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Most distressed homeowners feel like they are the only ones going through this seemingly insurmountable 

ordeal in their lives.  Be comforted in knowing, you are not alone.  Foreclosure is a terrifying and over-

whelming experience causing many homeowners to lose hope.  Feelings of embarrassment, despair, 

stress, anxiety, hopelessness, etc. are common.  Unfortunately, often times these feelings of despair lead 

to foreclosure because the homeowner begins to think it is best to let the bank foreclose on their home 

under the misconception their troubles will be alleviated once the bank takes their home.   

 

It is unfortunate that, 7 out of 10 distressed homeowners do not explore their options and go into foreclo-

sure WITHOUT VISIBLE INTERVENTION from a real estate professional who specializes in helping 

homeowners avoid foreclosure.   

 

As the only Certified Distressed Property Expert in your area, it is my goal and desire to save every dis-

tressed homeowner from the devastating effects of foreclosure.  Helping homeowners avoid foreclosure is 

a passion I do not take lightly, I take it very personally.  I know that with my help, foreclosure may be 

avoidable.  I want to help you save your credit, your dignity, and most importantly, help you avoid fore-

closure. 

 

This real estate market has caused unbearable stress and heartache for many homeowners.  As a Certified 

Distressed Property Expert and Realtor, I can give you the expertise necessary to save your credit, relieve 

the uncertainty, and most of all, help your family.  Contact our team and letôs get started towards the path 

of recovery.   

 

Donôt Give Up...You Are Not Alone 
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Taking a look at the numbers indicates there are more and more distressed properties looming.  In fact, 

during the year 2005, foreclosure rates increased on a quarterly basis all four quarters of the year.  In Oc-

tober 2006 over 115,568 properties fell into the foreclosure process nationally, which represented a 42% 

increase over October 2005.  In 2006 there were a total of over 1.2 million foreclosure filings nationally, 

this equated to 1 out of every 92 households nationally.  In the first half of 2007, foreclosure activity was 

up 55% over 2006 with a total of 925,986 filings in only the first 6 months of the year.  October is high-

lighted only because many of the news outlets and the National Association of Realtors reported that dur-

ing this month the market had seen the worst of the subprime mortgage crisis and that ñTemporary prob-

lems in the mortgage market (were) easing and are expected to free some pent-up demand.ò  Unfortu-

nately, these optimistic predictions did not hold true. 

 

An article on September 5th, 2008 on HousingWire.com detailed some amazing numbers for mortgages 

nationwide.  According to the article, ñMore than nine percent (nearly 1 in 10) of U.S. mortgages were 

delinquent or in foreclosure at the end of the second quarter, as both major categories of borrower de-

fault activity hit new records.ò  This number is astounding and only expected to climb as more and more 

mortgages reset and homeowners are unable to pay.   

 

Additionally, according to MortgageImplode.com the current mortgage crisis has claimed 276 (and rising) 

major US lending institutions since late 2006.  Many people are under the misconception that the majority 

of these lenders are smaller regional companies, however, major brand names are included such as: Wa-

chovia Mortgage, FSB-Wholesale, Lehman Brothers FSB, Chase Subprime-Wholesale, Citi Residential 

Lending, Countrywide, Indymac Bank, and more. 

 

The Sub-Prime lending market began to show major signs of issues in 2005.  In 2006 mortgage compa-

nies and lenders actually began closing and declaring insolvency at alarming rates.  These closures were 

due in large part to the types of loans that were being written by just about every lender in the US.  Sub-

Prime is the marketing term used by the industry for high-risk loans, it is also known as the óB or C Pa-

perô market (not óA Paperô) and sometimes referred to as ósecond chanceô loans.  It has been said that in 

recent history anyone with a social security number and a pulse could get a mortgage.  The availability of 

funds to potential buyers who could not have previously qualified for a loan grew larger than at any other 

time in history.  This increase in the total purchasing power of prospective homeowners drove market 

prices up with appreciation rates never seen before. 

