[bookmark: _Toc283045699]SCIENTIFIC PRINCIPLES OF NEGOTIATION
1. [bookmark: _Toc283045700]Understand the crucial difference between the Negotiating Range and the Buy-Sell Range.
Beginning Negotiators think only in terms of the end result, a price with certain terms. Such thinking is accurate but premature. At the start, and all through negotiation, right up to the last instant, there is a Negotiating Range for each side, and there is an overall Negotiating Range. There is also a narrower Buy-Sell range. If the Buy-Sell range is inside the negotiation range, then a deal is possible. Otherwise, it is impossible, until someone changes a range. 
As an example, say GSA is hopes to pay $400,000 and will pay $460,000 for a home and the bank is willing to sell it for $420,000, hoping for $550,000. 
The overall range of $400,000 to $550,000 is the Negotiation Range, and it doesn’t mean much. The crucial Buy-Sell range is $460,000 (sell) down to $420,000 (buy.) 
a. The Negotiation Range goes from the lowest price the buyer is requesting, up to the highest price the seller wants. These are “wish” prices. Neither side expects to get them, but will take them if by some miracle the other side offers them.

b. The crucial Buy-Sell Range is smaller. It uses the other two numbers. It runs from the minimum the seller will take, down to the highest the buyer will pay. 
So in the example above, the left circle represents GSA’s negotiating range. The right circle represents the bank’s negotiating range. The sum of both circles is the overall negotiating range, and means very little. The important part is the intersection where the two circles overlap. That is the actual Buy-Sell Range.
The job for you and for the bank’s Negotiator is to discover the Buy-Sell Range and then to narrow it down to a final deal.
Part of the ‘trouble’ is that neither side knows the other’s “bottom line,” and also that over a negotiation period, outside forces change things. It’s up to negotiation to find a middle ground where the seller will sell and the buyer will buy. So that so-called trouble is actually the problem to be solved. It’s why we have Negotiators.
As you are negotiating, keep that Buy-Sell Range in mind. Your job is to get the bank to narrow their range, while you keep yours intact. The bank Negotiator has just the opposite goal in mind. 
As you’ll see, such tactics as getting the other side to offer to split the difference have exactly that purpose. If the Buy-Sell range is $50,000 and the other side offers to split the difference, they just lowered their maximum price by $25,000, reducing their Negotiating Range by that amount, and you didn’t. So keep that Buy-Sell range in mind.
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	 Hearty Welcome to PropAnalyzer(tm) the Good Samaritans Property Analyzer!
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	                            BENEFITS:
1.  Know your highest price.
2.  Know why that is your highest price.
3.  Know your profit at that price.
4.  Know the bank's true lowest price.
5.  Know why they can truly go that low.
6.  Negotiate from facts.
7.  Get everyone on the same page.
8.  Agree on a deal.
9.  Close the sale.

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


At GSA, we give you an extremely powerful negotiation tool called PropAnalyzer™. The PropAnalyzer™ exists to give you data the bank does not have. Here is some of what it reveals. Note the NET at REO SALE amount at the bottom. This is what the bank will net if they foreclose. If this particular bank told us they would net $980,000, and we would know better.


Here’s a partial screen shot from the bank’s bottom line page, called “Bank Net at REO.”
	 
	
	
	
	
	
	
	
	
	 

	Less:
	
	
	
	
	
	
	
	
	 

	5% Real Estate Commission
	
	$50,000
	=(BPO * Commission)
	 

	Loss of Lending Opportunity
	
	$27,125
	=(BPO * Reserve Factor * Yield Spread)

	Interest in Arrears
	
	
	$40,833
	Since 06/01/2010
	
	 

	Holding Interest
	
	
	$18,083
	X 3.1 months
	
	 

	Taxes in Arrears
	
	
	$44,500
	
	
	
	 

	Holding Taxes
	
	
	$3,048
	X 3.1 months
	
	 

	Holding Insurance
	
	
	$1,400
	X 3.1 months
	
	 

	Holding HOA Fees
	
	
	$0
	X 3.1 months
	
	 

	Misc. Holding Cost
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	$800
	Change locks, secure home, etc.

	Attorney Fees
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	$3,000
	
	
	
	 

	Eviction Cost
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	$3,000
	Cash for keys
	
	 

	Repairs
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	$10,000
	
	
	
	 

	Super-liens to Pay
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	$0
	
	
	
	 

	NET at REO SALE
	 
	$798,210
	 
	 
	 
	Copyright 2008, 2009, 2010, Good Samaritans, Inc. All rights reserved.



