
SHORT SALES PRIMER 101 
 

“It is solely the lender’s decision as to whether to accept the short 
sale terms.”  
 

 • Understand Your Responsibilities as a REALTOR®  
 

 • Learn About the Short Sale Process  
 

 • Assist Homeowners in Short Sale Situations  
 

 • Do More Business with Sellers, Buyers and Lenders 
 
 
 
BASIC OVERVIEW  
 
Many homeowners are now finding themselves in a situation where their loan balance is 
higher than the fair market value of their home. In such a situation, there are some 
options available to them rather than mortgage foreclosure and eventual eviction.  
 
The short sale is being widely promoted as a way out of foreclosure for homeowners  
who owe more than their house is worth. The key is in getting the lender to allow the 
homeowners to sell their house – for less than what is owed – to a willing and able buyer. 
When successful, the seller can walk away from his home without going into foreclosure 
and the buyer gets a house. It’s not a perfect solution:  There’s a negative impact on the 
seller’s credit and the seller may have a tax liability on the forgiven portion of the loan. 
Still, for many homeowners who are behind on their payments, it’s a better option than 
foreclosure.  
 
Obtaining short sale approval can be a lengthy and complex process; it involves many 
steps and consists of a lengthy trail of paperwork because it requires working with the 
lender’s loss mitigation department. A loss mitigator is assigned to oversee the account 
and review the financial situation to determine if the homeowner is in fact eligible to 
apply for a short sale transaction. The lender will consider the home’s estimated market 
value, payoff.on the loan, the costs involved in the sale, etc., and will try to mitigate its 
losses by getting the highest price possible for the property, as they will be accepting less 
than the amount owed on the mortgage balance.  
 
 
 
 
 
 



The following eligibility requirements will help determine if the homeowner is a good 
candidate for short sale approval:  
 

1 The homeowner must provide proof the home is worth less than the unpaid  
balance. This can be accomplished by obtaining a comparable home sales report 
of houses sold, or up for sale in the area where the property is located. As the 
listing agent, you can look at the condition of the property, evaluate the 
neighborhood, check the comps, and determine what a fair market value for the 
home is, so the homeowner can provide it to the lender. Include email photos that 
show property damage and neighborhood distress, if applicable.  

 
2 The homeowners must be in default of their mortgage - usually a minimum of at 

least three months. (Note: It is not your role to advise a homeowner on whether or 
not to pay their mortgage.) Additionally, the majority of lenders will only 
consider short sale approval if the homeowner does not have any equity in the 
home. If the homeowner has equity or other financial assets he/she can draw from 
to become current on mortgage payments, chances are the lender will not agree to 
a short sale approval.  

 
3 The homeowner must provide proof he/she is facing financial distress due to 

hardships including extended unemployment, chronic health problems, divorce, 
death or bankruptcy.  

 
4 The homeowner must prove he/she has no financial assets he/she can borrow 

against to maintain the mortgage payments.  
 
Prior to granting a short sale approval, the lender will generally offer the homeowner a 
variety of options to save the home from foreclosure. Typically, this will include a loan 
modification where the lender will roll over delinquent mortgage payments to the end of 
the loan or reduce and/or renegotiate interest rates and other loan terms. Some lenders 
will also provide a forbearance or temporarily suspend mortgage payments for a specific 
period of time. 
 
There are several options available to homeowners who want to keep their home out of 
foreclosure. Each option comes with its own set of pros and cons. Before accepting a loan 
modification, deed in lieu of foreclosure or short sale, it’s vital for the homeowners to 
investigate all options and determine the best financial decision for them. 



If the homeowner wants to move forward with short sale approval, certain elements must 
be in place. In many cases, the lender will require that the property be listed for sale in 
the MLS for 90 days for this purpose, prior to approving a short sale.  
 
Most important, a short sale package must be provided to the lender. Below is a list of 
some of the documents that a lender may require the borrower to provide prior to making 
its decision:  
 

 Detailed. financial statement outlining the seller’s overall income and expenses  
 

 Written explanation and proof of the hardship explaining the events that have  
 caused the homeowner to become delinquent in mortgage payments  

 
 REALTOR® listing agreement  

 
 Copy of a purchase contract signed by both buyer and seller  

 
 Estimated settlement statement (HUD-1) certified by an escrow officer  

 
 Proof of the buyer’s ability to purchase the property (loan application or verified 

bank statement for cash transactions, etc.)  
 

