Isaac Corporation refers to as a "healthy mix" of 
credit. 

The company does say that this does not mean that you 
should have a mix of loans of every possible type ( credit 

card, mortgage, credit line, and so on) in order to create a 
good score. In fact, the company cautions you against 
applying for credit that you don't need in order to boost your 
score as that can actually have the opposite effect, especially 
if you apply for too much credit in too short of a time. 

To achieve the highest potential scores, you need to 
have some revolving debts (such as credit cards) and some 
installment debts (like a personal loan, mortgage, auto loan, 

electronics, or even appliances you can make payments on). 
In order to boost your score, you only have to show that you 



were able to manage different types of loans without stress 

or struggle in the past by paying on time. 

Credit experts agree that major credit cards such as 
MasterCard, Visa, American Express, Discover look much 
better on your credit report when it comes to boosting your 

credit cards rather than cards from a gas company (you can 

charge your gas using all the major credit cards) or a 
department store. Installment loans reflect well on your 
credit, especially if you pay each installment of the loan on 

time. 
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Chapter 50 
How Foreclosure Puts 
You in a Different FICO 
Group 

One often-misunderstood aspect of credit evaluation is 
a little-known sorting system at Fair Isaac Corporation that 
uses scorecards to compartmentalize borrowers into ten 
different types of groups. What type of group you are 
categorized in is based on the information in your credit 
report. These groups are casually nicknamed "scorecards." 

The first thing this form of calculation looks for in 
your report is credit history with only positive information. 
The FICO calculation considers number of accounts, the age 
of the accounts and the age of the youngest account that you 
have. If your account shows any kind of delinquency, the 
calculation looks for the presence of any type of public 
record such as a tax lien or bankruptcy. 

After the above information is gathered and assessed 
by the FICO credit scoring system, your credit rating is then 

assigned to one of the ten scorecards. These are basic groups 



of other borrowers with borrowing characteristics, history, 

and habits similar to your own. 

Unfortunately, Fair Isaac Corporation keeps the exact 

details of how the scorecards are used to divide you into 
groups very secret. It is however known there are scorecards 
(groups) for people with a bankruptcy in the past, another for 

people who have no information in their reports, and another 
for people with perfect credit. 

Lumping types of people together according to their 
scorecards is a concept that is supposed to enhance the 

predictive abilities of the FICO formulas. In essence, 

scorecards allow the FICO formula to give different weight 
to the same information. The drawbacks of this? Once 

labeled in a group, you might also be subjected to different 
treatments, direct mailings, and of course, various interest 

rates base excuse me d on the creditworthiness that is 
expressed by your group in general. 

Sometimes the results of scorecard grouping can cause 

problems. Some people may wait as long as seven years for 
negative judgments on their report to pass. However, 

imagine their dismay when the seven years are up and the 

negative items are dropped and the result is that their credit 
scores drop by twenty points! To many, this feels like falling 

off a financial cliff it is so disappointing. 

How can this happen after you have been trying so 

hard to repair your credit? Sometimes, when you have been 

working very hard on improving your credit score, you can 
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be transferred to a scorecard group with higher standards. 
This can happen immediately after black marks are removed 
from your record. The reason your credit score suddenly 

drops is because you were at the top of your last scorecard 
group which was a lousy group full of losers that were easy 
to beat with your old score. Your good performance however 
put you in a tougher but better class of borrowers. 

Unfortunately, you are at the bottom of that better class of 
borrowers and still have to work your way up to achieve 
good credit. 

To overcome this common problem, the firm of Fair 

Isaac Corporation says its next credit formula, NextGen, 
divides borrowers into many more different groups of 
individuals to ease these dramatic falls in credit as people are 
boosted from one scorecard group to the next. This also 
creates more opportunities for lenders to extend direct target 
marketing to buyers of credit products. For instance, if you 
already own a house, you may not receive direct mail about 
buying your first house as you belong to a NextGen group 
that has owned more than one house in a lifetime. 
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Chapter 51 
Credit Summaries and 
Other Mock Credit 
Reports 

Only a few short years ago, before the Fair Credit Act 
changed it all in 2003, you were not allowed to know what 
your credit score was. Now it seems that there are thousands 
of companies on the Internet who would love to provide it 
for you if you cannot figure out how to get it yourself. 

However as you have read in this book, not all credit 
scores are created equal. For instance, the credit bureaus 
sometimes market scores to consumers like you that aren't 
based on the FICO formula. This is a mock credit report that 
conceals from you a lot of what you need to know and that is 
merely meant to satisfy your request. The score that you 
want to see from any credit bureau is the FICO score as this 
is also the "secret" score that is seen by lenders. 

Seeing what the lenders see is the entire point of 
pulling your credit score, so don't settle for a credit report 
which is more like a polite summary. A void these 



incomplete summaries that can be sold to you by any one of 

three main credit bureaus ( or by any credit repair or credit 
consolidation outfit, for that matter!). 

If you are writing to a credit card bureau and are 
demanding to see your score, make sure you ask for a FICO 

score. By law, they have to show it to you. Request the same 

if you are using an intermediary company to obtain it for you 
or you may be shown numbers that are not calculated using 

the FICO system. 

However, when asking for your numbers, it may not be 

enough to simply ask for your FICO score. This is because to 

make things even more complicated, each of the three main 
credit bureaus calls its FICO scores by a different name. 

• Equifax and Equifax Canada call their FICO scores 

by the name "Beacon." 

• Experian calls their FICO scores "Experian" or the 
"Fair Isaac Risk Model." 

• Trans Union and Trans Union Canada calls their FICO 
scores "Emperica" 

To make sure you are accessing the proper scores, try 

using the above lingo. Otherwise, you might be sent some 

other kind of score. 

Although the Fair Credit Reporting Act required the 

credit bureaus to reveal credit scores to the general public, 
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the law did not specify which ones. This is why it is always 
in your best interests to ask for the FICO scores. 

You should also be careful not to be fooled by 
companies that offer free access to your credit score along 
with a credit card offer or credit reporting services. These 
shady offers require you to sign up for ongoing financially

related or credit-related services that are not free. 

Another scam is operations that procure your private 
financial information or your Social Security number in 
exchange for providing you with your free credit report. 
Remember that you never have to go through a third party in 

order to procure your credit report. By law, you are entitled 
to procure it on your own and the credit bureau must comply 
with your request to see it. 

You should also beware of companies that try to 
charge you for procuring your credit report. Congress gave 
U.S. residents the right to procure their credit report for free 
in 2003. However, the rule is that you can only do this once a 
year from each of the three main credit reporting companies. 
If you need to make an inquiry into your report more than 
once a year, then the credit bureaus are entitled to charge for 
them. If this is the case, then you might be stuck paying to 
see a report if you want to look at them twice a year to see 
how your credit is actually doing. 
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Credit Score 
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Chapter 52 
How to Get Your 
Credit Score 

You may have come to realize that while trying to get 

out of the foreclosure process in California, you have already 
damaged your credit. This section of the book is devoted to 
showing you how to rapidly and ethically improve your 

credit score so that your three-digit number becomes more 
attractive to lenders. 

Of course, the first step to improving your score is to 
procure a copy of your FICO scores. 

It is important to realize that credit bureaus will 
sometimes market credit scores to consumers that are not 

based on the FICO formula- the scores most often used by 
lenders. The bureaus will imply that these non-FICO scores 
are just as good an indication of consumer status, but in fact 
the results differ from the FICO figures examined by the 
lenders. So it is important to make sure that you get a real 
FICO or from NextGen, VantageScore or CE Score. 



VantageScore, which is used by lenders and now 
available to consumers as well, is the first credit score 
developed cooperatively by Experian and the other national 

credit reporting companies. 

The VantageScore scale somewhat simplifies the credit 
scoring system by associating your credit score number with 

to a letter grade similar to the academic world. You now will 
have clear insight into how lenders using VantageScore will 
view your credit worthiness. Its patent-pending method for is 
supposed to allow institutions to rank a consumer's credit 
worthiness more accurately. Below is the letter system that 
VantageScore utilizes: 

A: 901-990 (Super Prime) 

B: 801-900 (Prime Plus) 
C: 701-800 (Prime) 
D: 601-700 (Non-Prime) 
F: 501-600 (High Risk) 

If you've ever gotten FICO reports from more than one 
company at the same time, in most cases you will have 
noticed that your scores were different from one company to 
the next. VantageScore promises to offer deeper customer 

knowledge and greater consistency in scoring leveled credit 
characteristics across all three national credit reporting 
compames. 

Several characteristics contribute to a VantageScore 
credit score: 
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Payment History - how consistently has a consumer 

paid their accounts in a timely manner 

Utilization - how much of the total credit available to 

the consumer is being used 

Balances -the total of the consumer's current and 

delinquent account balances 

Depth of Credit - how long is the consumer's credit 

history and whether there is a healthy mix of credit types 

Recent Credit - how many recently opened credit 

accounts and credit inquiries the consumer has 

Available Credit - what the total amount of credit is 

that the consumer has access to 

Everyone, by law, is entitled to one credit report per 

year, free of charge from each of three major bureaus. When 
you want to obtain yours, do not request a "credit report." 

This is too general and could produce the wrong kind of 
report. Be sure to ask specifically for your FICO scores. 

A reputable source for obtaining credit scores is 

MyFICO.com. It is a business venture between Equifax and 
Fair Isaac Corporation. You can get your credit scores from 

each of the three bureaus right from this website for under 
$40 (for all three reports). 
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You can also get a VantageScore report from the 
following Web address: 

http://www.experian.com/consumer _ online _products/vantage _score.html 

or call toll-free at 1-888-322-5583 

If you don't have a Internet access you can get FICO 

scores from TransUnion credit files through a company 
called Intersection at the following toll-free number: 
800-695-7536. 

You can order your reports individually from the big
three credit bureaus. Below is their contact information: 

EQUIFAX 

Equifax Information Services LLC 
PO Box 740241 
Atlanta, GA 30374 

Equifax 
www .equifax.com 
800-685-1111 

All correspondence to Equifax must include the 
following informaiton: 

· Your full name (including Jr., Sr., other titles) 

· Your date of birth 

· Social Security number 

252 



· Your current street address, city, state , zip code 

· Your most recent previous addresses (if in past 5 
years) 

· Proof of your current address (a photocopy of your 
driver's license or a copy of utility bill will do) 

· Telephone number 

· Your signature 

IF NOT FOR YOUR ANNUAL FREE REPORT: 

Don't forget to include a check or money order payable to 
Equifax for the applicable fee 
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EXPERIAN 

Experian 
www.expenan.com 
888-397-3742 

All correspondence to Experian must include: 

· Full name (including Jr., Sr. and other titles) 

· Date of birth 

· Social Security number 

· Spouse's full name and Social Security number 



· Current street address, city, state, zip code 

· Previous addresses in past 5 years 

· Two proofs of your current address (in the form of a 
driver's license or utility bill) 

· Phone number 

· Signature 

· IF NOT FOR YOUR ANNUAL FREE REPORT: 

Check or money order for the applicable fee payable to 

Experian 

TRANS UNION 

Trans Union 

www.transunion.com 
1-800-888-4213 

All correspondence to TransUnion must include: 

· Full name (including Jr., Sr. and other titles) 

· Date of birth 

· Social Security number 

· Spouse's full name and Social Security number 
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· Current street address, city, state, zip code 

· Previous addresses in past 5 years 

· Two proofs of your current address (in the form of a 
driver's license or utility bill) 

· Information about current employer 

· Phone number 

· Signature 

· IF NOT FOR YOUR ANNUAL FREE REPORT: 
Check or money order for the applicable fee payable to 

Trans Union 

The reason why credit bureaus ask for so much 

information is because they need to verify that you are 

actually you, and not someone trying to steal your identity. 

If you are charged by mistake for obtaining your 

annual free credit scores, below is a letter that you can use to 
remedy the situation and be refunded. 
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Fair Credit Billing Act Letter 

Credit Bureau's Business name 

Billing Inquiries Department 

Address 

City, state zip code 



Re: Name - Account Number 

Dear Sir/Madam; 

I am hereby disputing the billing error made by your 
company in the amount of$ __ that was charged to my 

account. The amount was unduly charged, as this was my 

single, annual request for a credit report. I have not requested 

another report since (MONTH of YEAR). And according to 
the Fair Credit Act I am entitled to one free report per year. 

I am requesting that this error be rectified immediately 

and that any resultant finance and other charges related to 

this amount be credited as well. Please also forward a revised 
and corrected statement of my account that reflects this 

correction of the error. 

I have enclosed copies of (RECEIPT OR OTHER 
DOCUMENTS) in support of my claim. 

I may be reached at (TELEPHONE NUMBER) or by 

e-mail at (EMAIL ADDRESS). 

I thank you in advance for your attention to this matter. 

Sincerely, 

YOUR NAME 
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Chapter 53 
Checking Your Credit 
Report for Errors 

The first thing that you should do when you get your 

credit report is to check your identifying information to make 

sure it is correct. 

You should especially check for 

• Names that are misspelled that closely resemble your 
own name ( a red flag for fraud) 

• Names that have nothing to do with you 

• Social Security or Employee Identification (EIN) 
numbers that don't belong to you 

• An incorrect birth date 

• Addresses of places where you have never resided 
( an indicator of fraud) 
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All of the above things could indicate that someone 

else's information is in your file. You could also find 

problems such as a misspelled address or the name of an 

employer you no longer work for. These are all things that 

you can ask the credit bureau to change. 