A Brief History and Current Trends Nationally  
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The rapid appreciation of the real estate market drove the creation of a new category of homeowner, the 

óInvestorô.  This person in an attempt to build ópersonal wealthô purchased second and third properties 

that may or may not have been generating cash flow all the while betting their financial futures on contin-

ued real estate appreciation.  The National Association of REALTORS reported that in 2005, 4 in 10 or 

40% of home purchases were investment or second homes.  These investors caused a boom in the condo 

and new construction markets.  In some high appreciation areas like California and Florida, a person 

could purchase a new construction condo or home, wait for it to be completed, and due to market appre-

ciation sell the home only 9 months to a year later for a profit of sometimes as much as 40% to 50%. 

 

 This mania has caused a number of conditions outlined below that we are now dealing with: 

 

In many areas property values have plummeted. 

 

Home sales have continued to slow, driving real estate inventories to their highest point in 22 years.  

Nationally, there was over 10 monthôs inventory in November 2007. 

 

Money Magazine predicts that 1.4 million Americans will see their mortgage payments more than 

double in the next five years. 

 

By November 2007, over 63% of the Sub-Prime mortgages once available became unavailable and 

this figure continues to increase as more and more lenders exit the market completely. 

 

Many borrowers who may have the credit and income to refinance, no longer have the equity in their 

properties due to the depreciation in their homeôs value. 

 

The decrease in the number of lending institutions has decreased the number of options that buyers 

have making it difficult for those now buying a home to qualify for financing. 

 

In many areas of the country, homeowners who have to sell are in the position of having to compete 

with builder closeouts, REOs, and other distressed properties driving down values. 

A Brief History and Current Trends Nationally Continued... 
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The definition of a distressed property is: 

 

Property that is in poor physical condition. 

 

 

Property that is or will soon be in some stage of the foreclosure process. 

 

 

Property owned by a person or persons who is or are experiencing a period of financial instability. 

 

 

Property on which the mortgages total an amount higher than the current value and an owner must 

sell. 

Distressed Property Defined 
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1. Payment Increase or Mortgage Adjustment 

 This is the single largest reason for distress in todayôs market.  Although mortgages increase on a 

schedule and owners know they are coming, many do not do anything until it is too late  or even worse; 

do not think they have any option. 

 

2. Loss of Job 

 When an individual loses employment, the loss of income is most often immediate.  Financial dis-

tress can occur very quickly and seem insurmountable. 

 

3. Business Failure 

 For a small business owner, the devastation of a failing business is often followed by the inability 

to pay mortgage payments and the loss of their home. 

 

4. Damage to Property 

 Many times insurance companies do not cover the full amount of damage to a property and home-

owners are unable to make repairs.  Some homeowners have to use insurance funds to survive and find 

new living arrangements. 

 

5. Death of a Spouse 

 The death of a spouse is devastating to a family and if the person was also one of or the only wage 

earner, this will almost always cause financial distress. 

 

6. Death of Family Members 

 The death of a family member regardless if they are a wage earner or not can throw a family into 

emotional and financial turmoil. 

Causes of Distress 
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7.   Severe Illness 

 The costs associated with medical bills and the time that it takes away from a familyôs productiv-

ity can cause bills to be missed and a home to go into distress. 

  

8.   Inheritance 

 Rarely does someone think of an inheritance as a means for distress, however, heirs are left to pay 

mortgage bills, utilities, and maintenance that they did not expect.  Imagine a son who makes $60,000 a 

year, whose parents pass away and leave him with a $700,000 mortgage and payment on a $1.5 million 

property.  He will quickly need to find a payment solution (which there may not be) or liquidate the prop-

erty and satisfy the mortgage.  As you can see, even properties with significant equity can be in danger of 

being lost to foreclosure if a solution is not implemented. 

 

9. Divorce 

 It goes without saying that divorce is one of the most common reasons for financial distress in the 

real estate market.   

 

10. Separation 

 When a couple decides to separate, even though they are not actually divorcing, the cost of main-

taining two households can cause the loss of a primary residence. 

 

11. Relocation 

 Homeowners do not always have control over where they live (especially in our military market); 

many relocations are necessities not choices.  This can quickly cause unexpected distress since very few 

homeowners can support two households for any significant amount of time. 

Causes of Distress Continued... 
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12. Military Service  

 Except for the relief provided in very specific situations by the Servicemembers Civil Relief Act 

(SCRA), military service can lead to unexpected financial issues.  Servicemembers who have had their 

periods of active duty extended are suffering a tremendous amount of financial pressure. 

