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What's in 

Track A — For homeowners

1 Falling behind is not the end

2 Your full menu of options

3 What a short sale really is

4 Do you qualify?

5 The paperwork, decoded

6 The process, step by step

7 Will you owe the difference?

8 Life after the short sale

9 Choosing the right agent

10 Scams and red flags

Track B — For agents

11 The short sale opportunity in 2026

12 Anatomy of a clean file

13 Working the four programs

14 Pricing and the value dance

15 Compliance guardrails

16 When to refer instead

Back matter

· Glossary — terms & abbreviations, decoded

· Sources

this guide
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T R A C K  A

For 

Ten chapters that take you from the first missed payment to the day you

buy again — options, qualification, paperwork, process, money, credit,

choosing help, and staying safe.

homeowners
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F O R  H O M E O W N E R S  ·  C H A P T E R  1

Falling behind is 

What actually happens after a missed payment, how much time you really have, and why the

homeowners who come out best are the ones who act in the first 90 days.

If you've missed a mortgage payment — or you can see the month coming when you will — the most

important thing to know is this: you have more time and more options than you think, but both shrink

every month you wait. Foreclosure is not an event; it's a slow-moving process with checkpoints, and at

nearly every checkpoint you can still change the outcome.

The timeline, month by month

Federal law builds a runway into every residential mortgage. Under the Consumer Financial Protection

Bureau's (CFPB) mortgage servicing rules (Regulation X), your servicer generally cannot make the first

foreclosure filing until you are more than 120 days delinquent. Those first four months are yours — use

them.

W H E N W H AT H A P P E N S W H AT I T M E A N S  F O R  YO U

Day 1–15 Payment missed; grace period runs No credit reporting yet. A late fee at most. Call

your servicer now — before they call you.

Day 30–

60

Late payment reported to credit bureaus; servicer

must attempt live contact by day 36 and send

written notice of workout options by day 45

The letters that arrive are required by law and list

real options. Open them.

Day 90–

120

Default/acceleration warning letters Still inside the protected window. A complete

loss mitigation application generally pauses

foreclosure ("dual tracking" is restricted).

Day 120+ First foreclosure filing becomes legally possible In judicial states this is a lawsuit; you'll be served

and typically have a short deadline to respond.

Never ignore court papers.

Months

5–18+

Foreclosure case proceeds to judgment and sale Options narrow but don't vanish — short sales

are approved deep into this window every

month.

not the end
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F LO R I DA N OT E

Florida is a judicial foreclosure state: every foreclosure runs through the circuit court (Fla. Stat. ch.

702). The lender files a lawsuit and records a lis pendens; you have 20 days after being served to file

an answer, and missing that deadline invites a default judgment. Routine uncontested cases typically

take roughly 12–18 months from first missed payment to sale; contested cases run longer. And

under Fla. Stat. §45.0315 you can stop the sale by paying the judgment amount any time until the

clerk files the certificate of sale — the door stays open longer than most people realize.

Why the first 90 days decide the outcome

Almost every good outcome gets easier the earlier you start:

More options qualify. Repayment plans and forbearance work best when you're one or two payments

behind, not eight.

Less debt to solve. Every month adds a missed payment, late fees, and eventually the lender's legal

costs to the pile that any workout has to absorb.

More equity survives. If you have equity, time is literally money: legal fees and accrued interest eat into

what a sale could put in your pocket.

Calmer decisions. A homeowner choosing between five options in month two makes better decisions

than one choosing between two options three weeks before an auction.

Three moves to make this week

Call your servicer and say the words "loss mitigation." Ask what options you may qualify for and what

documents they need. The call is free and creates a record that you engaged early.

Open every letter and keep every document. Servicer letters, court papers, notices — one folder,

nothing thrown away. Dates on these documents are deadlines.

Get a professional read on your position. A housing counselor approved by the U.S. Department of

Housing and Urban Development (HUD) — free, at hud.gov or 1-888-995-HOPE) can walk through

retention options; a short sale specialist can tell you what your home would realistically net and

whether a sale beats the alternatives. Chapter 2 walks through the full menu.

WAT C H  O U T

The moment a foreclosure filing becomes public record, your mailbox fills with "help." Anyone

demanding an upfront fee to negotiate with your lender, asking you to sign over your deed, or telling

you to stop communicating with your servicer is a red flag — Chapter 10 covers the scams in detail.

• 

• 

• 

• 

1. 

2. 

3. 
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F O R  H O M E O W N E R S  ·  C H A P T E R  2

Your full menu 

Eight ways out of mortgage trouble, from "catch up and keep the house" to "walk away clean"

— with the honest pros and cons of each. A short sale is one tool on this list, not the answer

to everything.

We sell short sales for a living, so believe us when we say: a short sale is the right answer only when the

better answers don't fit. Work down this list in order. The options at the top keep your home; the options

at the bottom end the mortgage with the least damage possible.