 Copy of the Transfer Disclosure Statement (TDS)  
 

 Copy of the certified escrow instructions  
 

 Preliminary title report  
 

 Completed and signed IRS form 4506 “Request for Copy of Tax Form”  
 

 Completed and signed personal financial worksheet  
 

 Employment paycheck stubs for the past three months  
 

 Profit and loss statements if the seller is self-employed  
 

 Past three months’ bank and investment statements  
 

 Previous two years’ tax returns  
 
 
 
 
 
 



It is important to get a firm indication from the lender that they will actually be willing to 
accept a reduced price for the house before you begin the short sale process. Remember, 
as stated before, the lender will consider the estimated market value, payoff on the loan, 
the costs involved in the sale, etc., and will try to mitigate its losses by getting the highest 
price possible for the property.  Quite often the lender comes back with a counter-offer 
that is much higher than the listed price. Pricing is critical, so be careful with regard to 
the price you list in the MLS. If the price listed in the MLS cannot be substantiated, you 
may find that you could be in violation of three articles in our Code of Ethics:  
 
Article 1: When representing a buyer, seller, landlord, tenant, or other client as an agent, 
REALTORS® pledge themselves to protect and promote the interests of their client. This 
obligation to the client is primary, but it does not relieve REALTORS® of their 
obligation to treat all parties honestly. When serving a buyer, seller, landlord, tenant or 
other party in a non-agency capacity, REALTORS® remain obligated to treat all parties 
honestly.  
 
Article 2: REALTORS® shall avoid exaggeration, misrepresentation, or concealment of 
pertinent facts relating to the property or the transaction. REALTORS® shall not, 
however, be obligated to discover latent defects in the property, to advice on matters 
outside the scope of their real estate license, or to disclose facts which are confidential 
under the scope of agency or non-agency relationships as defined by state law.  
 
Article 12: REALTORS® shall be honest and truthful in their real estate communications 
and shall present a true picture in their advertising, marketing, and other representations. 
REALTORS® shall ensure that their status as real estate professionals is readily apparent 
in their advertising, marketing, and other representations, and that the recipients of all 
real estate communications are, or have been, notified that those communications are 
from a real estate professional.  



MLS REQUIREMENTS - REMARKS AND MULTIPLE OFFERS  
 
It is highly recommended that REALTORS® become thoroughly educated about the 
short sale MLS requirements. A short sale entered into the MLS must state in the first 
line of the property remarks field: “This is a short sale subject to existing lender’s 
approval which could result in delays.” If this remark is in the first line of “remarks”, the 
listing must also be marked “short sale yes”.  
 
Many agents are upset and confused when they find out a listing office is taking multiple 
offers. Note: Agents have an obligation to submit all offers to the seller up to the day of 
closing. The rule of thumb is to have all offers submitted to the seller and have the seller 
submit all the offers to the lender that the seller thinks are viable offers – but only signing 
the one they think is the best out of all. Remember, there is only one signed agreement. 
What is the best offer? It is the highest, cleanest offer that provides the highest net to the 
lender according to the seller.  
 
How can the listing agent present all of those offers? All other offers that are submitted 
but not signed are considered as “backup offers”. Note: When there are multiple offers 
being submitted to the lender, no deposits are usually taken until the offer is accepted by 
the lender. This should be stipulated in the contract. Important note to listing/selling 
brokers: A Multi-Offer Disclosure Statement could be given to all potential buyers 
stipulating that multi-offers are being considered – this can help minimize confusion.  
 
 
Very Important: Once a contract is signed by the seller – it is contingent upon bank 
approval, and needs to be placed “active/contingent short sale” in the MLS.  
 
 
Should the listing agent not disclose in the “remarks” area that it is a short sale and/ or 
update the listing to “active/contingent short sale” once a contract is signed by the seller, 
members will be in violation of the Association’s MLS Rules and Regulations and fined 
$25.00 for each infraction.  
 
 



INFORMATION ON DISCLOSURES  
There is no question that you need to disclose more than you normally would for a short 
sale. Here are some tips on disclosures:  
 

1 Disclosure for the Listing Agreement: Because you have an agency relationship 
with a principal/seller that will include a third party who has not signed the listing 
agreement (i.e., the lender), and due to the procedures required by the lender to 
ascertain if it will approve a short sale, you need to have a special clause noted in 
every listing agreement involving a short sale (or a separate addendum) that states 
you will probably be disclosing information to third parties. The disclosure could 
look something like this:  

 
“The seller specifically consents to allow the broker and its agent (whether serving as a 
transaction broker or single agent) to disclose any requested information or to provide 
any requested documentation to the seller’s lender for the purpose of obtaining seller’s 
lender’s approval in connection with the sale of the subject listed property. Seller 
recognizes that this waiver may include what would otherwise be considered confidential 
information. Seller further consents to allow broker and its agent to make these 
disclosures related to seller’s lender’s approval as a contingency to acceptance of the 
contract, the Settlement Statement and all documentation related to this transaction, as 
well as payment of the commission. These disclosures may also be noted in the MLS, in 
accordance with its rules and regulations, in the Seller’s Disclosure and the Sales 
Contract or Contract Addendum.”  
 

