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Sellers say: “I need to sell, but..”
Dealing with sellers now that
the real estate bubble has burst

By George Richards, real estate Auctioneer

For many months economists and business writers have
been whining about the coming decline in real estate markets.
Mast of us who sell real estate ar auction saw this coming
months ago. Indeed, conditions are reminiscent to the late
1980s which ultimarely led o the collapse of an entire indus-
try, the Savings and Loan associarions.

While many political observations could be made that were
connected to that collapse and gave rise ro government inter-
vention through the Resolution Trust Corporarion, condi-
tions in 2006 are not the same. Simply stated, whar goes up
eventually comes back down. Real estate has almost always
been such a marker.

For the past few years, prices being paid for residential prop
erties lacked any true support or justificarion. It is often said
appraising real estate is an art and nor a science. In this mar-
ker appraising real estate probably requires a crystal ball or
mirrors. As most markets continue declining, appraising real
estate will offer challenges o even the most sophisticated and
professional appraisers. Since most purchasers depend upon
being able to finance through lenders, obraining appraisals in
support ol the purchase price is essenrtial ro commerce. In
truch, there is not any real means o know if and when the
marker will borrom our, Some markets remain vibrant, how-
ever, while a stare of panic has not been declared, major price
reductions are in store.

There can be lictle doubt abour a rransition from a seller’s
market to a buyer's market with many products 1o chose
from. The number of properties now listed through the
Multiple Listing Service (MLS) is growing rapidly, causing
some sellers ro become anxious. Those with high monthly
payments or who are making payments on more than one
property are probably nearing high levels of frustration. Many
markets are saturated with single family homes, condomini-
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ums, vacant land, residential vacant lots and acreage. Many
developers and home builders continue projects ata cureailed
pace, yet taking the nexe step, that is, delaying new construc-
tion starts, could have immediare impact o our economy.
One of the most important economic measuring sticks relates
to construction starts since America's economic well being
depends upon industries supplying products and services o
builders. Once construction grinds to a halt or is significantly
sbwed, other industries will soon falter.

There are now more sellers than buyers, however, many with
real estate to sell find chemselves in the unenviable position of
knowing they need o sell, but have sitnarions which mighe
make doing so nexe to impossible.

Many have morrgages with outstanding balances which far
exceed the currenr value of their property. Others are still
grasping for thar straw of hope which tells them their proper-
ty is worth far more than it really is. Yer others, are not will-
ing to admit they now find themselves upside down in an
unpredictable market where compertition is fierce. Many
recent appointments with potential sellers who are now con-
sidering aucrions as the vehicle of salvation say they want to
sell, are forced to sell, bur must have some set certain price.
Sadly, some are likely to find themselves in court facing fore-
closure, h:mkrup:q' and almost certain financial ruin.

On the other hand, there are sellers who recognize the uncer-
tainty of this marker and welcome the advise of a professional
Auctioneer. From past experience, I've found that when a poten-
tial seller must be convinced an auction would be useful o
them, there is usually a no sale waiting righr around the corner.
Az the old commercial so apllj’ states: ™o wine hefore irs dime.”
Somerimes it secems sellers have to suffer with a property or sir-
wation for an extended period of time before coming to the deci-
sion an auction would be beneficial 1o them.
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Sellers unwilling to let market prevail

Some of those secking information about auctions seeming-
ly have an agenda, special conditions or unrealistic expecta-
tions, Many expect their properries 1o be sold even though
they are not willing to allow the marker ro seek and find irs
own level which is best accomplished through a true absolure
auction. Some seem to recognize the dire state of their finan
cial affairs yer expect Auctioneers to have a "magic bullet” in
their briefcase capable of making away the pain of realizing
what true market value is likely 1o bring,

Only sellers who are truly mortivated are likely o find suc-
cess. o is hard 1o understand the reason anyone would wanr
to have a professionally conducted auction yet be unwilling to
accepr the final price achieved. When a property fails to sell ar
an aucrion, ir is unusual for prices to increase since most prop-
erties tend ro become rainted by rhe final price obrained on
auction day. It is devastating to the marker value of a proper-
ty when the top bid price ends at 50% of what it should have
brought on auction day.

If we believe in this method of sale, then it only follows
thar prices achieved on auction day equal marker value. This
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event actually knows rheir job and understands conditions of

the marketplace.