 

13. Insurance or Tax Increase 

 For many homeowners, just the increase in taxes on an annual basis or the increase in an insurance 

payment can cause a family to lose a home or go into financial distress. 

 

14. Reduced Income 

 If a person is in a commission based business and the economy suffers, often times their income 

suffers.  Also, many businesses are reducing employee compensations to make up for lost revenues that 

corporations have suffered. 

 

15. Too Much Debt 

 For a family with credit card debt, even minor increases in their interest rates can make the differ-

ence between paying all their bills and missing payments. 

 

16. Incarceration 

 This one may seem funny, however, more than one real estate licensee has had to send a closing 

company or notary to a correctional institution in order to get a property sold. 

Causes of Distress Continued... 
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1.)  Default:  The homeowner must default on a payment (miss a payment), before a property can enter 

the foreclosure process.  This also includes a missed payment to the local taxing authority, a condo asso-

ciation, or homeowner association. 

 

2.)  Legal Notice:  The lender or foreclosing party must notify the owner that they are entering in the 

foreclosure process.  This can be done through either personal service of a document or if the owner can-

not be located, through a publication in a legal journal.  This publication is known as a Notice of Lis 

Pendens (or notice of a lawsuit).  It may also be referred to as a Notice of Default (NOD), Complaint, No-

tice of Sale, or a Petition. 

 

3.)  Bank Sale or Auction Date:  The homeowner is informed that he has a bank sale or auction date at 

which point the foreclosing mortgage company will gain control of the property. 

 

4.)  Deficiency Judgment:  The lender can obtain a deficiency judgment against a homeowner for any 

amount they are unable to recuperate through a foreclosure or short sale.  This means that if the home-

owner has a mortgage for $200,000 and the bank forecloses and sells the property at auction for $125,000 

they could obtain a deficiency judgment for $75,000.  This allows the bank to pursue collections against 

the homeowner for $75,000 and in some states garnish his wages.  In most cases, this does require an ad-

ditional legal action against the homeowner to obtain a judgment.  In many cases, a properly negotiated 

short sale will help lower the deficiency judgment. 

Basic Foreclosure Process 
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1.)  You will always have to disclose a foreclosure on future mortgage applications.  Many job applica-

tions require this to be disclosed as well.  This is the only credit item that is asked specifically and does 

not rely on what is on an individualôs credit report. 

 

2.)  Credit scores will be lowered by 300+ points and a foreclosure is the most devastating credit issue 

you can have in relation to future credit availability. 

 

3.)  A foreclosure is the one credit report item that is almost impossible to have órepairedô. 

 

4.)  Your lender can seek a deficiency judgment against you and collect for any amount they do not recu-

perate at bank sale. 

 

5.)  Many employers run credit checks on prospective employees and foreclosure is one of the top items 

that will put a potential new hire in jeopardy. 

 

6.)  Many current employers run credit checks and a foreclosure can put a current position in jeopardy. 

 

7.)  Security clearances and government positions including but not limited to military and law enforce-

ment can be jeopardized by a foreclosure. 

 

8.)  You may be responsible for any deficiencies after foreclosure for an indeterminate period of time; this 

can land a homeowner in never ending collections. 

 

9.)  ñAs your CDPE licensee, I will explore every option with you and work towards a resolution.ò 

 

10.)  ñWhile it may not seem like it now, there will come a time where your current financial troubles will 

pass.  You will feel much better knowing that you did everything you could to avoid this devastating finan-

cial consequence so many people face today.ò 

10 Reasons to Avoid Foreclosure 
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1.)  Reinstatement:  In order to reinstate a mortgage, the homeowner has to pay all missed payments, late 

fees, and legal fees that are due up to the date the loan is reinstated.  The owner requests this amount from 

his mortgage company in the form of a reinstatement letter.  This letter will typically expire after thirty 

days since the amount owed is time sensitive.  A simple reinstatement will require a onetime payment of 

all delinquent funds in full. 