· The bank’s bottom price, is at the bottom of the REO Spreadsheet.
· Incidentally, we give the bank this page of information, not because they don’t have it, but to demonstrate that we know what it is, so they can’t snow us. This is a potent negotiation point. When they claim they can get a certain amount by foreclosing, we can show them that we know better – tactfully, because they have egos.
· They will state their top price with their initial offer or first counter.
· They will refine their Negotiation Range with each counter offer.
· So you know their whole Negotiation Range at all times.
This is a partial screen-shot from the GSA Bottom Line page.
	GSA's Highest Offer on this property

	$961,400
	 
	Gross
	$20,000

	
	
	
	

	70%
	Initial Offer, Conventional loan.

	$700,000
	 
	Gross
	$281,400

	
	
	
	

	Maximum Amount GSA Can Offer, at Zero Profit.

	$981,400
	 
	Gross
	$0

	
	
	
	

	Current Offer and Profit

	$870,000
	 
	Gross
	$111,400



· Your top price, at the upper right of the GSA Bottom Line page and also at the Input Page.
· The bank will guess at it, but can never discover it, because the bank doesn’t know GSA’s costs of doing business – closing costs and the like.
· You know your bottom price. It is your original offer amount.
· We have found that banks expect to be offered 70% of the home’s value initially. That is your trial balloon. Expect a counter offer.
So you have the entire set of ranges, including the all-important Buy-Sell Range – which you are trying to reduce to one final price. The bank’s Negotiator knows three of the numbers, but not the fourth, your top price, unless you reveal it.
PropAnalyzr™ gives you a Serious advantage that the bank can never have. Use it powerfully.
Nobody else in the industry has it, because we invented it.


2. [bookmark: _Toc283045701]Get the other side to commit first.
 This negotiating adage is as old as civilization, for good reasons:
a. One of the goals of negotiation is to establish the Buy-Sell Range. When the other side states a commitment, usually a price commitment, they feel they must hold to that commitment, except when extraordinary circumstances intervene or they appeal to a Higher Authority. So when they commit to something, you know both ends of the Buy-Sell Range and they only know one. If you commit, they have the advantage.
b. When the bank commits to a price, they have given up a large share of their negotiation range, and all you did was ask them to name a price. You made no concessions.
c. Without making any concessions, you are often surprised at how much they give up, which you don't have to negotiation.
d. There are many future concessions on each side, and often by being non-committal, such as by appealing to the Higher Authority (the GSA Review Panel) you can get further commitments from the bank, without having to give much ground.
d. When the bank commits first, you have the opportunity to "flinch." Please see the topic on flinching.
3. [bookmark: _Toc283014123][bookmark: _Toc283045702]Keep several issues open until the very end.
[image: C:\Users\david\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.IE5\V5G6FD83\MC900295561[1].wmf]During the negotiation that defined his presidency, the Cuban missile crisis, JFK advised his advisors, “Let’s keep our options open.”
There was only one thing JFK wanted, those missiles out of Cuba. However, he wisely refused to narrow negotiations down to that one issue. You’ll see in the subject of Tapering Off Concessions, that most of the concessions occur at the last minute. So you want to have several things still open, things you can concede, at the last, rather than having to concede your main point.
4. [bookmark: _Toc283045703]Be smart; act dumb.
[image: ] [image: ]Now don't be dumb about it. A politician shouldn't claim, "Unaccustomed as I am to public speaking..." except in jest. If you act more experienced than you are, you alert the other side to sharpen their skills, and that's not to your advantage.
People, somewhat correctly, equate rapid speech with quick minds. So be smart and play dumb in your speech. Speak slowly and deliberately while negotiating. Be thoughtful before you answer. "Let me think about that for a minute."
Ask for explanations. You might say, "You know, I studied percentages somewhere in high school, but I don't quite get your calculations here. Can you help me with how this percentage thing works?" 
Incidentally, the word percentage never stands alone. It is always a percentage of something. 
When someone says you can purchase a property at 70%, that sounds fine, and the presumption is that it’s 70% of its sales value. However, 70% of its loan might be 120% of its sales value. 
Even when the paper reports that property values are down 5%, vital information is missing, in this case two vital points. 5% of what and also in reference to what time? Are they down 5% in reference to last month? That would be huge. Are they down 5% of what they were five years ago? That could represent being up 140% of what they were last year.
Always be ready to question percentages. They are a type of Un-Money, a topic discussed later.
The great TV detective, Columbo, did this “be smart, look dumb” act wonderfully well. "You know, there's just one thing that I don't understand. Maybe I'm slow. (Yeah, right!) Can you help me understand something? Can you help me understand how...?" Oh, use that idea a lot. It's a gem.
Don't let the other side ride over you like a freight train. Here's an example, working with a Realtor on the other side of the table. "Let's see, I have a bunch of important points here. The bank says they want $425k and that's okay because you still make $94k, right? Right. Now the seller wants $5k to pay for their closing costs because I guarantee they won't be able to make payments on a higher amount, but that's okay because I cut the grass, and so you still make $89k and besides, the closing costs are less than you calculated, and oh by the way, I had to lay out $400 for a past water bill and I had the lawn mowed for $64, which I'm sure will increase the value of the property by about $8,000 which more than makes up for ..." 
Just return to the start. "You know, I'm still confused about how you got that $94k figure at the start, and I've been trying to figure that out, so I missed all the extra. Can you help me understand that $94k idea and then we can go to the next item, I forget what it was. Can you help me with the $94k figure please?"
5. [bookmark: _Toc283014125][bookmark: _Toc283045704]Price is not necessarily all-important.
[image: C:\Users\david\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.IE5\8N8KE6WX\MC900447054[1].jpg]The dress might be worth any amount. So might a property.
What is all-important to the bank is getting rid of a toxic loan. The property is secondary. The customers, who in the bank’s “official” viewpoint caused the problem, are of only the least concern. The price fits in there somewhere, for a very different reason: the bank wants to make money.
Few people know that whatever the bank makes in foreclosure, or on a short sale, is often pure profit! The reason is Mortgage Insurance. In many cases, the moment the owner defaulted on a loan, the bank got paid by the Mortgage Insurance company, and they got paid the full amount of the loan. If the owner makes subsequent payments, most of that money goes back to the Mortgage Insurance company, and the bank keeps very little of it, as a collection fee.
So the bank has likely been paid off, and still wants to make more money yet by selling the property for as much as they can get. It’s legal and it’s their right. It’s even ethical, because they (or someone) paid for that insurance, and it’s collection time, just as when you bought personal injury insurance and got injured. The bank got injured, financially. They will recover, just as you would heal from the injury. We have no problem with that arrangement, except that in most cases, the poor homeowner paid the premiums on that mortgage insurance.
The point is that Price is not as important as getting rid of a toxic loan. Remember that while you are negotiating.
Price may be important to a commissioned Negotiator on the other side of your table, because the amount he mitigates for his bosses might have a direct bearing on his paycheck. For the same reason, a used car salesman is trying to get as high a price as possible for that car. Anything over a certain base price goes directly from your wallet to his wallet. 
Interesting, the comparison. Some Negotiators, particularly for second and third lien holders, are paid exactly the same way.
[bookmark: _Toc283045705]