Keep the home

1. Reinstatement — pay the arrears, reset the clock

Pay everything past due (payments, late fees, and any legal costs) in one sum and the loan returns to good

standing. Best for: a hardship that's over — you're back to work, an insurance claim paid, family can help. 

Reality check: the number grows monthly, and partial payments usually don't stop anything. Get a written

reinstatement quote from your servicer before wiring a dime.

2. Repayment plan — catch up over months

Your regular payment plus a slice of the arrears each month, typically over 3–12 months. Best for: a short

interruption with full income restored. Reality check: your payment goes up during the plan. If the original

payment was already a stretch, this only delays the problem.

3. Forbearance — press pause

The servicer agrees to reduced or suspended payments for a set period — for conventional loans, generally

granted in increments up to three months at a time and capped around 12 months total. Best for: a

temporary, provable hardship with a clear end date (medical recovery, disaster, seasonal income). Reality

check: the missed payments don't disappear — you exit forbearance into a repayment plan, a deferral, or a

modification. The generous COVID-era rules are gone; today's forbearance is standard underwriting, not

an entitlement.

4. Loan modification — permanently restructure

The servicer changes the loan itself: arrears folded into the balance, term extended, sometimes the rate

adjusted. The main conventional program — the Fannie Mae / Freddie Mac Flex Modification — works

through a fixed series of steps (capitalize arrears, adjust rate, extend the term up to 480 months, forbear

principal) targeting a 20% cut in your principal-and-interest payment. The Federal Housing Administration

(FHA) runs its own permanent menu (partial claims, modifications, and the Payment Supplement, which

of options
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uses an interest-free FHA claim to buy your monthly payment down for three years). Department of

Veterans Affairs (VA) borrowers: the old VASP (Veterans Affairs Servicing Purchase) rescue program ended

in May 2025; its successor, the VA partial claim, began accepting cases in June 2026 — plus standard VA

modifications and repayment plans. Best for: a permanent income change where you can afford a reduced

payment. Reality check: not everyone hits the reduction target, trial payment plans must be completed,

and program rules tightened in 2025–2026 (FHA now generally requires 24 months between permanent

options). If the modified payment still doesn't fit your income, a modification just schedules the next

default.

Exit the home

5. Sell with equity — the option people forget they have

If your home is worth more than you owe plus selling costs, you don't need anyone's permission and you

don't need a short sale — you need a listing agent and a realistic price. After years of appreciation, many

struggling homeowners have more equity than they think. Foreclosure legal fees and accrued interest burn

that equity monthly, so if selling is the answer, list before the court process eats your proceeds.

6. Refinance — rarely available, worth 10 minutes to check

Replacing the loan requires equity, income, and credit — exactly what mortgage trouble erodes. Best for:

homeowners with strong equity who see the problem coming before missing payments. Reality check:

once you're 60+ days late, conventional refinancing is effectively off the table.

7. Short sale — sell for less than you owe, with the lender's consent

When the home is worth less than the payoff and the hardship is real, the lender can agree to accept the

sale proceeds and release the lien. Done right, you walk away without a foreclosure on your record, often

with deficiency waived in writing (Chapter 7), sometimes with relocation money, and with materially

shorter waits to buy again. The rest of this guide covers qualification (Chapter 4), paperwork (Chapter 5),

and process (Chapter 6).

8. Deed in lieu of foreclosure — hand back the keys, on negotiated terms

You voluntarily transfer the property to the lender. Under Fannie Mae's version (Mortgage Release), a

qualifying borrower can get up to $7,500 in relocation assistance and choose a graceful exit — immediate

move, three months rent-free, or a 12-month market-rent lease. Best for: when a sale has genuinely failed

or isn't feasible and you need a clean, scheduled exit. Reality check: lenders usually want a documented

sale attempt first, junior liens can block it entirely, and get deficiency and tax treatment in writing before

signing — the same three questions as a short sale (Chapter 7) apply.
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And option zero: doing nothing

Foreclosure is what happens when you don't choose. It maximizes credit damage (a completed foreclosure

means up to a seven-year wait for a conventional loan), forfeits any say in timing, can leave a deficiency

judgment behind in many states, and — if there was equity — hands a chunk of it to legal costs. Every

option above beats it. That's the entire reason this guide exists.

H O W  T O  C H O O S E

Two questions sort the whole menu. Can you afford a reasonable payment going forward? If yes,

look at options 1–4. If no: is the home worth more than you owe? If yes, sell with equity (5). If no,

compare short sale (7) against deed in lieu (8) — and have a specialist run the numbers on both

before you decide. Program rules above are current as of August 2026 and change; your loan type

(conventional, FHA, VA, or a U.S. Department of Agriculture (USDA) loan) determines which versions

apply to you.
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F O R  H O M E O W N E R S  ·  C H A P T E R  3

What a short sale 

A plain-English definition, who actually has to say yes, what "the bank agrees to less" really

means — and the six myths that stop people from using the tool correctly.