The next important section in your credit report is your 

credit accounts. This includes accounts that you've opened, 
the date you opened them, and whether or not the account is 

still open or closed. Other information that is included is 

usually the account number, the type of account, your credit 
limits, your balances, and of course your payment history. 

When looking at this section of your credit report, you 
should look for red flags such as 

• Lender accounts that aren't yours 

• Negative comments about delinquencies that aren't 
yours including charge offs and delinquencies 

• Late payments, charge offs, and other negative 
entries that are more than seven years old 

• Debts that your spouse incurred before marriage 
(unless of course they improve your credit history!) 

• Incorrect notations of any kind such as a debt 

showing up as past due when it was wiped out in a 

bankruptcy 
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Keep in mind that if you find a great deal of wrong 
entries, especially if they are delinquent or unpaid accounts, 
that you could be a victim of identity theft. If this is not the 
case, then it might be that the credit bureau confused 
someone else's information with yours. This often happens 
when two family members, such as a senior and junior for 
instance, share the same name. 

Another thing you should note is any other errors such 
as accounts that you've long since closed, which are still 
reported as open or accounts that do not indicate accurately 
that you, rather than the creditor, closed the account. If a 

creditor closed the account, it has more of a negative impact 
on your score as it looks like they got exasperated with you 
msomeway. 

Another thing that you should do is look for credit 
inquiries that are older than two years. Inquiries show who 
has asked to review your credit report. The inquiries that 
affect your score the most are the ones from lenders that 
resulted from you applying for credit. 

If you see any credit inquiries on your record that are 
older than two years or that you didn't authorize, then you 

can add these to your list of items to dispute with the credit 
bureaus. 

The third thing you will be examining is the 
Collections and Public Records section of your credit report. 
This includes any collection actions or public records 
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including bankruptcies, foreclosures, garnishments, lawsuit 

judgments, and tax liens. 

When reviewing the Mark Collections and Public 

Records section of your report, you also want the following 
things to be removed from your credit report. 

• Bankruptcies that are older than ten years or that 
aren't listed by the specific bankruptcy code (Chapter 
7 and Chapter 13 bankruptcies, for example). 

• Lawsuits, judgments, or paid tax liens that are older 
then seven years (as by law they can be retired from 
the report after seven years) 

• Paid liens or judgments that are listed as unpaid as it 
does the truth about your situation a discredit. 

• Duplicate collections such as a loan that is listed 
under more than one collection agency. Sometimes 
an account you didn't pay is listed twice, once with 
the original lender and again with the collection 

agency. 
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Chapter 54 
Have Negative Narratives 
Removed 

Negative narratives are negative "remarks" left by 

lenders on your credit report. Depending on what these 
comments are, they can severely lower your credit scores. 

The most common of negative narratives are 

• Charge offs 

• Account included in wage earner plan 

• Account included in a bankruptcy 

• Involuntary Repossession 

• Voluntary Repossession 

• Settlements accepted on an account 

The only ways to have these comments removed, 
which tend to remain on your account for seven years, is to 



try to work with the lender to resolve the comment that was 
left in the first place. 

Another tactic is to hire an attorney to represent you 

and take the lender to court to have it removed. However, 
keep in mind this approach will only work if you have paid 
off the loan in the first place. 
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Chapter 55 
Disputing Errors in Your 
Credit Report 

Often, your credit report comes with a form for 

disputing errors by mail (if you ordered it by mail) or 
instructions for going through the credit report disputing 
process online. 

It is worth your while to try and dispute any errors. 
Credit bureaus are required by law (The Fair Credit Act of 
2003) to investigate any mistake you bring to their attention 
and report back to you within thirty days. 

Typically, the credit bureau investigates the complaint 
by asking the creditor that reported the original information 
about the account to check its records. If the creditor can't 

vouch for the accuracy of what it reported or doesn't respond 
to the credit bureau's request, then the wrong item is 
removed from your report. 

Unfortunately, once the item is removed, it can 
sometimes magically reappear on your credit report a few 
weeks or months later. Some creditors have a compulsive 



need for revenge and persist on reporting inaccurate 
information as they may not really believe that you are not 
responsible for the debt or because they resent you getting 
out of the debt in the first place. This type of behavior is the 
nature of the beast, especially when it comes to affronting a 
loan collector who never got a cent out of you after years of 
harassing you with phone calls. 

Sometimes wrong information you have just had 
removed pops up on your credit report again because the 
credit bureau just didn't update their databases and the 
erroneous information is automatically added to the credit 
file. Sometimes a creditor just reports it again and again just 
to be nasty. 

Unfortunately, the creditor really does hold a lot of 
power in the credit correction process. Although many errors 
are fixed permanently and quickly, there are still many 
unethical or indifferent creditors out there who could make 
your life hell by ignoring the request to fix the information. 
The worst thing these lenders do is verify that even the 
incorrect information is accurate. 

One way to pacify the lender is of course to pay them 

but first make a proposal that you will do so if they remove 
negative comments from your credit report regarding the 
debt. 

Here is an example of a Letter of Agreement to Settle 
A Debt. 
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A Letter of Agreement to Settle A Debt 

Name of Business or lender 

Address 
City, state zip code 
Re: Your name - Account Number 

Dear Sir or Madam, 

I hereby propose that in return for the payment on or 
before (proposed date) of$( amount of settlement offer) that 
any and all debts that I may have to you may be discharged 
and that you accept this payment as payment in full of any 
and all debts I may have to you. 

As a further condition of this settlement proposal, you 
hereby agree to notify all credit reporting agencies to which 
you report that the account is "paid as agreed" and that you 
will inform all of the credit reporting agencies to remove any 
references on any credit reports that indicate that the account 
is or ever was late. This agreement shall be binding upon all 
the parties and their successors and assigns. 

I am enclosing two copies of this letter. If you accept 

this settlement proposal, please sign where indicated and 
return one copy of this contract to me to send to the credit 
bureaus. This offer shall remain open until (latest date for 
settlement of debt). 

Sincerely, 
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Your name. 

I hereby agree to the terms of the above agreement 

Name of Business 

Signature: 

If the problem on your credit report is about the 
removal of a credit inquiry that you didn't make or authorize 
then here is a sample of the kind of letter you need to write 
to get it removed. 

Letter Requesting Removal Of Credit Inquiry From A 
Credit Report 

Name of business 
Address 
City, state zip code 
Re: Name - Social Security Number - unauthorized 

credit inquiry. 

Dear Sir or Madam, 

Upon reviewing my credit report prepared by (name of 

credit reporting agency) I found a credit inquiry by you 
indicated on my credit report that was not authorized by me. 
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As you may know, requesting my credit report and 
having an inquiry noted on my report without my 
authorization is improper and against the law. Not only that, 
but it can have a negative impact on my credit score. 

I hereby request that you promptly notify (name of 
credit reporting agency) and have the credit inquiry removed. 
Please forward a letter of confirmation to me as to the time 
and date when this is done. 

Thank you in advance for your cooperation. 

If you have any questions you may contact me by 
telephone at (insert telephone number) or by email at (insert 
email address.) 

Sincerely, 

Your name 

If you have found errors anywhere else in this account, 

then you can also use this letter to encourage the credit 
bureaus to get it removed. 

Letter Disputing Information Contained on Credit 

Report 

Complaint Department 

Equifax 
P.O. Box 740241 
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Atlanta, GA 30374 

OR 

Trans Union 
P.O. Box 1000 
Chester, PA 19022 

OR 

Experian 
P.O. Box 2104 
Allen, TX 75013 

Re: Your name - Social Security number 

Dear Sir or Madam, 

I would like to dispute the following indicated 
information improperly contained in my credit report. I have 
highlighted the disputed items on a copy of my credit report 

that is included with this letter. 

Specifically these items are improper because -

(In a list form itemize each disputed notation and the 
reasons why the information is erroneous, incomplete, dated, 

or inaccurate. Do not dispute more than 3 items at any time.) 

I am enclosing the copies of documentation in support 

of my request for this information to be removed 
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(In a list form itemize the documents that you are 
providing as support for your claims.) 

In accordance with my rights under FACT, I ask that 
you investigate this matter and promptly correct my credit 
report. 

Thank you in advance for your cooperation. 

You may reach me by telephone at (insert telephone 
number) or at my email address - (insert email address). 

Sincerely, 

Your Name 

By law, the credit bureaus are supposed to send you a 
response to your letter within 30 days. 

The horrible truth is that all three of the bureaus have a 
bad habit of acknowledging your request within the 30 days 
required by law and then doing nothing about changing your 
score. 

If that happens, you may need to send them a follow
up letter. 

Follow Up Letter to a Reporting Agency 

Complaint Department 
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Equifax 
P.O. Box 740241 
Atlanta, GA 30374 

OR 

Trans Union 

P.O. Box 1000 
Chester, PA 19022 

OR 

Experian 

P.O. Box 2104 
Allen, TX 75013 

Re: Your name - Social Security number 
Dispute letter of ( date of original letter) 

Dear Sir or Madam, 

On ( date of original dispute letter) I sent you a letter 
notifying you of improper information appearing in my 
credit report in violation of FACT. This letter was sent to 

you by certified mail, return receipt requested, and was 
received by you on (date ofreceipt). I am enclosing a copy 
of my letter and a copy of the return receipt indicating 
receipt of said letter. 

Your lack of response to my demand for correction of 

my credit report within thirty days is a violation of FACT. If 
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I do not receive an appropriate response to my original 

demand letter within ten days of the date of this letter, I may 
without further notice, report your failure to abide by FACT 

to the Federal Trade Commission or take other appropriate 

action. 

You may reach me by telephone at (insert telephone 

number) or at my email address - (insert email address). 

Sincerely, 

Your Name 

If you are successful in getting errors removed from 
your report, you may or may not notice an immediate 

improvement in your credit score. 

Deleting negative items from your credit report is just 

one way of enhancing your score. There are many other 
proactive measures that you can do to make sure that your 

credit score is as perfect as it can be that will be clarified 

further in this chapter. 

Never ever put a comment on negative information on 

your credit report. All 3 bureaus will let you make up to a 
100-word comment on your credit report. Here's why. First, 

the lenders don't give a hoot about your reason; they go by 

that three-digit FICO number. Second, when you go to 

dispute that obvious "error" the lender has made you will 

have hanged yourself with your own words by openly 

admitting it is your debt indeed. 
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Chapter 56 
Start Paying Those 
Bills on Time! 

Just one late bill payment can be incredibly damaging 
to your credit score. For instance, just one late payment on a 
personal loan can lower a score of 640 to 555. Ironically, the 
better your credit score is the more the late payment can hurt 
your score. You have to remember that the purpose of the 
credit rating system is to help lenders look for any sign that 
you may default on a loan. The first sign that you may do so 
is any evidence of late payment. 

As payment history makes up more than a third of the 
typical credit history, making sure that your bills are paid on 
time is crucial. 

Speaking of high interest rates, did you know that just 
one late payment reflected on your credit report could affect 
all of your credit card offers and insurance policy offers? All 
creditors and insurers use your credit report to determine 
what kind ofrate they would like to charge you. For 

example, if your credit card company sees you have paid 
your electricity bill late, the credit card company probably 



has an agreement with you that they don't have to honor a 
low or zero interest rate any more and may start charging 
you a high APR (often over 20%). 

The bottom is line is that you must pay your bills on 
time every month to avoid this type of highly libelous 
reporting from lenders. 

To stay on top of what you owe to whom and when, 
you should make a list of every bill that you must pay each 

month and when it is due. Although credit card dates vary, 
schedule that payment a day or two before the actual due 

date. 

Next, make a list of bills that are due less regularly. 

These are the ones that are due bimonthly, quarterly, every 
six months, and annually. 

Now, using either a paper or electronic calendar, enter 
all of your bills and make sure to get in the habit of paying 
all your bills regularly. 

If you are not sure about how to get organized when it 
comes to paying your bills, there are plenty of electronic and 
automatic reminders that can help you remember to pay on 

time. You can program a Palm Pilot or your cell phone to 
send you a message when your bill is due. You can even 
send yourself emails! 

Many Internet Service Providers such as AOL and 
MSN provide email reminder services. 
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Quicken and Microsoft Money are good computer 

programs that can help you keep track of your monthly 

budget and will pop up a reminder on your computer screen. 

Some phone companies and most credit card companies will 
email you when your bill is due. 

Another way to make sure your bills are paid right on 

time is to simply schedule everything as an automatic 

payment through your bank account. 

An automatic payment (also known as direct debit) 
allows the companies that you owe to take their payments 

directly from your checking account each month. A lot of 

people resist this option as it feels like an invasion of 
privacy. In reality, nobody has access to your account. It is 

like writing a paperless post-dated check. 

This is a safe way to pay bills. Federal law prohibits 
vendors from taking out more from your account by 

automatic payment than you authorize. If a mistake is made, 
the company is obliged to immediately return the money it 

took in error plus any interest. You have zero liability. 

Another reason that many people resist automatic 

withdrawal style payments for their bills is that they are 

afraid of not having the balance in their account to pay it. 

This is very true of people who have bad credit or who are 

always in debt. 

It is always a good idea to watch your balance in your 

account in order to keep enough money in it to cover 
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automated payments. Or get overdraft protection from your 

bank so that a payment never bounces. Overdraft protection 
is a small line of credit that usually costs less than $50 a 

year. 

If you don't like the idea ofletting vendors have access 

to your checking account you also have the option of having 

automatic payments deducted from your credit card. Using a 
credit card can give you an extra bit of protection should a 
mistake be made as the credit card company can act as the 

middleman if you have to dispute a mistake. 