6. Write all contracts yourself.
[image: ]We have real estate contracts, simplifying this task. However, we always write the contract, meaning that we fill in all the blanks ourselves.
When someone is writing a contract, they have to think differently than they do while negotiating. They think more slowly and deeply, because a person can only write from 5% to 40% as fast as they speak. this gives them time to think of things to add to the contract, or ways to put a spin on agreements.
While GSA must always be truthful and accurate in contracts, we know that most other people and companies have no such constraints. Even the standard real estate contracts have hidden ways in them to deceive the other side. It can be as simple as checking an obscure box, or adding a clause with the Clause Editor. It can be as simple as using First Tuesday contracts instead of those supplied by the Association of Realtors. It can be as simple as using old forms that happen to say things in a different way that suits the other side.
GSA provides contract templates, and we expect the other side to follow those templates exactly, unless they negotiate and convince us otherwise on each point. We didn’t just arbitrarily make up our rules. A lot of thought and research has gone into each one. Many of them go against “standard” real estate practice, but we have thought them through. Here are just two of the exceptions we use, and their rationales:
a. We don’t put down earnest money. 
Earnest money has two purposes: to demonstrate ability and to demonstrate intent. It shows something about a buyer’s ability to fund, and it shows our intent to close. We show ability through a Proof of Funds letter, and if necessary, bank statements. Our intent is to make a profit, so that point is moot. So GSA doesn’t offer earnest money when buying.
b. We don’t get a property inspection.
When we sell, the buyer will get an inspection, so there is no need to get two. If the buyer’s inspection finds something bad, we can tell the bank and get a reduction, or just back out.
If we get an inspection, costing about $300-$400, the seller is relieved of the duty to disclose things the inspector should find. In one case, we didn’t get an inspection and so the seller had to reveal there was mold. We would have been hard-pressed to cancel if it had been the inspector who found it. We would probably would have only been able to get the seller to remediate the mold at his expense. However, for other reasons, we discovered the other Realtor was dishonest, we wanted to cancel. Some $20,000 in earnest money was at stake. When the other Realtor discovered that she would have to disclose the mold or face losing her license, she did, making a cancelation easy, and the buyer got his earnest money back.