 

2.)  Forbearance or Re-Payment Plan:  If the issue that caused the homeowner to miss payments was 

temporary and the homeowner is not able to make a one-time reinstatement payment, they may be able to 

negotiate a forbearance or repayment plan.  If the homeowner does not have the means to repay all of the 

missed payments, legal fees, then this is another option that also reinstates the mortgage.  The lender al-

lows the homeowner to pay the missed amount due over a period of time or they place the missed pay-

ments on the end of the amortization of the loan.  It is much more likely that the homeowner will be given 

a period of time in which to pay delinquencies.  This usually requires income documentation from the 

homeowner showing they will be able to comply with the terms of the repayment plan. 

 

Forbearance (there is a catch)...Typically a mortgage is not fully reinstated through a forbearance plan 

until all the payments are made in full.  If a homeowner misses just one payment they can end up in the 

same stage of the foreclosure process they were in previously. 

 

3.)  Sell the Property:  If the homeowner has equity in their property they can sell it and cure the foreclo-

sure.  Unfortunately, many sellers believe they have to sell much faster than they do and end up taking the 

first offer that comes along.  A knowledgeable licensed realtor can help them harvest as much of their 

hard earned equity as possible. 

 

4.)  Rent the Property:  In some cases a homeowner facing foreclosure will have payments low enough 

to allow him to rent his property and keep up his mortgage payments.  This is however often a short term 

solution. 

 

5.)  Refinance:  If the homeowner has sufficient equity and income and their credit has not been too badly 

damaged they may be able to refinance.  This is also typically a short term solution since the payments on 

the property typically go up considerably due to the refinance.  

Options for Homeowners in Foreclosure 
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6.)  Mortgage Modification :  In some cases where homeowners do have the means to afford their mort-

gage payments or very close to their mortgage payments, their mortgage company may qualify them for a 

mortgage modification.  A loan modification is very similar to a lower interest refinance where the lender 

lowers the interest rate on the existing loan in order to lower the payments.  The homeowner will have to 

qualify for a modification by sending in proof of income, and expenses.  If this option is available, it is an 

excellent option for homeowners to keep their properties. 

 

7.)  Short-Refi:  This process involves the refinance of a home with a reduction in the principle balance 

and often the interest rate as well.  The borrower will have to qualify for this process both in showing a 

hardship as well as showing the ability to pay the new mortgage, often through a fully documented quali-

fication process. 

 

8.)  Deed-in-Lieu of Foreclosure:  A Deed-in-Lieu of Foreclosure is sometime referred to as a ñfriendly 

foreclosureò since the homeowner essentially gives the deed back to the bank.  This may prevent the 

banks from having to go through a lengthy foreclosure process and in exchange they will sometimes 

forego their rights to a deficiency judgment.  The mortgage company agrees to take the deed back in ex-

change for the property and they typically have no further recourse.  This solution only works in cases 

where there is one mortgage and there are no liens (or very small liens) on the property or in rare cases, 

where a first mortgage holder will negotiate with the second mortgage holder.  This happens infrequently 

and previously was unheard of, however, this market is changing daily. 

 

9.)  Bankruptcy :  A bankruptcy may stop a foreclosure and allow a homeowner to reorganize his debt 

and keep his property.  The reality however is that most of the time this is not the case and the bankruptcy 

only stalls foreclosure.  If the homeowner is not able to make the payments after bankruptcy, the house 

will foreclose anyway.  The other major drawback to bankruptcy is that it makes it very difficult for the 

homeowner to sell his property once he enters the process.  It makes it near impossible to negotiate a short 

sale. 

Options for Homeowners in Foreclosure continued... 
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10.)  Servicemembers Civil Relief Act (SCRA):  The SCRA is a bill that was signed into law (Public 

Law 108-189) on December 19th, 2003.  This law provides certain protection to military personnel that 

are in foreclosure in specific situations, the law also provides Servicemembers other protections. 

