What is a short-sale? 

Things to Know

A “short sale” occurs when a seller wishes to sell a property and its market value is less than what is owed on it. In an effort to avoid foreclosure, the seller puts the property on the market for less than what is owed, hoping to negotiate with the bank to accept the lesser amount as full payment. Often the owner may have more than one mortgage on the property, or may have equity loans which further complicate the matter and will keep a short sale from happening. The seller should first obtain an attorney to negotiate a sale price acceptable to the bank. If the seller puts the property on the market and receives an offer before negotiating with the bank, the deal will most likely fall apart and it will take a much longer time to get the bank’s approval.

Banks are slow in their approvals of short sales, often because of the paperwork, but also because they have to do their own appraisals and ensure that owners aren’t selling out for too low a price. The bank will also assess the ability of the seller to pay off the difference between what the house sells for and what the bank was owed (the deficiency). If the bank decides to forgive the shortfall, it becomes income to the seller and income tax will be owed on it. In any circumstance the decision to proceed with a sale rests fully with the bank, not the seller. 

Short sales take much longer than pure bank sales because they involve many more parties: negotiators, appraisers, multiple banks, etc. Also, seller/buyer emotions run high; the seller because he is "losing" the home and may end up with a large amount of owed debt and the buyer if she is waiting many months to purchase the home. Be prepared for a time frame of 3-12 months OR LONGER. Items involved with a short sale (appraisal, BPO* (Broker Price Option), pre-approvals, bank statements, etc.) need to be current, no more than 3 months old, so in the event the bank has not responded within a 3 month time frame, all materials will need to be resubmitted, causing more delays. Understand that with a foreclosure, a bank-owned sale and particularly with a short sale, you don’t have a deal until you walk out of the closing. The deal can fall apart at any time for many reasons up to that moment.

*BPO (Broker Price Option): This is similar to a CMA (Comparative Market Analysis), in which an agent will analyze properties that are similar to said property in order to come up with a fair market value/price. Comparative properties include properties currently for sale, properties that have sold within no more than the last 6 months, and properties that are under agreement. 