7. [bookmark: _Toc283045706]Read every contract every time.
[image: ]You cannot count on a contract staying the same through a set of counter offers and revisions. You absolutely must read every document, from start to finish.
A common form of deceit involves making an agreed change to a contract, and also slipping in some unagreed-on changes. 
You might not find out for years that you have been cheated. Some research by Parsons(1) reports that 20% of all Negotiators have had this trick pulled on them.
One Realtor nearly disqualify herself from ever working with us by asking, “Do you mean that you are okay with it when the bank doesn’t see something in the fine print, I mean, it’s their responsibility, right?”
I had to answer that we are Not okay with that. We try to be clear and never to hide anything, but the fact of the matter is, we know not to hire a brass band and three public speakers to highlight the fact that we are investors. Going to that extreme would be like declaring that something evil is afoot, whereas we are extremely honorable in everything. However, we never try to hide information from someone who needs it to make a good decision.
That Realtor said she agreed with us, and we believed her, so she works with us.
· One imperfect way to scan for changes is to hold up both pages to let light shine through, to see what has changed. 
· Another imperfect way is to scan both sheets into a computer and let the computer detect differences.
· [bookmark: _Toc283014124]Neither way is as good as simply reading the new version of the contract. 

8. [bookmark: _Toc283045707]Remember that you want one thing and the bank wants another.
[image: C:\Users\david\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.IE5\XFPGMR7N\MP900443309[1].jpg]As discussed above, discussing Price Is Not Everything, I remarked how the bank is more concerned with being rid of a toxic loan than the price they will get.
Similarly, you and all of GSA are more concerned with the welfare of the homeowner, than the amount of profit we will make.
The price is only a meeting point, not the main objective. One would not suspect that, until one saw our company model in action. We are quite different from 99% of the rest of for-profit companies, in that we genuinely want to help others as much as possible, and never to hurt them.
This makes negotiation considerably easier, especially at the end. What you want most is already secured by then, and only the secondary issue of price is left. What the bank wants most is already settled too, and only price is left to negotiate. That’s the idea, anyhow. Practical matters lie in wait. Here are some matters that you should settle as early as possible, because they can be deal-killers. Even when they don’t kill a deal, they can be very expensive, price-wise, at the end.
a. The seller should be absolved of all future debt obligation.
b. No deceptions and full disclosure to all.
c. We’re going to give the seller cash for keys.
d. We don’t offer earnest money on a short sale.
e. We won’t buy unless we have an end-buyer ready.
f. We buy and resell within a day or so of each other. It’s called a legal flip.

9. [bookmark: _Toc283045708]Beware of Un-money.
[image: ]Un-Money is not dollars and cents, but it looks like money. Often, it is dollars per-something. You’ll find Realtors using this trick more often than banks.
For example, "This house is only $200 per square foot. The rest of the homes around here are about $241 per square foot." The fact is that the house costs $400,000 or $600,000. Nobody can pay $200 per square foot. People pay real dollars for homes.
People who are embarrassed about the price of a property will obscure that price by resorting to Un-Money. They might start talking about the value of homes in that neighborhood, or the Sunshine Tax, which is a lowering of salaries in San Diego because people love to live here, or other intrinsic valuation methods that might translate into money if someone bothered to do the math. 
That’s the trick; there isn’t time to do the math on the spot, so they are diverting attention away from their weak point. The other one is that while everyone knows the value of a buck, not so many people know the value of a home in terms of dollars-per-square-foot, etc. Thus the Un-Money user is trying to get you to agree on something based on insufficient information.
When people pull the Un-Money trick on you, just remind them that you can't spend in that manner. You might try, "There's no way to write a check for $200 a month. I can write a check for $400,000, but the bank won't take a check written for $200 a month. Let's talk about real dollars, fair enough?"

10. [bookmark: _Toc283045709]If it’s in writing, it’s true, or so people believe.
[image: ]A slick, bound brochure that declares, officially and for all to read that GSA is the finest short sale company in the nation has a lot more credence than a bold verbal statement, even if the brochure was written and produced by the same person making that verbal statement. Isn’t that interesting!
Use the Written word copiously. If you want to claim something that's not written down, just write it down. Of course, never claim something that isn’t true. Just don’t.
It helps to authenticate the writing by using GSA stationery and getting signatures from the company founders. Get permission of course.
Notice that I'm writing all of this down; I’m writing a book on Negotiation. That's not just to give it wider dissemination. It's also to give credence to these important topics. It's to show that there is research and experience behind the words, and that you can consider negotiation a science more than an art.