2 Disclosure for the MLS: How to address the commission with a cooperating 
broker is somewhat problematic. Here are what our MLS Rules & Regulations 
state: “Short sales entered into the MLS must state in the first line of the property 
remarks field: This is a short sale subject to existing lender’s approval which 
could result in delays.” In addition, refer to Note Number 5 which states: 
“Nothing in these MLS rules precludes a listing participant and a cooperating 
participant, as a matter of mutual agreement, from modifying the cooperative 
compensation to be paid in the event of a successful transaction.”  

 
3 Disclosure for the Sales Contract/Addendum: This must expressly advise the 

buyer that the lender must approve not only the contract, but the final HUD, etc. 
You could say something to the effect of: “Buyer acknowledges that this 
contract and the disbursement of funds are contingent upon the approval of 
the lender of both the contract and the Settlement HUD 1 Statement to be 
issued”.  

 
4 Disclosure for the Seller: The seller’s disclosure may be the first time the 
 prospective buyer becomes aware of the lender’s entitlement to approval. While 
 you are not disclosing a “condition” of the Property, you are disclosing a 
 “condition” of the transaction. You could say something to the effect of: “Seller 
 advises buyer that any contract for sale, addendums and the terms thereof 



 and the HUD 1 Settlement Statement are required to be approved by the 
 seller’s lender”.  

 
The Association has approved the use of two forms. One is the Short Sale Addendum to 
Exclusive Right of Sale Listing Agreement. The second is the Short Sale Addendum to 
Purchase and Sale Contract. These two forms can be found on our website. Go to: 
http://www.swflrealtors.com/mlsDocumentLibrary. These forms, or other forms 
similar to them, should be used in every short sale transaction. And both seller and buyer 
should be advised to consult an attorney and accountant if they have questions.  
 
 
 
DO THE MATH  
The first step in determining if the borrower will have a short sale is to check out the liens 
that are currently against the property. Talk with the seller about what they think they 
owe. Have them fill out the Short Sale Seller Checklist (see attached), at the very least. 
You may want to know what the lender’s current statement shows as well, because the 
lender’s lien may be different from what is actually owed. Check the Property Tax 
Records for any IRS liens, municipal liens and debts, judgment liens, and back (unpaid) 
property taxes. Look for other loans the owners may have, such as home equity loans and 
junior encumbrances.  
 
Discuss these liens with the seller, add them up, and calculate whether there is enough 
equity in the home to pay off these liens based on your estimated sales price. Fill out an 
Estimated Seller’s Net Proceeds worksheet to allow for all the costs of sale the seller may 
have. Remember to deduct the seller’s costs of sale, including a fee to the agents in the 
transaction. If there is not enough equity, you and the seller will have to work with the 
lender (or lenders) to find out what options are possible.  
 
 
REQUESTING LENDER APPROVAL  
A short sale is subject to a lender’s approval, because the lender is being asked to agree to 
take less than what is actually owed on the note. The CORE Short Sale Addendum states 
that such lender approval is a contingency of the contract. If a lender agrees to a short 
sale, the proceeds from the sale will be given to the lender as full satisfaction of the loan 
amount. A short sale generally requires much paperwork and preparation on behalf of the 
borrower and the agent as shown below. The buyer should also be prepared for a longer-
than-usual escrow, due to the increased paperwork required.  
 
 
 
 
 
 



Whether you are representing the buyer or the seller, you may need a long time to close 
escrow if the lender is agreeing to a short sale. In general, the process for a short sale is as 
follows:  
 

 The seller finds a buyer for the property and offers is submitted.  Use the Short 
Sale Addendum along with the standard FAR/BAR or FAR contract to 
incorporate the contingency that the lender must approve the contract. 

 
 The seller must prepare documents to verify to his/her lender that he/she is in a 

distressed position. 
 

 The seller submits all documents to the lender. 
 

 The lender may send out its own appraiser to appraise the property’s value. 
 

 The lender decides whether or not to agree to the short sale. 
 
 
There are also special guidelines for handling short sales of FHA and VA loans.  These 
guidelines are available from the U.S. Department of Housing and Urban Development 
(HUD) for FHA loans and the Department of Veterans Affairs for VA loans.  
 
The following are Short Sale Questions and Answers along with Sample Forms (Short 
Sale Seller Checklist, Short Sale Sample Hardship Letter for Seller, and Short Sale Agent 
Checklist of Documents) to help you navigate through the short sale process.  
 
And remember, even though you work with the seller to do everything the lender asks, 
provide all the documentation and obtain an offer – and in some cases, multiple offers – it 
is still solely the bank’s decision as to whether to accept the short sale terms. Some 
homeowners find that no matter what they do, foreclosure is inevitable.  
 


