Short Sale
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What is a Short Sale?

A short sale is when a house is sold and the lien holder agrees to take less than what was owed at time of sale.  This is always done when a home is in Foreclosure or Pre-foreclosure.  There are a few requirements for a home to be sold on a short sale.  First of all the payments must be behind.  Secondly, the home sale must be an arm’s length transaction.  Anything less than arm’s length can be considered fraud.  


Typically a short sale is a last resort to avoid a foreclosure.  In most cases, it is impossible to make up the payments owed to reinstate the loan because the borrower either does not have the money to make the payments or the home is in redemption period after the Sheriff’s Sale.

Why Short Sale?

As anyone who has been through foreclosure knows, there are hundreds of people out there who claim the can save your home and credit.  There are only 2 techniques that these people use: Loan Sharking and Short Sales.  

As the term implies, Loan Sharking is basically a type of high interest, high payment loan made to a homeowner to refinance the home or is hard money lent to the borrower to make up the back payments.  These types of loans typically are very expensive because of the risk factor involved and you will be obligated for all the debt incurred.

On the other hand Short sales offer a less expensive and less damaging effect to the borrower.  The fact is that he/she will have to move out of their home, but the effects of a foreclosure are avoided.  Typically, the homeowner will come out of closing with no money, and will still have to move, but there will be no further obligation for the homeowner to the home, or the debt that was not paid.

Short Sale vs. Foreclosure

Some homeowners ask, “Why should I sell my home on a Short Sale instead of just letting the Bank have it back?”  There are basically 2 major reasons, Credit and Deficiency.


As I stated before, people who short sale typically claim they can save your credit.  In reality, your credit is basically shot; but only for the short term.  I have personally witnessed people who have sold their homes on a short sale buy homes a little over a year later.  Granted, these programs don’t offer the best rates, and with the credit crunch there are less and less out there, but it is better than if you go through the foreclosure and repossession.  After the home is repossessed, a Foreclosure goes on your credit report and it can take 2 years or more before your credit is such that you can get a mortgage to buy another home.

Another concern that people should have when considering short sales versus foreclosure and repossession is a deficiency judgment.  In some cases after a home is foreclosed on, repossessed, and subsequently sold, the bank may come back after the homeowner who lost the home for a deficiency judgment.  The bank will sue the homeowner in court and get a judgment for amount between the amount owed and the amount the home was sold for.  This generally is not the case, but in the negotiation of a short sale, the realtor handling the negotiation should draft a document and include it into the final agreement with the bank (lien holder) to agree to not go after the homeowner for a deficiency.  Another problem that has recently come to surface is a 1099 to the homeowner for the difference between what was owed and what the home was sold for.  In a short sale, the difference cmay be written off as a potential deduction for money made off the sale of your personal residence.  Consultant a tax professional and/or attorney for advice as to that potential deduction
Any Questions you may have, I will attempt to answer in a FAQ at the end of the series.
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