FORECLOSURES VS SHORT SALES

Homeowner Consequences

for a period of 5 years

HISSUE FORECLOSURE SUCCESSFUL SHORT SALES
Future Fannle tviae Loan - A homeowner who loses a home to foreciosure  |A homeowner who succassfully negotiatas and
Primary Resldanca Is ineligible for a Fannle Mee-backed mortgage  |closas a short sale will bs eligible for a Fannle

[Mae-backed mortgage after 2 years

Future Fannie Mae Loan - Non-
Primary Resldance

An Invastor who allows a proparty to go to
Jfaraciosure fs ineligthle for a Fanale Mae-backed
Invastment mortgage for a perlod of 7 yaars

An invastor who successfully nagotiates and
tloses e short sale will b eligible for a Fannle
Mae-backed investment mortgage after 2 years

Cradit Score

Score may be lowered anywhere from 250 to
more than 300 points. Typlcally will affect o
credit score for over 3 years

Late payments on mortgage wil show, and after
sale, mortgage Is normally reported as “pald as
agread", "paid as negotiated" or "settlad,” This
can lower the score as littla as 50 points If ali
other payments are belng made. A short sale's
affect can be as brief as 12 to 18 months.

Credit History

Foreclosure will ramaln as a public record

permanently, and on # parson's credit histery for
10 years or rmore

A short sala Is not raportad on a credit history.
Thera is no spacific reporting item for "short

"sale." The loan is typlcally reported “pald in full,
settled."

Sacurity Clearante

Foreclosure Is the most challanging (ssue against
a security clearance outside a serfous
misdemeanaor or fefony conviction. If a client has
n foreclosure and Is a police officer, In the
military, In tha ClA, security or any other position
that requires a security claatance, in almost all
cases clearance will be revoked and position will
be terminatad,

On its own, a short sale does not challenge most
security clearances

Current Employmant

Employers have the right and are actively
checking the credit of all employees who are In
sensitiva posltions. In meny casss, a foreclosure
14 reason for Immadiate reassignment or
termination

A short sale |s not reported on a cradit report
and is therefore not a challenge to employment

JFuture Employment

Many employars are requiring eradit checks on
ali Job applicants. A foreclosure Is one of the
most detrimental credit ltems an applicant can
ihava (bestdes bankruptcy/charge off) and In
most casas will challenge employment

A short sale Is not reported on a credit report
Jand s therafore not a chaltenga to future
employmeant.

Dafictency Judgment

in 100% of foreclosures (except in thosa non-
dafitlency judgment states), the bank has the

.|tight to pursue a deflctancy Judgment

In some successful short sales, It s possible to
convince the lander to sign a release and give up
thelr right to pursue a deficiency judgment
agalnst the homeowner

Daficlency Judgment (amount)

lin a forgciosure, tha home will have to go

through an REO process If it does not sell at
fauctlon, In most cases this will result In a lower

" |salas price and longer time to saleIn & daclining

market, This will result In a higher possible
deflclancy Jutigment

In a properly managad short sale, the home Is
sold at a price that shoult be ¢lose to market
value, and In almost all cases will be better than
an REO sale resulting In a lower deflclency

Deﬂc[ency.ludgment (statute of
Ilmlitations) -

Ih a foraclosure, the first mortgage holder has 6
manths to file for a deficiency Judgment {the
second morigage holder has 6 years),

if the mortgage hotder does not release thelr
frightto pursue a deﬂcienpyjudgmentthev have
up to 6 years to flla and seak a deficlancy
Judgmant,
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The Car Wash Guy Said | Could Get Arrested If | Short Sale My House

What is a Short Sale? sHomeowner and bank agree to sell at a price that's less than the amount owed
' on the home

sHomeowner and a buyer enter into purchase contract
sHomeowner’s lender(s) then approve the purchase contract
How long does it take to get approval from the Bank?
eDepending on the bank, from 2 weeks to 6 months+
Should | make payments while going through the s_hort sa_le‘?
OHomeﬁwner’s choice ~ some do and some don’t '
sConsult a CPA or real estate attorney if you need help making this decision
Will the bank come after me down the road for the deficiency?

sif the home was your primary residence, you may be protected by the Federal Mortgage Debt

Forgiveness Act
*An option down the road, if they come after you for the deficiency, may be to file bankruptcy

eConsult a CPA or real estate attorney to discuss the “what 1fs”
Should ! stay in the house duting the Short Sale process or move?
o[f you stay, be prepared to show home and possibly have a key box on your property
*By the way, homes sell faster when they are vacant |
*0r, you could stay and save money while waiting for shdrt sale process to go thrdugh
*Consider moving to another home and moving on with your life
What about taxes and buﬁlng ahother home In the future?
- o|f you've taken cash out for things other than home improvements, you could have negative tax
consequences
.OS-ome ienders»arAe saying that another home can be_purchased two years after a short sale
eYour Ienders may 1098 you, and tell the IRS that the deficiency should be counted as Income to you
eConsuit a CPA and mortgage professional

What if | can’t make up my mind?

~ ®Are you upside down? What makes financial sense? Will you have equity five years from now?