However don't put all of your bills on a direct debit on 

a credit card unless you can promise that you can accomplish 
the following: 

• Pay your credit card bills off in full each month so 

that you are not paying interest on basic monthly 

expenses. 

• Restrict the use of automatic payment on credit cards 

to smaller bills so that your monthly debits do not 

sabotage your credit score by approaching the credit 

limit every month. 

Another easy way to pay and organize bills is to use 

one of the many online systems that are available as part of 

online banking. One of the benefits of paying a bill like this 

is that it leaves an electronic trail that shows exactly when 
the bill was paid so you are never at a loss for proof should 

the payment be disputed. Another handy use of online 
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banking is that it can halt vendors and lenders who 

deliberately process your payments late from hitting you 
with a late fee. 
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Chapter 57 
Pay Down Your Debt! 

The reason that it is so important to pay down your 
debt is that the amount of debt that you have in contrast to 
your available credit is the second most heavily weighted 

factor in credit scoring. The lower your balances are in direct 
contrast to your credit limits, the better your credit score will 
be. The wider the gap between what you owe and your credit 
limit, the better your credit will be, as well. 

FICO scores gauge how much of your limit you are 
exploiting on each card or on any other type of revolving line 
of credit that you happen to have that is an open account. 
The FICO score also takes into account how much of the 
combined credit on all of your cards you are using. Also 
factored into your FICO scores is how much progress you 
are making when it comes to paying down debt on 
installment accounts such as auto loans and mortgages. 

Unfortunately, many people mistake reducing what 
they owe for just moving balances around from one account 
to another. This is not "progress" according to FICO scores. 
Credit card companies who allow people to bounce their 
balance from one low-rate card to another enable this never-



ending cycle of debt. These people think they are earning 
savings on these rates, but nothing could be further from the 
truth. 

In actuality, transferring balances can ruin credit 
scores, especially if you are transferring a balance from a 
high limit card to a lower limit card. This is because the · 

more of your credit limit that you are using on any given 
card, the bigger the hit on your credit score. So you should 
never do something like transfer a $1,200 debt from a card 
with a $5,000 limit to one with a $1,500 limit. 

Also, if you continue to charge on your cards instead 
of paying down the balance, then you are only going to do 
more and more damage to your score. The way to improve 
your score is to get off the debt transfer treadmill and make 

an attempt to actually reduce your overall debt. 

The usual advice to consumers with debt is that they 
should pay off their highest rate debts first and use any lump 
sums to pay off any bills they can afford to pay off in full. 

This makes financial sense but it doesn't make sense for 
your credit score. 

Instead, you should try doing these two things to make 
a dent in your debt and pay off balances at the same time. 

1. To boost your credit score, prioritize your debts. This 
will help you see how close the balances are to the 
account's credit limits. Pay off the card or other 
revolving account that is closest to its limit. After that 
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is paid down below 30 percent of what you owe, you 

can switch to paying off the card that is second 

closest to its limit. Your goal should be to eventually 

pay off all of this debt paying 30% on your cards as 

you go. 

2. A void consolidating debts. Many people transfer 

their balances to a single card for a lower rate or to 

take advantage of having only one due date. 

Although it is convenient, this can cause problems 

with your credit score. It is always better to have 

small balances on a number of cards than a large 

balance on one card or other revolving line of credit. 

However, if you've already consolidated your debts, 

then you should not try and change it. Applying for new 

credit or transferring balances again could hurt your score 

and eliminate any advantages gained through the lower 

interest rate, which is often only in action for a limited 

amount of time, anyway. 

Another problematic aspect of debt is that the credit 

bureaus don't differentiate between the balances you pay off 

and those that are carried from month to month. The 

balances reported to the bureaus are the ones that show up on 

your monthly statements. Even if you pay off your bill in full 

the day your statement arrives, you will likely still have 

balances showing on your credit report and those will be 

factored into your score. 
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Paying your balances in full every single month is an 
excellent financial strategy and the only way to raise your 
credit score while at the same time actually paying the debt. 
If you avoid carrying a balance from month to month, you 
can save thousands, maybe even tens of thousands of dollars 
in interest payments over the span of your lifetime. 

Another thing to watch out for when you carry a 
balance is the various things that credit card companies tend 
to do to you ( such as raising your interest rates with little or 
no warning). 

However, even if you do pay your balances off in full, 
you still have to watch how much you are charging each 
month. You always need to stay well below your credit 

limits in order to keep your credit score healthy. 

It can never be emphasized enough that you should 

never max out your cards and should avoid coming close to 
your credit limits. Usually, your balances (the amount you 
carry plus the amount you charge) should not exceed thirty 

percent of your total credit limit at any time. The higher your 
score, the lower the percentage of your credit limits you 
would need to use to improve your numbers. For instance, if 
your score is already in the high 700s or 800s, you might 
need to use 10 percent or less of your limit to boost it. 
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Chapter 58 
How to Find Money to 
Pay Down Debt 

Paying down debt is not easy. To truly reduce your 

debt, you need to find a way to reduce it without borrowing. 
And this includes not borrowing an interest free loan from a 

relative. You can do that, but technically you are still in debt. 

Here are some ways to find money to pay down your 
debt: 

• Eat the groceries you already have before you go 
shopping. Most people shop mindlessly for groceries 
once a week rather than using what is already on their 
cupboard shelves. 

• Stop eating take-out food and eating in restaurants. 
Eating at home and bagging your lunch can save 

thousands of dollars, and sometimes even tens of 
thousands of dollars per year. 

• Give up a luxury such as cable television or a gym 
membership. These little things often add up to over 



$2000 a year that could be put to minimizing your 

debt. 

• Sell things you don't need anymore - You can hold a 
yard sale, take clothes to sell at secondhand 
consignment shops and auction off items on eBay. 

• You can start a small business or get a second job -
Sometimes the surest way to make some cash is to 

get a second job. This might be painful, but it might 
be a quicker way to stop that compound interest from 
multiplying your debts. 
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Chapter 59 
Keep Your Credit 
Accounts Open! 

If your goal is to improve your credit score, then avoid 
closing credit card accounts and any other kinds of revolving 
accounts. Doing so can really hurt you. 

The reason closing down your revolving credit is so 
damaging is that your credit score puts a large emphasis on 
your total available credit. Factored into that figure are total 
balances so the elimination of any credit source makes any 
balances appear larger. 

You should especially avoid closing older accounts 
because the FICO scorecard formula also notes the age of 

your oldest account and the average age of all your accounts. 
It is particularly crucial to keep your oldest account active as 
getting rid of it can make your credit history look years 
younger than it actually is. 

Just keeping the account open might not be enough 

either. If you don't charge something on the account every 
now and then to make it look "active," then the lender might 



decide that the account is inactive and close it for you. No 
matter who closes it, this reflects negatively on your credit 
report. 

One way to keep an older revolving credit account 
active is to charge something small, recurring, and simple on 
it such as a magazine subscription and arrange that the bill be 

paid off automatically each month. This should be enough 
activity on the card to keep your account active. 
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Chapter 60 
Don't Apply for Every 
Credit Card Offer 

The FICO calculation recognizes that responsible 
credit users don't apply for credit they don't need. The credit 
bureaus are very wary of people that open a bunch of lender 
accounts in a short period of time. It is a sign of financial 

desperation to them. 

If you don't have much credit history, the first few 

credit accounts that you open can help improve your score. 
However, there comes a point where applying for credit can 

begin to lower your score. The problem is it might be very 
difficult for you to determine when you actually reach that 
point. This is because the whole FICO scoring system is so 
mysterious in the first place. I can tell you from lots of 
experience working with new people that are building credit; 
the fastest way to build credit is to get two major credit cards 
(Visa, MasterCard, or American Express) and open one 
installment account. After having them for 18 to 24 months 
(paying off your monthly balances every month and being on 
time with your installment account), you will easily have a 
750+ FICO score and that's from being a total ghost. 



This is why you should always resist applying for 

those instant pre-approved accounts that are often marketed 
in retail stores. Even though they might offer you savings on 

your merchandise, you could end up paying more in overall 

interest if the inquiry the credit company makes at the credit 
bureau serves to lower your score. 
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Chapter 61 
Use Lenders That Report 
Credit Limits 

Some credit card companies make agreements not to 

share your credit limit with other credit reporting agencies. 
This is a strategic marketing tactic intended to throw the 
competition off track. If the lender doesn't report your credit 

limit to FICO, then the other credit companies have no idea 
how good your credit really is and therefore cannot make 

you a better offer. This can keep you stuck using a high 
interest credit card or one with a high fee. 

The more information that the credit card companies 
have about you, the better it is for your credit limit. This is 
especially true if you have a high limit, as that will earn you 
offers of higher limit cards. This allows you to spread your 
balance across many high limit cards and increase your 
credit score rather than be deep in debt in just a few cards. 

Being close to the limit on your cards month after 
month is a good way to watch your credit score tumble down 

into the 600s over time. 



Your lenders should also report your credit limits to all 
three credit reporting agencies so that your use of the 
account can be accurately configured into all three scores. If 
you acquire your credit reports and discover your limits 
aren't reported on there correctly, then you are within your 
rights to write a letter to the lender and ask them to do this. 

You should also avoid lenders who report your current 
balance as your credit limit. This makes it look like you've 
maxed out your credit limit for a particular credit account, 
which lowers your scores. You can pay your account on time 
and then get nowhere with raising your credit limit if a credit 

company insists on doing this. If this is the case, then you are 
within your rights to write the credit card company and ask 
them to change their information if they are making the 
common error of reporting your current balance as your 
credit limit. You can also always phone the offending credit 
bureau and follow up with a letter and ask them how exactly 
they are reporting your balance and request that it be done 
properly. 
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Chapter 62 
Steps to Establishing New 
Credit 

You have probably heard the saying "you need money 
to make money." Well, you need credit to get credit. Very 
frequently, people are turned down for credit because they 
have a lack of a credit history. 

Here are steps you can take to establish new credit. 

1. Check Your Credit Report. Also, it is amazing how 
many minors grow up to realize that someone has 
been using their credit until they became of age. This 

is because the theft of children's ID's for the purpose 
of establishing fake credit is on the rise and it is 
becoming more common for potential credit history 
to be stolen from those who have yet to develop one. 

2. Set Up a Checking and Savings Account. A checking 
and savings account is not something that will show 
up on your credit report. The reason you want to have 
one, however, is that lenders see them as a sign of 
financial responsibility and stability. 



3. Find a Joint Credit Co-Signer. One of the quickest 
ways to jump-start your credit history is to have your 
name added to someone else's credit account. The 
history for that account is imported onto your credit 

report. Keep in mind that this is only a good move if 
the person who is adding you has good credit. 
Another strategy is to get someone with good credit 

to co-sign a loan with you. 

4. Apply for Credit While You're a College Student. 
The easiest time in life to get an unsecured credit 
card is while you are in school. This is when lenders 
are much more enthusiastic about extending credit. It 
is because they know that parents will foot the bill if 
the kids can't. 

5. Apply for a Secured Card. If you can't seem to be 
offered credit, then you might want to consider 
getting a secured card. These cards require that you 
make a deposit with a bank (usually an amount 
between $200 and $1,000). Your credit limit is 
limited to that amount or sometimes that amount plus 
50% of it. The best cards don't charge application 
fees, have low annual fees, and convert to a regular 
unsecured card after a year or so. This is a good way 
to improve your FICO scores. 

6. Take Out an Installment Loan. After you've used 
plastic successfully in the eyes of lenders, you might 
be able to procure a personal loan. Adding an 
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installment loan to your healthy credit mix such as an 

auto loan can really help boost a credit score. 





Part VI 
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Part VI 
Keeping Your 
Credit Score in 

Good Shape 

The tips in this section can help you survive life's 
setbacks, improve your financial flexibility, and protect you 
from ever having to be in a bankruptcy court. 

Read on to find out how to maintain your credit score 
and keep it in good shape so that your credit works for you 
and not against you in the future. 





Chapter 63 
Always Read the 
Fine Print 

When applying for credit, not reading the fine print can 
be costly. Most people recovering from a financial disaster 
are just so grateful for the opportunity to be invited to apply 
or just in a hurry to get it over with that they simply apply 

for the credit and hope for the best. However, this is not the 
tack that necessarily gets you the best healthy mix of 

available credit or the best interest or insurance rates. 

Before you sign, you need to read the fine print to find 
out the following things. Does the credit card company or 

lender report to all three credit bureaus? What are their score 
requirements for the best interest rates? What is their interest 
rate and what is their default interest rate if your credit score 

slips a little? Credit companies periodically check to see if 
you have been maintaining a good score; if not, they will 

charge you a king's ransom on your interest rate. This type 
of "look see" by the credit companies should not count as an 
inquiry against your score. 



You can also ask a lender what the minimum FICO 
score is for you to be eligible for credit. Once again, there is 
no sense in applying if your credit must be 720 to be eligible 
for the credit product and your credit rating is 710. 

How does what you already know about your credit 
report affect your eligibility for the application? Obviously, 
if you read something in the fine print that makes you 
ineligible for the card or loan, then you don't want to bother 

applying because rejection could cause you a black mark on 
your credit report. 

If you can't divine the answers to these questions in 
the fine print, then you can always call the issuer of the loan 
and ask them directly. Most reputable lenders will be happy 
to answer your questions, as it is all part of getting the best 
interest rate or credit limit. 

If a lender refuses to answer your questions, then it is 
probably not a reputable lender! Don't waste your time with 
companies like this. There are plenty of good lenders out 
there who do care to fill in the gaps in knowledge about their 
products or services. 