11. [bookmark: _Toc283045710]Focus on the issues.
[image: C:\Users\david\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.IE5\XFPGMR7N\MP900387790[1].jpg]When people are losing ground in negotiation, often they create diversions. Un-Money, described above, is just one of a hundred diversions they’ll try. It's as if they are hoping you will forget that they were losing that point. 
Listen politely, but resolutely refuse to extend the diversions. When I say resolutely, I mean resolve to yourself that you will not continue that line of conversation, and when appropriate, you will steer the conversation back to the issues. After a bit, you can say something similar to what I told an attorney recently, when I called to ask his advice on a legal question. He didn’t know, and he was supposed to be the authority, so he persisted in talking about other things. You can say, "We're getting pretty far afield here. Can we return to our discussion of crime in the neighborhood?" (or whatever the topic was.)
As a tactician, when I'm losing a point, I never like to create a diversion. It’s not a point of honor at all. Instead, I prefer to concede the point that I know I'll lose, before I lose it, but to request something in return. See below. I think that diversions are less profitable than giving to get.
[image: ]That said, a diversion is an excellent way to relieve tension. When things begin to get tense, I'll often do what I call “declaring a short break.” It’s a different kind of diversion, to divert attention from the tension that is building. I'll tell a somewhat-related, funny tale, usually regarding a time when I was embarrassed. Confessing my embarrassment seems akin to giving in on a point, so I can ask something in return. Often, we'll share a chuckle as my face reddens, and we can get back to negotiation, which is the finding of common ground (narrowing the Buy-Sell Range) for that point.
Sometimes it works in a marriage too. This tactic depends on the fact that you need and trust each other and want to work with each other. A funny or self-deprecating story is a fine way to clear the air and get back on track. It also lets you know whether or not you have built up any trust with the other person.
While I'll let the other side tell a story or two, (after all, I opened that topic,) I don't let it go much beyond a couple of laughs. I won’t let it degenerate into a story-telling contest. We have to stay true to the issues. "It's company time, after all, " I told one person, appealing to a higher authority.
More on Higher Authority later.


12. [bookmark: _Toc283045711]Always congratulate the other side.
[image: ]Congratulate them on a fine negotiation, on their skill, on how they got more from you than you wanted to give, on how they won. You may think you won, and you should. However, you hope they think they won. You just won different things. They won a decent price that you could afford to pay, and you won a house that they didn’t want and could afford to give up for that price. You both won, but let them think they won the most. That’s just good manners and tact. It’s also smart negotiating.
The obvious consequence of failing to congratulate the opposite number is that they will be gunning for you next time. If they won, or think they won, then they may be more likely to concede to you in the future. If you remain friends, then they will be less likely to try one of the unethical negotiation tactics on you, because people don't negotiate that way with friends. If you won and you rub it in, well, revenge is a great motivator. They might get a copy of this book and use it against you!
What's not so obvious is the mind-set you have when you know that later you will congratulate the other side. Congratulating them is a mandatory action in our company, and for a subtle reason. You will be negotiating more as a professional and less as an emotional being. Throughout the negotiation process, you will be less subject to the other side's tugs on your heart strings. Conversely, you will be freer to use emotional appeals on them. In short, you'll do a finer job.
If you can swing it, try to send a nice letter to their boss, congratulating the boss for having an excellent Negotiator who worked clearly and professionally, and who got the bank a better deal than you expected to give. Make the letter real of course, with verifiable information. In so doing, you’ll have to get the contact information for that boss, information that might be useful in the future. Archive that information. The boss will probably remember you and our company if we need to contact them regarding some future negotiation, because no other company does that. Don’t hesitate to contact that boss’ supervisor with a nice letter either.
By the way, see if you can send a physical letter and an email, as well as making a personal phone call. If you can do that, you have three pieces of contact information.
If the Negotiator says that they are not allowed to give out such contact information, even for a nice letter, then offer to send it directly to the Negotiator. Your letter may be the Only nice thing that happens to the Negotiator that whole week! You’ll set yourself apart from the pack of dogs the poor Negotiator has to work with all week long.
You might want to appeal to higher authority, saying that your President would like to send that letter directly to his counterpart at the bank. That might elicit the boss’ contact information.


[bookmark: _GoBack]
Bank $420k to $550k


GSA $400k to $460k
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