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A sale in which the outstanding obligations (loans) against the 
real estate are greater than the amount for which the property can 
be sold.

What is a Short Sale?

Property Value: $300,000Loans: $330,000



• Recession, higher interest rates, 
higher monthly payments.

• Fire, flood, or other damage.

• Changing character of 
neighborhood

• Improper maintenance

Causes of Drop in Market Value

! As a result, one or more of the lien-holders 
might be willing to accept a “Short Payoff” – an 
amount less than the full amount owed.
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Should You or Shouldn’t You?

Clients inquiring about short 
sales have one thing in 

common -

they all 

want to 

or need to 

SELL

their home. 

They NEED your services!
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Who Else Needs You?

Banks, Lien Holders need your 
services as well. 

• All REO properties are listed with 
Realtors. They are the perfect sellers 
— the properties are generally priced 
to sell and the price is adjusted until it 
property sells. 

• Lien Holders need BPOs and 
comparable sale information.

• Lien Holders need a TRUSTED 
contact in each area.

Lien Holders SHOULD be on your prospecting list.
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Professionals who 

UNDERSTAND

the process.

Keller Williams

Integrity First

What else does a short sale 

homeowner need?
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Because in 2005 a lender lost an 

average of $50,000 per foreclosed 

home. This figure is probably much 

higher this year.

GMAC-RFC (Residential Funding Corporation), America’s largest private 

issuer of mortgage backed securities and a leading warehouse lender, estimates 

According to the U.S. Census Bureau’s statistical abstracts, the number of non-

farm mortgage loans in foreclosure at year-end 2003 (the latest year for which 

information is available) was over 500,000. This translates into $25 billion in 

foreclosure cost for lenders. (PMI)

Desiree Hatcher, Profitwise News and Views February 2006

Why would a lender agree to 

accept less than the principal 

amount owed?
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Starting the process
First let’s understand the loan

It is a Promissory Note

• It is a negotiable instrument
• It has loan terms

• Dates, amount, & interest rate
• Borrower’s “promise” to pay
• “Grace” period… Really?

• It is late
• After 15 days
• Penalty & credit ding

• It is delinquent
• 30 > 60 days 
• Penalties & credit hit

• It is in default 
• 60 days +
• The game begins
• Expense mounts quickly!
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Identifying the need

This is where you can start the needs 
analysis. 

• Does your client really need a short sale? 

• Do they actually qualify for a short sale? 

• And does their home qualify for a short sale?

The documentation and disclosure will 
serve as your “weeding out” process. 

The first step is to establish a hardship. 

Never lose sight of the client’s need!

They came to you to SELL their home.
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Establishing the hardship

• Is there a hardship?

• Will the hardship qualify?

• Can it be substantiated?
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Your consulting role

Collecting the necessary information for your client is a part of 
your consulting role that builds rapport and puts you in a position 
of a consultant.

Remember, your objective is to provide a service the client wants 
- to sell their home. At this point you still don’t know if the 
property and client will qualify for a short sale. 

• The first step you need to take is get written permission 
from the client so you can negotiate with the lien holder on 
their behalf. 

• With this in hand you will call the lien holder and get the 
appropriate application package. There is no standard so 
you will have to call each lien holder. 
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Documentation sample
Personal information

Assets / LiabilitiesIncome/Expense Data

The lien holder may require 
the following: 

‣Two years Tax Returns.

‣Two current Pay Stubs

‣Two most recent Bank 
Statements

You will need from seller:

‣Letter (or form) authorizing 
you to negotiate on their 
behalf.

‣Loan Payment Coupons 
and/or Address/Acct # of 
Current Lender.
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• BPO (broker price opinion)

• Comparable sales

• Current appraisal

Documentation
Property information
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• Additional Deeds of Trust (more later).

• Equity line of credit (more later).

• Credits for closing costs and/or Repairs.

• Commission paid or commission credits.

• Assignment of refunds for impounds, prepaid expenses, 
taxes & insurance.

• Any changes and/or modifications to the existing Real 
Estate Purchase Agreement and Joint Escrow Instructions. 

• Lender approval.

Red Flags
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Red Flags
Additional deeds of trust and equity lines

• Additional deeds of trust

- If there are more two or more deeds of trust, it is a good bet that the first lien 
holder will not cooperate. Why? Because they simply can foreclose to satisfy 
their lien. You will have to negotiate with liens in junior positions.

• Equity lines of credit

- Equity lines can be troublesome. Make certain the equity line is closed before 
you go any further. Don’t take the bank’s word for it - get it in writing. 
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• A short sale may result in 

something called “Debt Relief.”

• The seller may owe Federal 

Taxes for the amount of “DEBT”

the lender has forgiven.

• This can be a shock to a seller 

already burdened with financial 

issues. Please advise seller to 

consult a professional.

Warning! Warning!
Tax Consequences

There may be MAJOR tax consequences resulting from a short 

sale. Have seller consult with a CPA or Attorney.
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• Remember, the Seller gets NO 
money from the proceeds of a 
short sale.

• Unless approved by the lender, 
the Buyer does not generally get 
any credits, money to fix issues, 
etc.

• Your commission is also often 
negotiated. Prepare for this by 
getting a buyer-broker agreement.

Your commission

And buyer and seller proceeds
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Disclose, Disclose, Disclose

Disclosure will keep you out of trouble. Disclose everything. 
Please check with your State Association if they require a special 
form. Some disclosure items include:

• Seller’s receipt of written consentfrom all existing secured 
lenders and lien-holders.

• A short-pay may create credit or legal problems, or may result 
in taxable income to Seller.  Seller is advised to seek advice 
from an attorney, certified public accountantor other expert 
regarding such potential consequences of a short-payoff.

• Seller may present to Short-Pay Lender any additional offers
that are received on the Property.  



23

Short Sale approval sample

Watch for the 

expiration date



• Learn why lenders are so willing to take huge discounts.

• Learn proper way of negotiating; time is valuable and you must not waste it.

• Learn how to set up a land trust.

• The Authorization to Release Form. You must have this!

• Learn how you can pull out any excess money in escrow.

• Purchase Agreements – learn to fill them out correctly – they provide samples 
already filled out so you can copy them.

• Hardship letters – so lenders will accept a discount. Certain statements will put 
the odds in your favor.

• Calling the bank.  If you don’t do this right, the banks won’t work with you.

• Learn about BPO’s – Brokers Price Opinion.

Be Very Afraid

And the winner is…
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• Learn how to fill out HUD-1 

settlement statements!

And the winner is?
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In conclusion

• A short sale is an opportunity for you to:

• Help a client in need by selling their home. 

• Perform your primary job function — lead generation. 

• Get “referrals for life” from your client — lead generation.

• Introduce your services to lien holders for future referrals 
— lead generation.

Remember, your primary job function is to lead generate. 

Short sales are an excellent opportunity to add referral

sources to your database.  
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602-230-6263

Questions or comments
Please contact