300 



Chapter 64 
Pay Off Your 
Credit Card Balances 

If you are not carrying a credit card balance, then you 
are likely not going to be paying the thousands or tens of 
thousands of dollars in unnecessary interest that can 
accumulate over a lifetime. 

Here are your options. You can either carry a $5,000 
credit card balance that costs you $70 a month in interest or 
you could take that same money and have it grow to 
$250,000 over a lifetime at an 8 percent average annual 
return. That's a lot of money to pay for the convenience of 
not paying cash! 

Carrying a balance and its never-ending interest can 
also lead to a big fat debt that you can no longer manage. 
Credit card debt is usually a big factor in bankruptcies and 
other financial catastrophes. The actual reason for the 
bankruptcy might be job loss, divorce, medical bills, or other 
setbacks, but it is often the heavy burden of credit card debt 

that causes most people to have to file. 



Carrying a heavy balance has other terrible effects as it 

leaves the credit card companies open to legally do the 
following things to you: 

• Deciding your fixed rate is no longer fixed and 
raising it or replacing your fixed rate with a variable 
one or both in order to make it more difficult for you 

to pay so they can make more money from you over a 

longer period of time 

• Raising your rate if you are tardy with just one 

payment 

• Raising your rate if you use the credit card too many 
times in one month 

• Raising your rate if you pay just the minimum 

payment and don't make any dent into the actual debt 

• Raising your rate if you are close to maxing out the 

limit on the card 

• Raising your rate if they sense that you are also 

having problems paying back any other creditor 

Of course, the only way around this is not to carry a 

credit card balance from month to month. 
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Chapter 65 
Create an Emergency 
Contingency Fund 

Studies show that an incredible 43 percent of 

households in the U.S. are living paycheck to paycheck with 
less than $100 in liquid assets on hand at any time. That is 

according to SMR Research that has studied detailed income, 

debt, and asset statistics gathered by the Census Bureau. 

Also of some concern, researchers have found that only 

one in three American households has saved enough money 

to get through even a month of unemployment. Considering 

how unpredictable the world climate is and how unpredictable 

the economy is, that is just asking for major trouble. There 

would be no way to pay your mortgage, credit cards, child 

support, and other necessities if you lost your job as you had 

not bothered to save up a contingency fund for emergencies. 

Of course, saving is not easy if you are already deep in 

debt and trying to improve your credit card score. This is 

because saving might not be your first priority as you try to 

pay everything off. However, to be on the safe side, try to 

keep at least $1,000 handy in emergency cash in case you 



lose your job. 

You would also be wise to keep this emergency fund 

somewhere accessible and safe such as a savings account or 

a money market mutual fund. Another safe place for it is a 
retirement fund. 

304 



Chapter 66 
Have Adequate Insurance 

No matter how expensive it is, you must have health 
insurance. Medical bills are a factor in one out of five 
personal bankruptcies in the United States. This is partly due 
to the fact that insurance can be tough to get, especially if 
you have a bad credit score. 

Some people who are young and healthy think they 
don't need coverage, but the truth is that anything can 
happen. If you are not covered by your employer or by a 
state's low income plan, then you might have to opt for a 
high deductible or catastrophic policy combined with a 
savings account that you have distinctly devoted to health. 
High deductible policies tend to cost 25 % to 50% less than a 
full coverage HMO policy depending on how much you are 
willing to pay from your pocket. 

If you buy a policy that is compatible with the new 
health savings accounts offered by banks in the United 
States, then you can put an amount equal to your deductible 

into an HSA and write the contribution off on your taxes. 
You can then withdraw the money for medical expenses at 
any time, tax free; any money you don't use can be rolled 



over and tax-deferred from year to year. 

Take a look at your liability coverage. This is part of 

the homeowners and auto insurance that protects you against 

lawsuits. Make sure that your liability limits on each of your 
policies is at least equal to your total net worth. 

Of course, the best option if you can afford it is an 
individual policy that also comes with disability insurance, 

although these types of policies have become quite 

expensive in recent years. 

306 



Chapter 67 
Don't Buy a House 
You Can't Afford 

One trend in the real estate world is for people to buy a 
more expensive house than they could afford. This is 
because lenders have greatly loosened their standards for 

releasing credit in the last ten years. In other words, they will 
gladly loan you more money than you can comfortably 
afford to repay. 

Mortgage payments used to be capped at 26 to 28% of 
your gross monthly income, but now lenders let homebuyers 
borrow up to 50% or more of their gross income! However, a 
reputable lender may not let you borrow more than 33%. 

Not that this is a newsflash, but the business of lending 
money for homes is a greedy one. Lenders know that you 
will probably do whatever it takes to keep your home, even 

if it means denying yourself a vacation or retirement income 
and digging yourself deeper into debt. They know that most 
homeowners desire to hang on to their homes despite 
insurmountable debts. 



Another problem is that on top of the house that is too 
expensive, most homeowners do not factor in the ancillary 
costs of buying a house into their potential debt. This 
includes matters such as maintenance, repairs, utilities, 
improvements, renovations, and decorations. 

If you want to play the house-buying game the smart 
way, then your best course of action is to limit your total 
housing payments - principal, interest, taxes, and insurance -
to 15% of gross monthly income or less. 

Beware! Once you build up equity in your home and 
decide to take it out (hopefully for a good investment or an 
emergency), try to avoid taking out a Home Equity Line Of 
Credit (HELOC). Instead, take out a Home Equity Loan. 
What's the difference, you ask. Plenty! The HELOC is 
scored just like a credit card or a revolving loan. If you carry 
a high balance (more than 30% of the limit), it will start to 
negatively impact your FICO score. On the other hand, an 
Equity Loan is viewed as an installment loan and is scored 
differently by the FICO algorithm. 
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Chapter 68 
Don't Take Out Too 
Many Student Loans 

Student loans are often perceived as "good" debt as it 
is the kind of borrowing that is done to increase your earning 
power in the future. However, you should be careful not to 
overdo it. 

It is not uncommon for people to take out over 

$120,000 in student loans and then land a job that pays less 
than $40,000 after graduation. This makes it almost 
impossible to pay the debt off in a timely fashion. In fact, 
you are almost guaranteed a lifetime filled with debt and 
high interest rates. 

The problem is that if you do declare bankruptcy on a 
student loan, it can never be wiped out in a bankruptcy court. 
There is no way of getting out of paying back a student loan 

in the United States unless you are permanently disabled. 

If you are in too deep with a student loan, you should 

consider consolidating your federal loans to stretch out the 



payments or getting a second job to raise the cash to pay off 

the debt. 
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Chapter 69 
Clarify Who Owes What 
Before a Divorce 

Unfortunately, a lot of harm is caused to credit scores 
by a person's ex. Even after you have divorced, you can still 
take the fall for your ex-partner's sloppy credit score. 

Your ex does not have to be particularly cruel or 
vengeful. They only have to be broke or desperate. All it can 
take for your ex to ruin your score is to make a few late 
payments. As long as your name is still on the loan, his or 
her spending habits can continue to negatively affect your 
credit score. 

This is because creditors don't care that your name was 
on the loan well before you decided to get a divorce. So if 

your name is still on the loan, the account was opened 
jointly, or your spouse was added as an authorized user of a 
credit card, you can be held responsible. 

Usually, the biggest way to end up in this fix is to not 

use an attorney to assist with a divorce. The best time to 
handle issues of course is well before the divorce is final. 



Still, if an ex manages to wreak havoc on your 

account, there are some things that can be done to address 
the problem. 

• Get your credit reports. Identify every single one of 
the credit accounts that your ex could access. If the 

account is listed as joint rather than individual, your 

spouse can probably use it. If the account is listed as 
individual and is still open, call the creditor to find 

out whether your spouse is listed as an authorized 

user. 

• Take action. Once you identify the credit accounts 
that your ex could access, then you need to make a 

phone call to the card issuer and also follow it up in 

writing. 

• With joint accounts, it is best to try to close them 

whenever possible or you might have to settle for 

"freezing" the account if you owe a balance. A freeze 

will prevent either one of you from using a credit 

card until the matter is resolved. However, keep in 

mind that a spouse can sometimes talk a creditor into 

lifting a freeze, which is why it is important to put 

your request in writing and provide documentation 

that the two of you are divorcing. You should also 

make it clear that you won't be responsible for any 
charges made after the freeze is in place. 

• If you do have a balance that does not belong to you, 

make sure that it is transferred as soon as possible to 
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the card of the spouse who will be responsible for 

paying it off. 

In extreme situations where your spouse is very bad 

with credit, you might need to take responsibility for a debt 
that is not yours to protect your credit score. You can always 

take the ex back to court for reimbursement, but either way, 

you shouldn't leave your credit in his or her hands. 

A few months after you make your requests, get 

another copy of your credit report to make sure your 

accounts are listed properly. If an account that was closed is 

listed as open or if the balance on a frozen account has grown, 

make sure you follow up immediately with the creditor. 

Divorce negotiations can make paying your bills on 

time difficult. Just keep in mind that it only takes one late 

payment to seriously hurt your credit. When it comes to 

dealing with mortgages, car loans, and secured debt, you 

should sell the asset and split up the proceeds or refinance 

the loan so that the spouse who is enjoying the asset has to 

pay for it. 

The worst-case scenario is signing a quit-claim or 

having your name taken off the title of a house or other piece 

of property as long as your name is still on the loan. You 

don't want to be responsible for a debt if you no longer own 

the asset. 

If you are in a very nasty divorce or if your spouse is 

an addict or mentally ill, you could find yourself ending up a 
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victim of identity theft. After all, your spouse does know 

your Social Security number, your address, and just about 
any other detail required to open up a new account in your 

name, run up a balance, and leave you holding the bag. In 

this case, have the lender place a Fraud Alert on your 
account. 

Your ex could even file a bankruptcy in your name 
because many places don't require identification when a 

bankruptcy is first filed. By the time you get a hearing to 

correct this, the bankruptcy will already be in the central 
database of the credit bureaus and will show up on your 

credit report. This type of fake filing is a crime, but this does 

not stop some mean types from doing it. 

Asking the three credit bureaus to put a Fraud Alert on 

your files won't necessarily prevent any of this from 

happening. However, it should make it a little more difficult 

for your ex to open new accounts in your name. 
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Chapter 70 
Beware the Upside Down 
Loan 

In conclusion, it is time to reiterate that age-old adage. 

Never borrow what you can't pay back. 

Many people assume that they can afford a house, 

education, or other purchase if they can meet the monthly 

payments. However, this is nearsighted and a point of view 

that can lead you to a lifetime of paying for something that 

breaks, wears out, or loses its value long before the last 
payment on it is due. 

Another hazard is trapping yourself into what is called 
an "upside down loan." An upside down loan is one that has 

you driving off a car lot with a vehicle that in the long term 

will cost you twice as much as if you had just paid cash for 
it. Surprisingly, that is the case for a staggering 80% of car 

owners. Many of them pay for a loan that can take as long as 

eight years to pay off. These long payback periods combined 

with the speed with which a new car depreciates means that 

you will be paying a true "upside down loan." 



One way to get around all credit debt is of course to 

pay cash for everything. In fact, rather than getting yourself 
an upside down loan, paying cash for things can actually get 

you a discount. 

So what is the secret to avoiding the upside down 

loan? Never borrow any amount of money for anything

including a student loan-which you can't pay back in three 

years. Give yourself a three-year payback period and you 

will curb the temptation to overspend. You won't have to go 

without; you will just find you are more realistic about your 
expenses. 

This type of tactic will never leave you feeling helpless 
or outplayed by creditors again. Instead of being at the 

lender's mercy, you will be once again in charge and able to 

enjoy greater wealth, greater freedom, and the ability to get 

the loans that you need, when you need them, at the best 
possible rates! 
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Chapter 71 
Don't Provoke 
Unnecessary Credit 
Inquiries 

When you sign a credit application or give a lender 
your Social Security number, you are automatically giving 
that lender permission to make a hard inquiry into your 
credit report. Unfortunately, every time you apply for a loan 

or credit, it is reported as a negative comment on your report. 
Usually, this comment appears as a line item on the bottom 
of your credit report. Commonly, it is called a credit inquiry. 

The minute that you sign away permission for an 
inquiry into your credit, the credit bureau sees it as an 
inquiry that you initiated because you need money. As the 
FICO system sees the need to borrow money as a bad thing, 
your initiation of the matter lowers your credit rating. 

To avoid the accidental lowering of your credit due to 
unnecessary inquiries, it is a very practical and good idea to 
ask a lender whether or not they will be making an inquiry 
into your credit before you sign on the dotted line. 



Fortunately, hard inquiries only count against your score for 

the first twelve months. But they take two years to disappear 
from your credit report. 
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Chapter 72 
Reduce the Balance to 
Zero Each Month 

One of the best ways to raise your FICO scores is to 
pay off all of the balance on your credit card each month. If 
this is not possible, then remember that the closer you can 
get your balance to zero each month, the better. Doing this 
increases your chances of having a zero balance reported on 
your credit report - this can help raise that credit score. 

However, just because you report a zero balance does 
not mean it will automatically be reported as a zero balance 
on your credit score. In the worst-case scenario, it can take as 
long as sixty days for a credit card company to report your 
balances to the credit-reporting agency. In this case, the best 
way to achieve that zero balance on your credit report is to 
pay the credit card off and then avoid using the credit card 
account for two months. 





Chapter 73 
Never Max Out Your 
Credit Cards 

One of the surest ways to lower your credit rating is to 
keep the outstanding balance due on your credit card at its 
limit. Every time you even come close to maxing out your 
card, it is recorded on your credit card scores. This tells the 

credit bureau that you need money ( can't cover your 
expenses) and are risky to a lender. 