Certainly, there are reasons properties fail to achieve acrual
market value, however, past experience indicates the major
source of failure lies in the first meeting with a seller, when
demands are made for cerrain price levels. Ofen, the best
course of action is to decline the aucrion rarher than accept
conditions imposed by an unmorivared seller. When a seller is
unwilling to sell 1o the highest bidder, there is lirtde ro no
ceuity in a property or an expectation of achieving the price
stared in an appraisal recently ordered, even an auction might
nat provide a salurion.

There can be other contributing facrors such as the inexpe-
rience of the Auctioneer in charge of the evenr, however, most
properties that fail to sell ar auction can be rracked back ro
that very first meeting with the seller. When they are commut-
red 1o the success of the auction, every elfort will be made to

make certain the event works the way it was |1|-.|:mu.l.
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lﬁﬁéﬂ estate, continued from 29

Mo doubr, some Auctioneers will be rrying ro sell real estare ar
auction who lack experience who are hired by unknowing sell-
ers. Selling real estare ar auction is a specialty thar is similar o
Aucrioneers selling thoroughbred horses, fine artwork, antiques
or similar items where knowledge of the product being offered is
mﬁ]]lil—ll ili'l. LIIL' Outcome IJ'Ft}]{: CVEntL. ."';Fldl:\’-,. sOIme ﬂ.":ll CREAre hTﬂ'
kers and orhers Em:kinp_ expertise will arempre mmlu::['mg auc-
ticons with predicrable results,

Some in the real estate market recently had as their motation
to become rich, with no regular job and no cash investment but
an ability o amass a large net worth through investing in real
estate. Some |:|un._'|1:15::d properties that were yet to be built (pre-
construction) knowing they would never live there since the
contract would be Hipped. In some markets, this pmdu::::d grear
results, however, it has created an artificial marker,

Florida’s glut of unsold condos

For example, in South Florida, it was recently reporred
there are more than 25,000 unsold condominiums. The same
report indicared orher projecrs scheduled ro break ground in
2006 will not be built because of a weakening marker. Also
consider the large number of rental apartment complexes that
were in the process of being converted o condominiums.
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Many of the same complexes have nearly abandoned marker-
ing efforts and now seek tenants since there is little demand
for their units. Many people purchased acreage and vacant
lots in towns and cites foreign to them which were intended
to be resold on eBay or some other electronic source. This has
also resulted in crearion of artificial markers wirth prices thar
are difficult to justify. These conditions remind me of the land
rush of the early 19005 in Florida when unsuspecting
investors were sold swamp land. There will be a day of reck-
oning, a day when unsuspecting land owners actually visit the
land they now own or are making mortgage payments on.

Probably ane of the mosr serious situarions concerns own-
ers of residenrial properties who have virrually lived from refi-
nancing and creation of artificial equity accumulation. There
are many who watched the market closely and as there was a
build up of equity, they immediately refinanced. Some used
this cash to purchase other over priced property. It is almost
like a dangerous game of dominos. Many people find them-
selves in this untenable posirion making monrhly payments,
paying real estate raxes and insurance on properties that are
worth far less than they are obligated to. Since most real estate
taxation is based upon the price paid for a property, these
trends are likely to have far reaching complicarions.

Will prices come back? Like all markers thar rise and fll,
eventually prices will come back, however, will that happen in
time to rescue the owner? That answer is probably not. Some
are likely to lose properties to foreclosure, an increased num-
ber of bankruptey filings and ruination of credit scores which
allowed them to get into this position o start with. When
lenders lose sighr of the basic principles of exrending credir,
that is, the ability of the barrower to repay, results are not hard
to predict. Some lenders will end us trying to sell their fore-
closed properties via on line auctions conducted by unskilled,
untrained, unlicenced and inexperienced people who claim o
be Auctioneers. Others, will try sealed bid auctions since they
lack the gurs to have a real aucrion. 1 believe it is incredible
anyone connected to the protession of Aucrioneering would
acrively support electronic auctions or sealed bid auctions that
take away from the traditional method of selling ar public
outcry auctions. When all else fails, America's Auctioneers
will get the job, just like always. It is truly amazing thar auc-
rions seem o be the sale of last resorr, ver when acrion is
required thar rruly brings successful solutions ro difficulr
problems, Auctioneers will swing into action and ger the job
done,

Grearge Richards, af Boynton Beach, FL. can be reached ar
grichards@natlauction.com.
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