 

As it applies to mortgages the law reads: 

 

MORTGAGES:  The SCRA can also provide temporary relief from paying your mortgage.  To obtain re-

lief, a military member must show that their mortgage was entered into prior to beginning active duty, 

that the property was owned prior to entry into military service, that the property is still owned by the 

military member, and that the military service materially affects the memberôs ability to pay the mort-

gage.  http://www.uscg.mil/legal/la/topics/sscra/about_the_sscra.htm 

 

11.)  Short Sale:  When a homeowner owes more on a property than currently worth and one of the above 

solutions do not apply to their situation, there is the option of pursuing a short sale.  The short sale process 

will be explained 

Options for Homeowners in Foreclosure continued... 
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In the past it was rare that a bank or lender would accept a short sale, however due to overwhelming mar-

ket changes lenders have become much more negotiable when it comes to these transactions.  Recent 

changes in policy within many organizations have made the chances of getting a short sale approved even 

higher. 

 

Definition  

 
A homeowner is óshortô when: 

 When a borrower owes an amount on his property that when combined with closing costs and 

 commission is higher than current market value. 

 

A short sale occurs when: 

 A negotiation is entered into with the homeownerôs mortgage company or companies to  

 accept less than the full balance of the loan at closing.  A buyer closes on the property and  

 The property is ósold shortô. 

 

What a Short Sale Is Not 

 
It needs to be clear that a short sale is a way to avoid foreclosure.  It is not a óget out of my mortgage free 

cardô.  In order for a short sale to be approved, the homeowner has to either be in or be headed for fore-

closure.  This means that the homeowner has to have a valid financial hardship for why they canôt pay 

their mortgage. 

 

A seller without a financial hardship that is upside down on their mortgage and wants to sell is not a po-

tential short sale, they are a dissatisfied homeowner.  Unfortunately this individual will either have to 

wait the market out, bring cash to closing, or in the most extreme of cases let the property go into foreclo-

sure. 

 

Short Sales Explained 
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One of the most common misconceptions that a very high percentage of homeowners and realtors have of 

their lender is that they are lying in wait ready to jump out and take their house.  Nothing could be farther 

from the truth.  The reality is lenders and financial institutions are in the finance business, not in the real 

estate business and they do not want your property.  In fact, a foreclosure has far reaching financial and 

regulatory consequences that most people are not aware of. 

 

The easiest way to demonstrate why a bank will negotiate a short sale is to break down the actual costs of 

a foreclosure on a hypothetical property. 

 

For example, letôs assume we have a property that has a market value of $200,000 and the owner owes the 

banks $190,000 but the highest offer the real estate licensee has submitted to the bank is $180,000.  The 

bank would be crazy to accept it right?  Maybe not, letôs go through the numbers in a short sale compared 

to a foreclosure on the same hypothetical property. 

 

Short Sale 

The bank accepts the hypothetical contract above: 

 

 

Why Would a Lender Accept a Short Sale? 

Market Value: $200,000 

Loan Amount: $190,000 

  

Sale Price: $180,000 

Closing Costs: -$4,000 

Commissions: -$10,800 

Proceeds from Sale: $165,200 

  

Loan Amount: $190,000 

Less Proceeds: -$165,200 

Lender Loss $24,800 
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Foreclosure 

 

The bank takes over the same hypothetical property from the previous page to sell at full market value 

and is able to find a buyer and close within 6 months: 

 

As you can see, many times the bank is actually better off with a below market value offer in a short sale 

even if they are able to sell a property in 6 months for full market value in foreclosure.  The financial 

situation could be many times worse for the bank if the property 

declines in value, needs repairs, a tenant needs to be evicted, and 

many other issues that may arise.  A short sale is a sure thing and 

the lender keeps the property off of their books. 

 

Please note, this is only a hypothetical example.  These are of 

course estimates provided to give you a representation of the real 

risk of a foreclosure to a lender and the benefits of a short sale. 
 
 
 
 

Why Would a Lender Accept a Short Sale continued... 

Market Value: $200,000 

Loan Amount: $190,000 

  

Sale Price: $200,000 

Seller Concession: -$6,000 

Legal Fees: -$7,000 

Taxes: -$500 

Insurance: -$1,000 

6 Months Utilities: -$600 

6 Months Maintenance: -$600 

6 Month Interest Loss: -$6,650 

Association Dues: -$1,200 

Closing Costs: -$4,400 

Staffing Costs: -$2,000 

Commissions: -$12,000 

Proceeds from Sale: $158,050 

  

Loan Amount: $190,000 

Less Proceeds: -$158,050 

Lender Loss $31,950 
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What is an Acceptable Hardship? 