In order to keep the credit bureaus from putting 
negative comments on your report, try to pay off your credit 
card balances in total each month. Remember, the closer you 
get that balance to zero, the better off your credit will be. 

To avoid maxing your card out, if you have to make a 
large purchase that approaches the maximum limit on one of 
your cards, you are better off to split the cost of it on two 
credit cards rather than max out just one card. 





Chapter 74 
Make Sure Your Credit 
Activity is Reported 

As the credit reporting system in both Canada and the 
United States is a voluntary system, many people are left 
with the impression that most of their credit activity goes 
unreported. However, just because the lenders are not 
required to report your payment history to the three national 
credit reporting agencies doesn't mean that they won't at any 
time in the future. This is why it is never a good idea to be 

tempted to make a payment a day or two late; the truth is, 
you never know what is going to end up on that report. Keep 
in mind too that it can take three months to a year for 

something that belongs on your report to actually be 
processed through the FICO system and turn up on your 
credit report. 

If your credit is not that great, then the lack of 
reporting to the credit agencies might be to your benefit. 
However, if you have excellent credit and you want the 
agencies to report your good payment history to the credit 

card bureaus, then you could be frustrated that lenders aren't 
seeing what a good customer you could be. 



When it comes to being lazy about reporting credit to 
the three big reporting agencies, credit unions are the worst 
offenders. To avoid not having your good borrowing habits 

recorded on FICO, avoid taking out loans at credit unions. 

However, if you must borrow from a credit union, you 
can always request that a credit union report your good 

behaviors to the credit bureaus personally. They will 
probably be more than happy to comply, even if they comply 
with it a little slower than other lenders. 
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Chapter 75 
Make All Mortgage and 
Insurance Inquiries 
Within 14 Days 

You have probably heard that every time you give a 

company permission to make an inquiry on your credit 

report, your credit rating is negatively affected. 

Fair Isaac Corporation recommends getting around this 

problem by doing all your shopping for an interest rate for a 

car loan or mortgagee within a two-week time period. As 

discussed in the last chapter, there is a loophole in the FICO 

calculation that says that all credit inquiries for car loans or 

mortgages within a two-week period will only count as one 

credit inquiry. 

Fair Isaac Corporation has mentioned in a press release 

that this time period will be extended to 45 days by 2007. 

However, so far, it hasn't happened yet. To be on the safe 

side, always try to contain your shopping for the best interest 
rates to that two-week period. 





Chapter 76 
A void Finance 
Companies That Can 
Lower Your Score! 

Not all lending companies are created equal, especially 
in the eyes of Fair Isaac Corporation scores! 

In general, the credit bureaus look at loans from banks 
and credit unions more favorably than those from general 
finance companies. This is because general finance 
companies tend to be sub-prime lenders. Anyone who is 
doing business with them tends to pay higher interest rates. 
The reason they have to settle for those high interest rates is 
because they are in trouble financially and this is how it will 
be interpreted by the credit bureaus. 

Here is a list of general finance companies that you 
should avoid taking a loan with as your association with 
them lowers your credit score: 

American General Finance 
Beneficial Finance 



CitiFinancial 

General Finance 
Lending Tree Finance 

HFC ( Household Financial Corporation) 

Lendmark Financial Services 
Americas Lending Partners 

Bancor Financial 

Harbor Credit 
Or any company with the word Finance in it 

A void these companies and borrow from more 

mainstream vendors who offer low interest rates. Getting the 

lowest interest you can on a loan or credit card reflects very 

well on your credit card. 
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Chapter 77 
Your Credit is Not 
Your Income 

One delusion that many people are under is assuming 

that the more money they make, the more credit they will be 

eligible for. Unfortunately, your income has nothing to do 
with your credit score. 

The only exception to this rule is if the lender is using 

an old-fashioned "application" score, which is a scoring 

method that was around before FICO was invented. The 
calculations for this score are based on information provided 

in your credit application. This is how lenders decided to 

extend credit years ago. 

However, for the most part, the fact that you have 

received an inheritance, won the lottery, got a new high 
paying job, received a raise, or received a hefty bonus has 

absolutely no impact on your score. 

This is because the FICO credit scores don't measure 

wealth, they measure trust. It tells lenders how willing you 

are to choose to make a payment on time. 





Chapter 78 
Don't Mistake Debit 
Cards for Credit Cards 

Lately, Visa and MasterCard as well as many of the 
sub-prime financing and loan companies such as 
CitiFinancial and Money Mart are putting out Debit Cards 
that have their logo on them. These debit cards look like 
credit cards, but they will do nothing to help increase your 
credit rating. 

Really all these cards are is a plastic check. Whether 
you use them or not has no impact on your credit scores. 

The problem is that many oJ these debit cards are 
marketed as credit cards. However, since there is no credit 
extended with these offers, the debit account will not appear 

on your credit reports, so don't make the mistake of thinking 
you can use this type of card to boost your credit. Instead, 

use your credit card and pay the full balance that you owe 
monthly in order to boost your credit! 





Chapter 79 
A void Co-Signing Loans 

A void co-signing a loan with anyone. It is too risky 

and not conducive to credit repair. 

First of all, even though the loan is co-signed, you are 

the person who is going to be held responsible for any late 

payments. These will also be reported on your credit reports 

and will lower your credit scores even if the late payment 

was not your fault. 

In addition, if the loan appears on your credit report, it 

can affect your debt-to-income ratio and lower your FICO 

score. This could limit your ability to qualify for credit. 

The best option is to loan the person cash, not your 

credit. It is best not to co-sign for anyone, but if that is the 

only option, make sure that your partner-in-credit fully 

understands the consequences if they are late with a payment 

or can't pay at all. 

Also be sure to sign an agreement on paper that the 

person will pay any extra interest back to you that might be 

incurred as the result of a failed payment. 





Chapter 80 
Use Your Credit! 

The more often you use your credit card and pay the 
balance on time, the higher your credit card score will be. 
Every time you pay cash instead of using your credit card to 
pay for a purchase, you are wasting an opportunity to boost 
your credit rating, which is an essential thing to remember if 
you are trying to repair your credit. 

The reason why you should use your cards as actively 
as possible is because lenders need to see that you can pay 

your bills on time. If nothing appears on your credit report 
for a period of time because you have only been paying with 
cash, you may be denied credit. This is also true if you insist 
on paying with a debit card that looks like a credit card but is 
not a credit card. 

If you are trying to build a credit history, it is 
especially crucial for you to use any available credit that you 
have and pay it back early. If you only use cash, you may not 
even have the minimum credit history to be qualified to even 

receive a credit score from a credit-reporting agency. 



The minimum information that you need on each credit 

report to keep it active is just one credit account that has 

been open for six months and one credit account that has 

been updated by a creditor within the past six months. 

Otherwise, your FICO score may transfer your credit profile 

into a score group that does not qualify for credit. 
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Chapter 81 
Never Let a Debt Go to 
Collection. 

The appearance of a collection account on your credit 
report can cause your credit score to fall dramatically. 

Unfortunately, once this happens, just paying the balance on 
this will not increase your credit score. Records of collection 

accounts stay on your credit report and affect your overall 
score more than seven years. 

One thing that you can try and negotiate is the 
reporting of the debt to the credit reporting agencies. Tell the 

lender or creditor that you will pay the debt in full provided 

the lapse of creditability is not reported to any of the three 
credit bureaus. Sometimes the creditor is so desperate to 

collect that they will agree to do this. 

In some cases, you can even convince the lender to 

write the credit bureau for you and have the negative 

comment of the collection account removed from your credit 
score. If you manage to pull this off, then your credit scores 

will increase exponentially! 





Chapter 82 
A void Transferring Credit 
Balances Too Often 

Transferring your credit balance to a card with a lower 
interest rate seems like a good idea. However, there is a risk 
that transferring credit card balances may in fact have the 
effect of lowering your credit scores. This is because all you 
are doing is "borrowing from Peter to pay Paul." 

Transferring balances from one credit card to another 

does not eliminate the debt itself. In this respect, your FICO 
score still records it as money you owe. This is because the 
FICO credit score is calculated on the amount of debt you 

owe in total. 

Another problem is that when you transfer balances to 
a new credit card, the new credit card company initiates a 
new credit inquiry that can also lower your credit score. If 
the new company approves you for the transfer of the 
balance, you can also receive a negative comment for closing 
the account that you are going to transfer your balance from. 





Chapter 83 
Use Reputable Credit 
Cards the Most 

If you are going to own a credit card, make sure it is 
from a big company. Credit cards from department stores or 
gas vendors are not considered to be major credit cards 
because they are usually issued by finance companies that 
are sub-prime lenders. 

The best way to consistently increase your credit 
scores is to maintain a few major credit cards well over a 
long period of time. This is because, unlike the credit 
companies and some types of independent lenders, the big 
four - Visa, MasterCard, American Express, and Discover -
always report credit history to the three main credit bureaus. 

So if you must have credit, keep in mind that the FICO 
scoring system considers the following cards to be "quality" 
credit that can raise your score -

· Visa 
· MasterCard 
· American Express 



· Discover 

Even having just one of these cards can substantially 

raise your credit rating. 
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Chapter 84 
Pay Monthly Payments 
Before the Due Date 

If you owe a loan, then it is a good idea to pay off your 
monthly payments before the exact date they are due each 
month. This is because loans are based on fixed amounts, 
called installments, which are usually paid off during the 
duration of a specific number of months. If you pay an 
amount due off early in the month, it increases the good 
standing of your account. The more your installment account 

is in good standing, the higher your credit scores will be. 

If you are trying to quickly create good credit, keep 
your mortgage payment or the installment loan on your car 
for as long as you possibly can before you need to refinance. 
If you pay early for a long time, you can really cause your 
three-digit score to skyrocket! 





Chapter 85 
Ask to Increase Your 
Credit Limit 

FICO scores are calculated partly by looking at all of 
your available credit (whether used or unused). When your 
credit limit is raised but your spending and paying patterns 
remain the same, the credit bureau perceives you as using 
less of your credit. This in tum can quickly increase your 
three-digit credit score and improve your credit rating! 

Asking for a raise to your credit limit is something that 
you should do on a regular basis - once every six months. 
This lowers your balances relative to your credit limit in the 

eyes of the credit bureaus, which impresses them and raises 
that FICO score. 

Asking for your credit limit to be raised can cause a 
negative comment on your score, if they run your credit 
through the bureaus. You can however ask for an increase 
and tell the credit card company representative you want an 
increase but do not want an inquiry on your credit report. 
That way, it will not lower your score. 





Chapter 86 
Practice Good Timing 

Unfortunately, it is all too easy to accidentally apply 
for credit at the wrong time. The biggest mistake that most 
borrowers make is applying for something like a credit card 

just moments before the mortgage deal is closed on the 
purchase or prior to the refinancing of a new home. 

The reason this is a big mistake is that some mortgages 
lenders will look at your credit scores twice - once at the 
time of application and once again before the loan closes. 
They do this to make sure that your credit score has 
remained the same or possibly improved. If you have given 
another lender such as a credit card company permission to 
look at your credit before the mortgage deal is closed, the 
hard inquiry that the second lender makes could cause your 
credit score to drop. If this happens, it could possibly 

sabotage the status of the first loan or mortgage. 





Chapter 87 
Business and Personal 
Credit Don't Mix 

If you are an entrepreneur or freelancer, it can be quite 

important that you separate your personal credit from your 
business credit. That way, if anything happens to your 
business, creditors can't take money from your personal 
accounts. 

Acquiring a couple of business credit cards is also a 
good idea because most business credit cards do not report 
on your personal credit report. In this way, a business credit 
card can come in handy in an expensive emergency because 
if they are maxed out, they are not likely to affect your 
personal credit scores. 

In fact, if you don't want your credit history reported 
to a national credit reporting agency at all, the best thing you 

can acquire is a busin~ss credit card from a credit union. 
However, to benefit from making timely payments, you 
usually have to coax a credit union into reporting your credit 

scores at all. 





Chapter 88 
A void the Debt 
Consolidation Loan 

The problem with a debt consolidation loan is that it 
does not necessarily eliminate the debt. In fact, in most 
cases, it simply frees people up to spend even more money 

and get into even deeper trouble. 

The intention of a debt consolidation loan is to give 
you enough money to pay off all of your credit cards. The 
problem is that people who are broke enough to have to 
apply for this type of loan usually need to use the credit 
cards again. and The debt consolidation loan is just a 
temporary fix for the problem that gives these chronic 
debtors a false sense of security! 

In general, it is recommended that you stay away from 
debt consolidation loans. The only exception is that you can 
consolidate your debt using a home equity loan. Although 
you could risk losing your home if you default on this loan, 
this type of loan is tax-deductible in many states and 

provinces in North America. 





Chapter 89 
Resist Pre-approved 
Offers 

The biggest myth associated with pre-approved credit 
card offers is that the credit card is already approved. This is 
simply not true. Usually, pre-approved means that you have 
been invited to apply for the offer. Once you apply, the credit 

card company or other lender damages your credit by 
making an inquiry into your credit score. They then usually 
offer you a much higher interest rate. 

The lender offering you the pre-approved credit 
doesn't even have to ask your permission to look at your 
credit. All they need is your Social Security number. If they 
ask you for your Social Security number on the application, 
then it means that they intend to pull your report. 

To be on the safe side, don't ever give your Social 

Security number out to any type of financial institution 
unless you are absolutely serious about opening an account 
with them and are able to take the "hit" of the hard inquiry 
on your credit report. 





Chapter 90 
Own, Don't Rent! 

The consumers with the highest FICO number scores 
are those who have successfully applied for and taken out a 
mortgage and then paid it on time throughout the full length 

of its term. In order to take out a mortgage, it means you 
must own a house. 

If you rent rather than own property, you look unstable 
to the credit bureaus that see the almighty mortgage as a sign 
of stability. 





Chapter 91 
Never Make Late 
Payments 

Late payments have the most negative impact. Late 

payments that have been made recently and frequently will 
hurt your credit score more than one isolated instance of 
making a late payment a year ago. 

A late payment is defined as any bill that is reported by 

a lender to any of three national credit reporting agencies 
that is late 31 days or more from the due date. 

If for some reason you find yourself short of cash in 

any given month, do whatever possible to not be late on any 
accounts that have already been reported as delinquent to a 
credit bureau. 





Chapter 92 
Have a Healthy Mix of 
Credit 

In the surreal world of FICO scores, there is a secret 

formula that calculates whether or not you are holding a 
healthy mix of credit. A healthy mix is a balanced mix 
meaning you do not use too many department store cards or 

only have one personal loan and no credit cards. 

According to FICO, the ideal scenario for credit 
holders is supposed to be the borrower who maintains one to 
two installment loans (mortgage and car usually), at least 

three of the major credit cards (usually Visa, MasterCard, 
and American Express) and just one or two retail cards 
(grocery store, Wal-Mart etc.) 

Penalizing you for not having enough or the right kind 
of credit is how these companies can encourage you to buy 
more credit products. 

Now that you have learned about many of the things 
that you shouldn't do to sabotage your credit, you have 
probably realized that you have already done most of them. 



It is important that you keep a watchful eye on your 

finances. Always know how much money is coming in and 

very importantly, how much is going out. The out-go is the 

one most folks wonder where all the money went. Always 

work to eliminate spending on unnecessary things, especially 
when it happens regularly. Ask yourself, "Can we really 

afford this?" Make so spur of the moment or emotional 

purchases. Sleep on the larger purchases and eight out of ten 
times, you won't even want to go back and buy what you 
"had to have" just the day before. 

If you ever become unable to pay your mortgage again: 

Communicate with your lender-you'll be surprised 
what a telephone call can do to ease the worry of a company 

that you're late with a payment. Call your mortgage 

company without ANY delay. Let them know that you are 

running behind. They face customers who avoid them. 
That's the norm, and they don't like it. Can you blame them? 

But think of the impression you can make by being the one 
who calls them. They won't be jumping up and down with 

joy that you're not paying on time, but on the other hand, 
they will love it that you are in contact with them. 

Find out what options or programs your lender has. 

They often have ways of turning temporary times of 

difficulty into manageable solutions. But these opportunities 

come at the beginning, not after a few months of ignoring 
their letters and calls. 
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Pay your most important bills first - Your house is 

your most important bill, then for most people having a car, 
lights and telephone are up there in importance. You have to 

get to work and be able to get around town. You can't do 

much living without the lights and running water. .. you get 
the point. 

As you can see, there is no reason to repeat your 
mistakes and no reason to be discouraged. Remember that 

part of the journey towards a new life without debt is the 

ability to learn from your lessons as well as take advantage 
of available advice, wise counsel, and financial resources at 

Van Wyk Family Financial Services. 

Pick Up The Phone. Call Today. 760-564-3060 or 
1-800-432-6910. 
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Part VII 
Appendices 



Appendix A: Equity Purchase and 
Notice of Cancellation Law Civil Code 
Section 1695 

CIVIL CODE 
SECTION 1695-1695.17 

1695. (a) The Legislature finds and declares that 
homeowners whose residences are in foreclosure have been 
subjected to fraud, deception, and unfair dealing by home 
equity purchasers. The recent rapid escalation of home 
values, particularly in the urban areas, has resulted in a 
significant increase in home equities which are usually the 
greatest financial asset held by the homeowners of this state. 
During the time period between the commencement of 
foreclosure proceedings and the scheduled foreclosure sale 
date, homeowners in financial distress, especially the poor, 
elderly, and financially unsophisticated, are vulnerable to the 
importunities of equity purchasers who induce homeowners 
to sell their homes for a small fraction of their fair market 

values through the use of schemes which often involve oral 
and written misrepresentations, deceit, intimidation, and 

other unreasonable commercial practices. 



(b) The Legislature declares that it is the express 
policy of the state to preserve and guard the precious asset of 
home equity, and the social as well as the economic value of 

homeownership. 
( c) The Legislature further finds that equity purchasers 

have a significant impact upon the economy and well-being 

of this state and its local communities, and therefore the 

provisions of this chapter are necessary to promote the public 
welfare. 

( d) The intent and purposes of this chapter are the 

following: 
(1) To provide each homeowner with information 

necessary to make an informed and intelligent decision 

regarding the sale of his or her home to an equity purchaser; 
to require that the sales agreement be expressed in writing; to 

safeguard the public against deceit and financial hardship; to 
insure, foster, and encourage fair dealing in the sale and 

purchase of homes in foreclosure; to prohibit representations 

that tend to mislead; to prohibit or restrict unfair contract 
terms; to afford homeowners a reasonable and meaningful 

opportunity to rescind sales to equity purchasers; and to 

preserve and protect home equities for the homeowners of 

this state. 
(2) This chapter shall be liberally construed to 

effectuate this intent and to achieve these purposes. 

1695 .1. The following definitions apply to this chapter: 

(a) "Equity purchaser" means any person who acquires 
title to any residence in foreclosure, except a person who 

acquires such title as follows: 
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(1) For the purpose of using such property as a 

personal residence. 
(2) By a deed in lieu of foreclosure of any voluntary 

lien or encumbrance of record. 

(3) By a deed from a trustee acting under the Power of 
Sale contained in a deed of trust or mortgage at a foreclosure 

sale conducted pursuant to Article 1 ( commencing with Sec

tion 2920) of Chapter 2 of Title 14 of Part 4 of Division 3. 

(4) At any sale of property authorized by statute. 

(5) By order or judgment of any court. 

( 6) From a spouse, blood relative, or blood relative of a 

spouse. 
(b) "Residence in foreclosure" and "residential real 

property in foreclosure" means residential real property con
sisting of one- to four-family dwelling units, one of which 

the owner occupies as his or her principal place of residence, 

and against which there is an outstanding notice of default, 
recorded pursuant to Article 1 ( commencing with Section 

2920) of Chapter 2 of Title 14 of Part 4 of Division 3. 
( c) "Equity seller" means any seller of a residence in 

foreclosure. 

( d) "Business day" means any calendar day except 
Sunday, or the following business holidays: New Year's 

Day, Washington's Birthday, Memorial Day, Independence 

Day, Labor Day, Columbus Day, Veterans' Day, 

Thanksgiving Day, and Christmas Day. 

( e) "Contract" means any off er or any contract, 

agreement, or arrangement, or any term thereof, between an 

equity purchaser and equity seller incident to the sale of a 

residence in foreclosure. 
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(f) "Property owner" means the record title owner of 

the residential real property in foreclosure at the time the 
notice of default was recorded. 

1695 .2. Every contract shall be written in letters of a 

size equal to 10-point bold type, in the same language 
principally used by the equity purchaser and equity seller to 

negotiate the sale of the residence in foreclosure and shall be 

fully completed and signed and dated by the equity seller and 

equity purchaser prior to the execution of any instrument of 

conveyance of the residence in foreclosure. 

1695.3. Every contract shall contain the entire 

agreement of the parties and shall include the following 

terms: 
(a) The name, business address, and the telephone 

number of the equity purchaser. 

(b) The address of the residence in foreclosure. 

( c) The total consideration to be given by the equity 

purchaser in connection with or incident to the sale. 

( d) A complete description of the terms of payment or 

other consideration including, but not limited to, any services 

of any nature which the equity purchaser represents he will 

perform for the equity seller before or after the sale. 

( e) The time at which possession is to be transferred to 

the equity purchaser. 

(f) The terms of any rental agreement. 

(g) A notice of cancellation as provided in subdivision 

(b) of Section 1695.5. 

(h) The following notice in at least 14-point boldface 

type, if the contract is printed or in capital letters if the 

contract is typed, and completed with the name of the equity 
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purchaser, immediately above the statement required by 
Section 1695.S(a): 

"NOTICE REQUIRED BY CALIFORNIA LAW 

Until your right to cancel this contract has ended, 
(Name) or anyone working for (Name) 
CANNOT ask you to sign or have you sign any deed or any 
other document." 

The contract required by this section shall survive 

delivery of any instrument of conveyance of the residence in 
foreclosure, and shall have no effect on persons other than 

the parties to the contract. 

1695.4. (a) In addition to any other right ofrescission, 
the equity seller has the right to cancel any contract with an 
equity purchaser until midnight of the fifth business day 
following the day on which the equity seller signs a contract 
that complies with this chapter or until 8 a.m. on the day 
scheduled for the sale of the property pursuant to a Power of 
Sale conferred in a deed of trust, whichever occurs first. 

(b) Cancellation occurs when the equity seller 
personally delivers written notice of cancellation to the 
address specified in the contract or sends a telegram 
indicating cancellation to that address. 

( c) A notice of cancellation given by the equity seller 
need not take the particular form as provided with the 
contract and, however expressed, is effective if it indicates 
the intention of the equity seller not to be bound by the 
contract. 
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1695.5. (a) The contract shall contain in immediate 

proximity to the space reserved for the equity seller's 
signature a conspicuous statement in a size equal to at least 

12-point bold type, if the contract is printed or in capital 

letters if the contract is typed, as follows: 

"You may cancel this contract for the sale of your 

house without any penalty or obligation at any time before 

(Date and time of day) 

See the attached notice of cancellation form for an 
explanation of this right." 

The equity purchaser shall accurately enter the date 
and time of day on which the rescission right ends. (b) The 

contract shall be accompanied by a completed form in 

duplicate, captioned "notice of cancellation" in a size equal 
to 12-point bold type, if the contract is printed or in capital 

letters if the contract is typed, followed by a space in which 

the equity purchaser shall enter the date on which the equity 

seller executes any contract. This form shall be attached to 

the contract, shall be easily detachable, and shall contain in 

type of at least 10-point, if the contract is printed or in capital 

letters if the contract is typed, the following statement 

written in the same language as used in the contract: 

"NOTICE OF CANCELLATION 

(Enter date contract signed) 

371 



You may cancel this contract for the sale of your 

house, without any penalty or obligation, at any time before 

(Enter date and time of day) 
To cancel this transaction, personally deliver a signed 

and dated copy of this cancellation notice, or send a telegram 

to 

(Name of purchaser) 

at 

(Street address of purchaser's place of business) 

NOT LATER THAN 

(Enter date and time of day) 

I hereby cancel this transaction 

(Date) 

" 
(Seller's signature) 

( c) The equity purchaser shall provide the equity seller 

with a copy of the contract and the attached notice of 

cancellation. 

( d) Until the equity purchaser has complied with this 

section, the equity seller may cancel the contract. 
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1695.6. (a) The contract as required by Sections 

1695.2, 1695.3, and 1695.5, shall be provided and completed 

in conformity with those sections by the equity purchaser. 

(b) Until the time within which the equity seller may 

cancel the transaction has fully elapsed, the equity purchaser 

shall not do any of the following: 

(1) Accept from any equity seller an execution of, or 

induce any equity seller to execute, any instrument of 

conveyance of any interest in the residence in foreclosure. 

(2) Record with the county recorder any document, 

including, but not limited to, any instrument of conveyance, 

signed by the equity seller. 

(3) Transfer or encumber or purport to transfer or 

encumber any interest in the residence in foreclosure to any 

third party, provided no grant of any interest or encumbrance 

shall be defeated or affected as against a bona fide purchaser 

or encumbrancer for value and without notice of a violation 

of this chapter, and knowledge on the part of any such 

person or entity that the property was "residential real 

property in foreclosure" shall not constitute notice of a 

violation of this chapter. This section shall not be deemed to 

abrogate any duty of inquiry which exists as to rights or 

interests of persons in possession of the residential real 

property in foreclosure. 

( 4) Pay the equity seller any consideration. 

( c) Within 10 days following receipt of a notice of 

cancellation given in accordance with Sections 1695.4 and 

1695.5, the equity purchaser shall return without condition 

any original contract and any other documents signed by the 

equity seller. 
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( d) An equity purchaser shall make no untrue or 

misleading statements regarding the value of the residence in 
foreclosure, the amount of proceeds the equity seller will 

receive after a foreclosure sale, any contract term, the equity 

seller's rights or obligations incident to or arising out of the 
sale transaction, the nature of any document which the equity 

purchaser induces the equity seller to sign, or any other 

untrue or misleading statement concerning the sale of the 
residence in foreclosure to the equity purchaser. 

( e) Whenever any equity purchaser purports to hold 
title as a result of any transaction in which the equity seller 
grants the residence in foreclosure by any instrument which 

purports to be an absolute conveyance and reserves or is 

given by the equity purchaser an option to repurchase such 
residence, the equity purchaser shall not cause any 

encumbrance or encumbrances to be placed on such property 

or grant any interest in such property to any other person 
without the written consent of the equity seller. Nothing in 

this subdivision shall preclude the application of paragraph 

(3) of subdivision (b). 