 

A hardship can be defined as: 

 

 A material change in the financial situation of a homeowner that is or will affect their ability 

 to pay their mortgage. 

 

Remember, a homeowner must have a hardship in order to qualify for a short sale.  These were discussed 

in detail on pages 6-8 of this booklet.  Examples of acceptable financial hardships are: 

 

1. Loss of Job 

2. Business Failure 

3. Damage to Property 

4. Death of a Spouse 

5. Death of family members 

6. Severe Illness 

7. Inheritance 

8. Divorce 

9. Mandatory Job Relocation 

10. Medical Bills 

11. Military Service 

12. Payment Increase or Mortgage Adjustment 

13. Insurance or Tax Increase 

14. Reduced Income 

15. Separation 

16. Too much debt 

17. Incarceration 

 

Insolvency Requirement:  The homeowner must not be able to Pay Down the Mortgage.  A short sale 

client has to be ófinancially insolventô, this means they owe more than they have in liquid cash or assets 

that could be used to buy-down their mortgage.  If the homeowner does have liquid cash or assets they 

will be expected to use them to pay down their mortgages.  We have seen cases where a homeowner made 

a contribution towards the sale of their property but was still short and the lender 

covered the remaining shortfall. 

Specific Short Sale Qualifications 
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Foreclosure vs. Short Sale 
Homeowner Consequences 

Future Fannie Mae LoanðPrimary 

Residence (effective May 21, 2008 

A homeowner who loses a home to 

Foreclosure is ineligible for a Fannie 

Mae backed mortgage for a period of 5 

years. 

A homeowner who successfully negoti-

ates and closes a short sale will be eli-

gible for a Fannie Mae backed mort-

gage after only 2 years. 

Future Fannie Mae LoanðNon Pri-

mary Residence (effective May 21, 

2008 

An Investor who allows a property to 

go to Foreclosure is ineligible for a 

Fannie Mae backed investment mort-

gage for a period of 7 years. 

An Investor who successfully negoti-

ates and closes a short sale will be eli-

gible for a Fannie Mae backed invest-

ment mortgage after only 2 years. 

Future Loan with any Mortgage Com-

pany 

On any future 1003 application, a pro-

spective borrower will have to answer 

YES to question C in Section VIII of 

the standard 1003 that asks ñHave you 

had a property foreclosed upon or 
given title or deed in lieu thereof in the 

past 7 years?  This will affect future 

rates. 

There is no similar declaration or ques-

tion regarding a short sale. 

Credit Score Score may be lowered anywhere from 

250 to over 300 points.  Typically will 

affect score for over 3 years. 

Only late payments on mortgage will 

show. After sale the mortgage will be 

reported as paid or negotiated.  This 

will lower the score as little as 50 

points if all other payments are being 
made.  A short saleôs affect can be as 

brief as 12 to 18 months. 

Credit History Foreclosure will remain as a public 

record on a personôs credit history for 

10 years or more. 

A Short Sale is not reported on a 

credit history .  There is no specific 

reporting item for óshort sale.ô  The 

loan is typically reported as ópaid in 

full, settled.ô 
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Foreclosure vs. Short Sale 
Homeowner Consequences continued... 

Security Clearances Foreclosure is the most challenging 

issue against a security clearance out-

side of a conviction of a serious misde-

meanor or felony.  If a client has a 

foreclosure and is a police officer, in 
the military, CIA, Security, or any po-

sition that requires a security clearance 

in almost all cases clearance will be 

revoked and position will be termi-

nated. 

A Short Sale on its own does not chal-

lenge most security clearances. 

Current Employment Employers have the right and are ac-

tively checking credit regularly on all 

employees who are in sensitive posi-

tions.  A foreclosure in many cases is 

ground for immediate reassignment or 

termination. 

A short sale is not reported on a credit 

report and is therefore not a challenge 

to employment. 

Future Employment Many employers are requiring credit 

checks on all job applicants.  A fore-

closure is one of the most detrimental 

credit items an applicant can have and 

in most cases will challenge employ-

ment. 

A short sale is not reported on a credit 

report and is therefore not a challenge 

to employment. 