1695. 7. An equity seller may bring an action for the 

recovery of damages or other equitable relief against an 

equity purchaser for a violation of any subdivision of Section 

1695.6 or Section 1695.13. The equity seller shall recover 

actual damages plus reasonable attorneys' fees and costs. In 

addition, the court may award exemplary damages or 

equitable relief, or both, if the court deems such award 
proper, but in any event shall award exemplary damages in 

an amount not less than three times the equity seller's actual 

damages for any violation of paragraph (3) of subdivision (b) 
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of Section 1695.6 or Section 1695.13; or the court may 

award a civil penalty ofup to two thousand five hundred 
dollars ($2,500), but it may not award both exemplary 

damages and a civil penalty. Any action brought pursuant to 

this section shall be commenced within four years after the 
date of the alleged violation. 

1695.8. Any equity purchaser who violates any 
subdivision of Section 1695.6 or who engages in any 

practice which would operate as a fraud or deceit upon an 

equity seller shall, upon conviction, be punished by a fine of 
not more than twenty-five thousand dollars ($25,000), by 

imprisonment in the county jail for not more than one year, 

or in the state prison, or by both that fine and imprisonment 
for each violation. 

1695.9. The provisions of this chapter are not 

exclusive and are in addition to any other requirements, 

rights, remedies, and penalties provided by law. 

1695.10. Any waiver of the provisions of this chapter 

shall be void and unenforceable as contrary to the public 

policy. 

169 5 .11. If any provision of this chapter, or if any 

application thereof to any person or circumstance is held 

unconstitutional, the remainder of this chapter and the 

application of its provisions to other persons and 

circumstances shall not be affected thereby. 
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1695.12. In any transaction in which an equity seller 
purports to grant a residence in foreclosure to an equity 
purchaser by any instrument, which appears to be an 
absolute conveyance and reserves to himself or herself or is 
given by the equity purchaser an option to repurchase, such 
transaction shall create a presumption affecting the burden of 
proof, which may be overcome by clear and convincing 
evidence to the contrary that the transaction is a loan 
transaction, and the purported absolute conveyance is a 
mortgage; however, such presumption shall not apply to a 
bona fide purchaser or encumbrancer for value without 
notice of a violation of this chapter, and knowledge on the 
part of any such person or entity that the property was 
"residential real property in foreclosure" shall not constitute 
notice of a violation of this chapter. This section shall not be 

deemed to abrogate any duty of inquiry which exists as to 
rights or interests of persons in possession of the residential 
real property in foreclosure. 

1695 .13. It is unlawful for any person to initiate, enter 
into, negotiate, or consummate any transaction involving 

residential real property in foreclosure, as defined in Section 
1695 .1, if such person, by the terms of such transaction, 
takes unconscionable advantage of the property owner in 

foreclosure. 

1695.14. (a) In any transaction involving residential 
real property in foreclosure, as defined in Section 1695.1, 

which is in violation of Section 1695 .13 is voidable and the 
transaction may be rescinded by the property owner within 
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two years of the date of the recordation of the conveyance of 

the residential real property in foreclosure. 
(b) Such rescission shall be effected by giving written 

notice as provided in Section 1691 to the equity purchaser 
and his successor in interest, if the successor is not a bona 
fide purchaser or encumbrancer for value as set forth in 
subdivision ( c ), and by recording such notice with the county 

recorder of the county in which the property is located, 
within two years of the date of the recordation of the 
conveyance to the equity purchaser. The notice of rescission 
shall contain the names of the property owner and the name 
of the equity purchaser in addition to any successor in 

interest holding record title to the real property and shall 
particularly describe such real property. The equity 
purchaser and his successor in interest if the successor is not 
a bona fide purchaser or encumbrancer for value as set forth 
in subdivision ( c ), shall have 20 days after the delivery of the 
notice in which to reconvey title to the property free and 
clear of encumbrances created subsequent to the rescinded 
transaction. Upon failure to reconvey title within such time, 
the rescinding party may bring an action to enforce the 

rescission and for cancellation of the deed. 
( c) The provisions of this section shall not affect the 

interest of a bona fide purchaser or encumbrancer for value if 
such purchase or encumbrance occurred prior to the 
recordation of the notice of rescission pursuant to 
subdivision (b ). Knowledge that the property was residential 
real property in foreclosure shall not impair the status of 
such persons or entities as bona fide purchasers or 

encumbrancers for value. This subdivision shall not be 
deemed to abrogate any duty of inquiry which exists as to 

377 



rights or interests of persons in possession of the residential 
real property in foreclosure. 

( d) In any action brought to enforce a rescission 
pursuant to this section, the prevailing party shall be entitled 
to costs and reasonable attorneys fees. 

( e) The remedies provided by this section shall be in 
addition to any other remedies provided by law. 

1695.15. (a) An equity purchaser is liable for all 
damages resulting from any statement made or act 
committed by the equity purchaser's representative in any 
manner connected with the equity purchaser's acquisition of 

a residence in foreclosure, receipt of any consideration or 
property from or on behalf of the equity seller, or the 
performance of any act prohibited by this chapter. 

(b) "Representative" for the purposes of this section 
means a person who in any manner solicits, induces, or 
causes any property owner to transfer title or solicits any 
member of the property owner's family or household to 
induce or cause any property owner to transfer title to the 
residence in foreclosure to the equity purchaser. 

1695.16. (a) Any provision of a contract which 
attempts or purports to limit the liability of the equity 

purchaser under Section 1695.15 shall be void and shall at 
the option of the equity seller render the equity purchase 
contract void. The equity purchaser shall be liable to the 
equity seller for all damages proximately caused by that 
provision. Any provision in a contract which attempts or 
purports to require arbitration of any dispute arising under 
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this chapter shall be void at the option of the equity seller 

only upon grounds as exist for the revocation of any contract. 
(b) This section shall apply to any contract entered into 

on or after January 1, 1991. 

1695.17. (a) Any representative, as defined in 
subdivision (b) of Section 1695.15, deemed to be the agent 

or employee, or both the agent and the employee of the 
equity purchaser shall be required to provide both of the 
following: 

(1) Written proof to the equity seller that the 
representative has a valid current California Real Estate 
Sales License and that the representative is bonded by an 
admitted surety insurer in an amount equal to twice the fair 
market value of the real property which is the subject of the 
contract. 

(2) A statement in writing, under penalty of perjury, 
that the representative has a valid current California Real 
Estate Sales License, is bonded by an admitted surety insurer 
in an amount equal to at least twice the value of the real 
property which is the subject of the contract and has 
complied with paragraph (1). The written statement required 
by this paragraph shall be provided to all parties to the 
contract prior to the transfer of any interest in the real 
property which is the subject of the contract. 

(b) The failure to comply with subdivision (a) shall at 
the option of the equity seller render the equity purchase 
contract void and the equity purchaser shall be liable to the 
equity seller for all damages proximately caused by the 

failure to comply. 
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Appendix B: Foreclosure Consultant 
Law - Civil Code Section 2945 

CIVIL CODE 
SECTION 2945-2945.11 

2945. (a) The Legislature finds and declares that 

homeowners whose residences are in foreclosure are subject 
to fraud, deception, harassment, and unfair dealing by 

foreclosure consultants from the time a Notice of Default is 

recorded pursuant to Section 2924 until the time surplus 

funds from any foreclosure sale are distributed to the 

homeowner or his or her successor. Foreclosure consultants 
represent that they can assist homeowners who have 
defaulted on obligations secured by their residences. These 

foreclosure consultants, however, often charge high fees, the 

payment of which is often secured by a deed of trust on the 
residence to be saved, and perform no service or essentially a 
worthless service. Homeowners, relying on the foreclosure 

consultants' promises of help, take no other action, are 
diverted from lawful businesses which could render 

beneficial services, and often lose their homes, sometimes to 

the foreclosure consultants who purchase homes at a fraction 
of their value before the sale. Vulnerable homeowners are 

increasingly relying on the services of foreclosure 

consultants who advise the homeowner that the foreclosure 

consultant can obtain the remaining funds from the 

foreclosure sale if the homeowner executes an assignment of 

the surplus, a deed, or a power of attorney in favor of the 

foreclosure consultant. This results in the homeowner paying 
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an exorbitant fee for a service when the homeowner could 

have obtained the remaining funds from the trustee's sale 
from the trustee directly for minimal cost if the homeowner 

had consulted legal counsel or had sufficient time to receive 
notices from the trustee pursuant to Section 2924j regarding 
how and where to make a claim for excess proceeds. 

(b) The Legislature further finds and declares that 

foreclosure consultants have a significant impact on the 
economy of this state and on the welfare of its citizens. 

( c) The intent and purposes of this article are the 

following: 

(1) To require that foreclosure consultant service 

agreements be expressed in writing; to safeguard the public 

against deceit and financial hardship; to permit rescission of 
foreclosure consultation contracts; to prohibit representations 

that tend to mislead; and to encourage fair dealing in the 

rendition of foreclosure services. 

(2) The provisions of this article shall be liberally 
construed to effectuate this intent and to achieve these 

purposes. 

2945.1 . The following definitions apply to this chapter: 
(a) "Foreclosure consultant" means any person who 

makes any solicitation, representation, or offer to any owner 

to perform for compensation or who, for compensation, 
performs any service which the person in any manner 

represents will in any manner do any of the following: 
(1) Stop or postpone the foreclosure sale. 

(2) Obtain any forbearance from any beneficiary or 
mortgagee. 
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(3) Assist the owner to exercise the right of 

reinstatement provided in Section 2924c. 

( 4) Obtain any extension of the period within which 

the owner may reinstate his or her obligation. 

(5) Obtain any waiver of an acceleration clause 
contained in any promissory note or contract secured by a 

deed of trust or mortgage on a residence in foreclosure or 

contained that deed of trust or mortgage. 

( 6) Assist the owner to obtain a loan or advance of 
funds. 

(7) Avoid or ameliorate the impairment of the owner's 

credit resulting from the recording of a notice of default or 

the conduct of a foreclosure sale. 

(8) Save the owner's residence from foreclosure. 
(9) Assist the owner in obtaining from the beneficiary, 

mortgagee, trustee under a Power of Sale, or counsel for the 

beneficiary, mortgagee, or trustee, the remaining proceeds 

from the foreclosure sale of the owner's residence. 
(b) A foreclosure consultant does not include any of 

the following: 
(1) A person licensed to practice law in this state when 

the person renders service in the course of his or her practice 
as an attorney at law. 

(2) A person licensed under Division 3 ( commencing 

with Section 12000) of the Financial Code when the person 

is acting as a prorater as defined therein. 

(3) A person licensed under Part 1 (commencing with 

Section 10000) of Division 4 of the Business and Professions 

Code when the person makes a direct loan or when the 

person (A) engages in acts whose performance requires 

licensure under that part, (B) is entitled to compensation for 
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the acts performed in connection with the sale of a residence 
in foreclosure or with the arranging of a loan secured by a 
lien on a residence in foreclosure, ( C) does not claim, 

demand, charge, collect, or receive any compensation until 
the acts have been performed or cannot be performed 
because of an owner's failure to make the disclosures set 

forth in Section 10243 of the Business and Professions Code 
or failure to accept an offer from a purchaser or lender ready, 
willing, and able to purchase a residence in foreclosure or 
make a loan secured by a lien on a residence in foreclosure 
on the terms prescribed in a listing or a loan agreement, and 
(D) does not acquire any interest in a residence in 

foreclosure directly from an owner for whom the person 

agreed to perform the acts other than as a trustee or 
beneficiary under a deed of trust given to secure the payment 
of a loan or that compensation. For the purposes of this 
paragraph, a "direct loan" means a loan of a real estate 
broker's own funds secured by a deed of trust on the 
residence in foreclosure, which loan and deed of trust the 
broker in good faith attempts to assign to a lender, for an 
amount at least sufficient to cure all of the defaults on 

obligations which are then subject to a recorded notice of 
default, provided that, if a foreclosure sale is conducted with 
respect to the deed of trust, the person conducting the 
foreclosure sale has no interest in the residence in 
foreclosure or in the outcome of the sale and is not owned, 
controlled, or managed by the lending broker; the lending 
broker does not acquire any interest in the residence in 
foreclosure directly from the owner other than as a 
beneficiary under the deed of trust; and the loan is not made 

384 



for the purpose or effect of avoiding or evading the 

provisions of this article. 
(4) A person licensed under Chapter 1 (commencing 

with Section 5000) of Division 3 of the Business and 

Professions Code when the person is acting in any capacity 
for which the person is licensed under those provisions. 

( 5) A person or his or her authorized agent acting 

under the express authority or written approval of the 

Department of Housing and Urban Development or other 

department or agency of the United States or this state to 

provide services. 
(6) A person who holds or is owed an obligation 

secured by a lien on any residence in foreclosure when the 

person performs services in connection with this obligation 
or lien. 

(7) Any person licensed to make loans pursuant to 

Division 9 (commencing with Section 22000), 10 

( commencing with Section 24000), or 11 ( commencing with 
Section 26000) of the Financial Code, subject to the 

authority of the Commissioner of Corporations to terminate 
this exclusion, after notice and hearing, for any person 

licensed pursuant to any of those divisions upon a finding 

that the licensee is found to have engaged in practices 
described in subdivision (a) of Section 2945. 

(8) Any person or entity doing business under any law 
of this state, or of the United States relating to banks, trust 

companies, savings and loan associations, industrial loan 

companies, pension trusts, credit unions, insurance 

companies, or any person or entity authorized under the laws 

of this state to conduct a title or escrow business, or a 

mortgagee which is a United States Department of Housing 
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and Urban Development approved mortgagee and any 

subsidiary or affiliate of the above, and any agent or 
employee of the above while engaged in the business of 

these persons or entities. 
(9) A person licensed as a residential mortgage lender 

or servicer pursuant to Division 20 ( commencing with 

Section 50000) of the Financial Code, when acting under the 

authority of that license. 
(c) Notwithstanding subdivision (b), any person who 

provides services pursuant to paragraph (9) of subdivision 

(a) is a foreclosure consultant unless he or she is the owner's 

attorney. 

( d) "Person" means any individual, partnership, 

corporation, limited liability company, association or other 
group, however organized. 

( e) "Service" means and includes, but is not limited to, 

any of the following: 

( 1) Debt, budget, or financial counseling of any type. 

(2) Receiving money for the purpose of distributing it 

to creditors in payment or partial payment of any obligation 

secured by a lien on a residence in foreclosure. 

(3) Contacting creditors on behalf of an owner of a 

residence in foreclosure. 
(4) Arranging or attempting to arrange for an extension 

of the period within which the owner of a residence in 

foreclosure may cure his or her default and reinstate his or 
her obligation pursuant to Section 2924c. 

(5) Arranging or attempting to arrange for any delay or 

postponement of the time of sale of the residence in 

foreclosure. 
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( 6) Advising the filing of any document or assisting in 
any manner in the preparation of any document for filing 
with any bankruptcy court. 

(7) Giving any advice, explanation or instruction to an 
owner of a residence in foreclosure which in any manner 
relates to the cure of a default in or the reinstatement of an 
obligation secured by a lien on the residence in foreclosure, 

the full satisfaction of that obligation, or the postponement or 
avoidance of a sale of a residence in foreclosure pursuant to 
a Power of Sale contained in any deed of trust. 

(8) Arranging or attempting to arrange for the payment 
by the beneficiary, mortgagee, trustee under a Power of Sale, 
or counsel for the beneficiary, mortgagee, or trustee, of the 
remaining proceeds to which the owner is entitled from a 
foreclosure sale of the owner's residence in foreclosure. 

Arranging or attempting to arrange for the payment shall 
include any arrangement where the owner transfers or 

assigns the right to the remaining proceeds of a foreclosure 
sale to the foreclosure consultant or any person designated 
by the foreclosure consultant, whether that transfer is 
effected by agreement, assignment, deed, power of attorney, 
or assignment of claim. 

(f) "Residence in foreclosure" means a residence in 
foreclosure as defined in Section 1695.1. 

(g) "Owner" means a property owner as defined in 
Section 1695.1. 

(h) "Contract" means any agreement, or any term 
thereof, between a foreclosure consultant and an owner for 

the rendition of any service as defined in subdivision ( e ). 
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2945.2. (a) In addition to any other right under law to 
rescind a contract, an owner has the right to cancel such a 
contract until midnight of the third "business day" as defined 

in subdivision ( e) of Section 1689 .5 after the day on which 
the owner signs a contract which complies with Section 
2945.3. 

(b) Cancellation occurs when the owner gives written 
notice of cancellation to the foreclosure consultant at the 
address specified in the contract. 

(c) Notice of cancellation, if given by mail, is effective 
when deposited in the mail properly addressed with postage 
prepaid. 

( d) Notice of cancellation given by the owner need not 

take the particular form as provided with the contract and, 
however expressed, is effective if it indicates the intention of 

the owner not to be bound by the contract. 

2945.3. (a) Every contract shall be in writing and shall 
fully disclose the exact nature of the foreclosure consultant's 
services and the total amount and terms of compensation. 

(b) The following notice, printed in at least 14-point 

boldface type and completed with the name of the 
foreclosure consultant, shall be printed immediately above 
the statement required by subdivision (c): 

"NOTICE REQUIRED BY CALIFORNIA LAW 

(Name) 
or anyone working for him or her CANNOT: 
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(1) Take any money from you or ask you for money 

until 

(Name) 

has completely finished doing everything he or she said he or 
she would do; and 

(2) Ask you to sign or have you sign any lien, deed of 

trust, or deed." 

( c) The contract shall be written in the same language 

as principally used by the foreclosure consultant to describe 

his or her services or to negotiate the contract; shall be dated 

and signed by the owner; and shall contain in immediate 

proximity to the space reserved for the owner's signature a 
conspicuous statement in a size equal to at least 10-point 

bold type, as follows: "You, the owner, may cancel this 

transaction at any time prior to midnight of the third business 

day after the date of this transaction. See the attached notice 

of cancellation form for an explanation of this right." 

( d) The contract shall contain on the first page, in a 

type size no smaller than that generally used in the body of 

the document, each of the following: 

(1) The name and address of the foreclosure consultant 

to which the notice or cancellation is to be mailed. 

(2) The date the owner signed the contract. 

( e) The contract shall be accompanied by a completed 

form in duplicate, captioned "notice of cancellation", which 

shall be attached to the contract, shall be easily detachable, 

and shall contain in type of at least 10-point the following 

statement written in the same language as used in the 

contract: 
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to 

at 

"NOTICE OF CANCELLATION 

(Enter date of transaction) (Date) 

You may cancel this transaction, without any penalty or 
obligation, within three business days from the above 

date. 
To cancel this transaction, mail or deliver a signed and 
dated copy of this cancellation notice, or any other 

written notice, or send a telegram 

(Name of foreclosure consultant) 

(Address of foreclosure consultant's place of business) 

NOT LATER THAN MIDNIGHT OF 

(Date) 

I hereby cancel this transaction: 

(Date) 

(Owner's signature) 
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( f) The foreclosure consultant shall provide the owner 
with a copy of the contract and the attached notice of 
cancellation. 

(g) Until the foreclosure consultant has complied with 
this section, the owner may cancel the contract. 

(h) After the 65-day period following the foreclosure 

sale, the foreclosure consultant may enter into a contract to 
assist the owner in arranging, or arrange for the owner, the 
release of funds remaining after the foreclosure sale 
("surplus funds") from the beneficiary, mortgagee, trustee 

under a Power of Sale, or counsel for the beneficiary, 
mortgagee, or trustee. However, prior to entering into that 

contract, the foreclosure consultant shall do all of the 
following: 

(1) Prepare and deliver to the owner a notice in 14-
point boldface type and substantially in the form set forth 
below. 

(2) Obtain a receipt executed by each owner and 
acknowledged before a notary public, acknowledging a copy 
of the notice set forth below. 

"NOTICE TO OWNER 

(Date of Contract) (Date signed by Owner) 

(Date of Foreclosure Sale) 
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You may be entitled to receive all or a portion of the 
surplus funds generated from the foreclosure sale of your 
real property located at: 
_________________ , California on 

without paying any fees or costs of any kind to a third party. 
You should check directly with the trustee or beneficiary 

who conducted the foreclosure sale of your property to 
determine the name, address, and telephone number of the 
party to whom you can direct inquiries regarding filing a 

claim for surplus funds without paying a fee to a third party. 
No person or entity may require you to enter into any 

agreement requiring the payment of a fee to that person or 
entity in order to receive the surplus funds from the 
foreclosure sale to which you may be entitled during the 65 
days after the date of the trustee's sale." 

2945.4. It shall be a violation for a foreclosure 
consultant to: 

(a) Claim, demand, charge, collect, or receive any 
compensation until after the foreclosure consultant has fully 

performed each and every service the foreclosure consultant 
contracted to perform or represented that he or she would 
perform. 

(b) Claim, demand, charge, collect, or receive any fee, 
interest, or any other compensation for any reason which 
exceeds 10 percent per annum of the amount of any loan 
which the foreclosure consultant may make to the owner. 

( c) Take any wage assignment, any lien of any type on 
real or personal property, or other security to secure the 
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payment of compensation. That security shall be void and 

unenforceable. 
( d) Receive any consideration from any third party in 

connection with services rendered to an owner unless that 

consideration is fully disclosed to the owner. 
( e) Acquire any interest in a residence in foreclosure 

from an owner with whom the foreclosure consultant has 

contracted. Any interest acquired in violation of this 
subdivision shall be voidable, provided that nothing herein 

shall affect or defeat the title of a bona fide purchaser or 

encumbrancer for value and without notice of a violation of 
this article. Knowledge that the property was "residential real 

property in foreclosure," does not constitute notice of a 

violation of this article. This subdivision may not be deemed 
to abrogate any duty of inquiry which exists as to rights or 

interests of persons in possession of residential real property 
in foreclosure. 

(f) Take any power of attorney from an owner for any 

purpose, except to inspect documents as provided by law. 
(g) Induce or attempt to induce any owner to enter into 

a contract which does not comply in all respects with 

Sections 2945.2 and 2945.3. 

(h) Enter into an agreement to assist the owner in 
arranging, or arrange for the owner, the release of surplus 

funds prior to 65 days after the trustee's sale is conducted, 

whether the agreement involves direct payment, assignment, 
deed, power of attorney, or assignment of claim from an 

owner to the foreclosure consultant or any person designated 

by the foreclosure consultant. 

393 



2945.5. Any waiver by an owner of the provisions of 

this article shall be deemed void and unenforceable as 

contrary to public policy. Any attempt by a foreclosure 

consultant to induce an owner to waive his rights shall be 

deemed a violation of this article. 

2945.6. (a) An owner may bring an action against a 

foreclosure consultant for any violation of this chapter. 

Judgment shall be entered for actual damages, reasonable 

attorneys' fees and costs, and appropriate equitable relief. 

The court also may, in its discretion, award exemplary 

damages and shall award exemplary damages equivalent to 

at least three times the compensation received by the 

foreclosure consultant in violation of subdivision (a), (b ), or 
( d) of Section 2945 .4, and three times the owner's actual 

damages for any violation of subdivision ( c ), ( e ), or (g) of 
Section 2945.4, in addition to any other award of actual or 

exemplary damages. 

(b) The rights and remedies provided in subdivision (a) 
are cumulative to, and not a limitation of, any other rights 

and remedies provided by law. Any action brought pursuant 
to this section shall be commenced within four years from 
the date of the alleged violation. 

2945.7. Any person who commits any violation 

described in Section 2945.4 shall be punished by a fine of 
not more than ten thousand dollars ($10,000), by 

imprisonment in the county jail for not more than one year, 

or in the state prison, or by both that fine and imprisonment 
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for each violation. These penalties are cumulative to any 

other remedies or penalties provided by law. 

2945.8. If any provision of this article or the 

application thereof to any person or circumstance is held to 
be unconstitutional, the remainder of the article and the 

application of such provision to other persons and 

circumstances shall not be affected thereby. 

2945.9. A foreclosure consultant is liable for all 

damages resulting from any statement made or act 
committed by the foreclosure consultant's representative in 

any manner connected with the foreclosure consultant's (1) 

performance, offer to perform, or contract to perform any of 
the services described in subdivision (a) of Section 2945 .1, 

(2) receipt of any consideration or property from or on behalf 

or an owner, or (3) performance of any act prohibited by this 

article. 

(b) "Representative" for the purposes of this section 
means a person who in any manner solicits, induces, or 

causes (1) any owner to contract with a foreclosure 

consultant, (2) any owner to pay any consideration or 

transfer title to the residence in foreclosure to the foreclosure 

consultant, or (3) any member of the owner's family or 

household to induce or cause any owner to pay any 

consideration or transfer title to the residence in foreclosure 
to the foreclosure consultant. 

2945.10. (a) Any provision in a contract which 

attempts or purports to limit the liability of the foreclosure 

consultant under Section 2945.9 shall be void and shall at the 
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option of the owner render the contract void. The foreclosure 

consultant shall be liable to the owner for all damages 

proximately caused by that provision. Any provision in a 

contract which attempts or purports to require arbitration of 

any dispute arising under this chapter shall be void at the 
option of the owner only upon grounds as exist for the 

revocation of any contract. 

(b) This section shall apply to any contract entered into 

on or after January 1, 1991. 

2945.11. (a) Any representative, as defined in 

subdivision (b) of Section 2945.9, deemed to be the agent or 

employee or both the agent and the employee of the 

foreclosure consultant shall be required to provide both of 

the following: 

(1) Written proof to the owner that the representative 

has a valid current California Real Estate Sales License and 

that the representative is bonded by an admitted surety 

insurer in an amount equal to at least twice the fair market 

value of the real property that is the subject of the contract. 

(2) A statement in writing, under penalty of perjury, 

that the representative has a valid current California Real 

Estate Sales License, that the representative is bonded by an 

admitted surety insurer in an amount equal to at least twice 

the value of the real property that is the subject of the 

contract and has complied with paragraph (1). The written 

statement required by this paragraph shall be provided to all 

parties to the contract prior to the transfer of any interest in 

the real property that is the subject of the contract. 

(b) The failure to comply with subdivision (a) shall, at 

the option of the owner, render the contract void and the 
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foreclosure consultant shall be liable to the owner for all 

damages proximately caused by the failure to comply. 
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HOW TO SAVE YOUR HOME 

California is one of the toughest foreclosure states in America. Homeowners in 
default don't stand a chance; that is, unless they possess the most powerful to«;I 
that can allow them to take an offensive approach. That tool is knowledge. 

Many people simply give their homes away, not knowing of the many op
tions they have right in front of them. And those asking to "help" are NOT going 
to fess up about those options. In fact, you'll often hear that you have no option 
but to walk away, leaving your home and your equity behind. 

Understanding the different kinds of foreclosures, knowing more about 
the investor who wants to come to your rescue and "save you from ruin;' and a 
dozen other very important things about which you must be enlightened, can 
make all the difference in saving your home or losing it, destroying your credit or 
keepirig your score from plummeting. 
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