  

Deficiency Judgment In 100% of foreclosures (except in 

those states where there is no defi-

ciency) the bank has the right to pursue 

a deficiency judgment. 

In some successful short sales it is pos-

sible to convince the lender to give up 

the right to pursue a deficiency judg-

ment against the homeowner. 

Deficiency Judgment (amount) In a foreclosure the home will have to 

go through an REO process if it does 

not sell at auction.  In most cases this 

will result in a lower sales price and 

longer time to sale in a declining mar-
ket.  This will result in a higher possi-

ble deficiency judgment. 

In a properly managed short sale the 

home is sold at a price that should be 

close to market value and in almost all 

cases will be better than an REO sale 

resulting in a lower deficiency. 
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There is a tremendous amount of confusion regarding what the financial consequences of a short sale are 

for a seller.  The major differentiation that cannot be reinforced enough is a foreclosure is a credit item 

that lasts forever, a short sale is not. 

 

It is also important to make clear that we are a real estate team, we are not accountants.  We urge all dis-

tressed homeowners to discuss the financial consequences of a short sale or foreclosure with a quali-

fied accountant. 

 

Mortgage Forgiveness Debt Relief Act of 2007 

 

This act was originally introduced as HR 3648 and was passed into law on December 20th 2007 when it 

was signed by the president.  The bill received an overwhelming amount of support in the House and was 

seen by many as a major step in the right direction. 

 

Prior to the passage of this law, for any debt that was forgiven in a short sale or a foreclosure the home-

owner would receive a 1099 and would have to report this forgiven (or cancelled) debt as income.  This 

still holds true for those individuals who do not qualify for the exceptions of this act. 

 

From January 1, 2007 to January 1, 2010 this act eliminates the óphantom taxô on debt cancellation in 

mortgage discharge. 

Debt must have been debt incurred to acquire a principal residence. 

Cancelled debt up to $2,000,000 is eligible. 

Sets forth rules for determining the allowable amount of the exclusion for taxpayers with non-

qualifying indebtedness and taxpayers who are insolvent. 

Debt from a second (non acquisition) mortgage or Home Equity Line of Credit (HELOC) is not eligi-

ble unless the HELOC was actually used to improve the property. 

Cancelled debt from investment properties and second homes is not eligible. 

 

For more detailed information on possible tax consequences, please visit www.IRS.gov and read the spe-

cial section entitled ñQuestions and Answers on Home Foreclosure and Debt Cancellationò.  The bottom 

line is when it comes to accounting and tax issues, you need to see a qualified accountant. 

Short Sale & Foreclosure Financial Consequences 
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Les Bailey and Associates Real Estate Team 

Les Bailey 
Listing Licensee & Team Leader 

Phone:  907-230-8628   Email:  Les@LesBaileyAndAssociates.com 

 

Lance Davis 
Listing Partner & Certified Distressed Property Expert 

Phone:  907-229-9466   Email:  Lance@LesBaileyAndAssociates.com 

 

Nani Palmer 
Buyers Specialist 

Phone:  907-229-2352   Email:  Nani@LesBaileyAndAssociates.com 

 

Mikilani Davis  
Marketing Manager 

Phone:  907-229-9103   Email:  Mikilani@LesBaileyAndAssociates.com 

 

Kyle Ellis 
Contract Manager 

Phone:  907-689-6451   Email:  Kyle@LesBaileyAndAssociates.com 

 

 

The highest compliment we can receive is to be referred to your busi-

ness associates, friends, and family. 
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Our Teamôs Goal is to Help You Avoid Foreclosure 

Mission Statement 
 

ñWe make a living by what we get, we make a life by 

what we give.ò - Winston Churchill  
 
 

Les Bailey & Associates Real Estate Team is in the 

profession of providing services to customers and 

clients to facilitate their home purchases and 

home sales.  We also help distressed homeowners 

avoid foreclosure.  We are successful because we 

prospect continually on your behalf, and because 

we are constantly striving to improve ourselves, 

what we do, and how we do it.  

 
We concentrate on Quality Service to our 

customers and clients.  We treat our clientsô 

interests as if they were our own and we provide 

service to our customers as we would wish to 

receive for ourselves.   We will always be the best 

at what we do! 

 
 