The definition

A short sale is the sale of a home for less than the total debt owed against it, where the lienholders agree

to accept the sale proceeds and release their liens so the sale can close. The word "short" refers to the

payoff — the proceeds come up short of the mortgage balance — not to the timeline. In fact, the timeline is

one of the least "short" things about it.

Three numbers define every short sale:

What the home is worth — established by the market via your listing, and checked by the lender

through its own valuation (a broker price opinion or appraisal).

What you owe — the full payoff: principal, missed payments, late fees, and the lender's costs, across all

liens.

The gap — the shortfall the lender is being asked to absorb. What happens to that gap (forgiven,

reserved, or negotiated) is Chapter 7.

Who has to say yes

This is the part that surprises people: a short sale is a negotiation with everyone who has a claim on the

property, not just "the bank."

PA RT Y T H E I R  R O L E W H Y T H E Y C A N  K I L L T H E  D E A L

You, the

owner

You still own the home. You list it, accept an offer, and

sign the contract.

It's your sale — the lender approves the

payoff, not the decision to sell.

Servicer The company you pay; runs the review process Incomplete packages die here. Chapter 5

exists because of this row.

Investor Who actually owns the loan (Fannie Mae, Freddie Mac,

the Federal Housing Administration (FHA)/HUD, the

Department of Veterans Affairs (VA), a bank, a trust)

Sets the rules: eligibility, minimum net

proceeds, timelines. This is why "which

program am I in?" (Chapter 4) matters.

really is

• 

• 

• 
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Junior

lienholders

Second mortgages, HELOCs, judgment liens,

homeowners association (HOA) claims

Every junior lien must release. A $15,000

HELOC can block a $400,000 sale until

it's negotiated.

Mortgage

insurer (if any)

Insures the lender's loss May demand a contribution or note

before consenting.

The buyer Waits weeks or months for approval Buyers who aren't prepared for the wait

walk — and a dead contract restarts the

clock.

A specialist's real job is orchestrating those six rows at once. That — not the listing itself — is the hard part,

and it's why Chapter 9 tells you to hire for short-sale experience specifically.

What "the bank agrees to less" actually means

The lender isn't doing you a favor; it's making a business decision. A foreclosure costs the lender legal fees,

months or years of carrying costs, property damage risk, and a resale at distressed pricing. A short sale

usually nets more, sooner, with less risk. Your approval package (Chapter 5) is essentially a business case: 

this sale, at this price, with this hardship, nets you more than foreclosing. When the numbers say yes, lenders

say yes — they approve short sales every day.

Six myths, corrected

M Y T H R E A L I T Y

"I have to be behind on

payments to qualify."

Delinquency is common but not universally required — imminent default with a

documented hardship can qualify under major programs. Being current can even

help your credit outcome. (Chapter 4.)

"The bank would rather

foreclose."

Foreclosure is usually the lender's most expensive outcome. They approve short

sales because the math favors them, not out of kindness.

"A short sale means my credit

is ruined just like a

foreclosure."

Both hurt, but they are not equal — the account reports differently and re-buy

waiting periods are materially shorter after a short sale (Chapter 7 has the current

table).

"The forgiven debt is free

money."

The gap can have debt, tax, and credit consequences — all manageable, none

automatic. That's exactly why Chapter 7 is the longest chapter in this guide.

"I can sell to my cousin and

stay in the house."

Short sales are arm's-length transactions. You'll sign an affidavit saying the buyer is

unrelated and there's no side deal to rent or buy it back. Violating it is fraud.
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"Any agent can do this." The listing is ordinary; the negotiation is not. Files die on package quality, junior

liens, and valuation disputes — places a generalist has never been. (Chapter 9.)

When a short sale is the right tool

From the menu in Chapter 2, the short sale earns its place when three things are true at once:

You owe more than the home is worth (after selling costs), so a normal sale can't close;

You can't sustainably afford the home, even with a modification's reduced payment; and

You want the most controlled exit available — negotiated payoff, negotiated deficiency terms, a normal

closing on a schedule, and a shorter path back to homeownership.

If that's your situation, the next three chapters are your playbook: whether you qualify (4), what goes in the

package (5), and how the process runs start to finish (6).

1. 

2. 

3. 
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F O R  H O M E O W N E R S  ·  C H A P T E R  4

Do you 

Short sale eligibility isn't one set of rules — it's four or five, and which one applies depends on

who actually owns your loan. Here's how to find out, and what each program looks for.

Step one: find out who owns your loan

The company you send your payment to (the servicer) usually doesn't own your loan. The owner — the 

investor — sets the eligibility rules, and the rules differ meaningfully between programs. Three free lookups

answer the question in under five minutes:

Fannie Mae: their online loan lookup tool (KnowYourOptions / "Does Fannie Mae own my loan?")

Freddie Mac: their loan look-up tool

FHA / VA / USDA (Federal Housing Administration / Department of Veterans Affairs / U.S.

Department of Agriculture): you'll generally know from your closing documents — look for an FHA case

number, a VA guaranty, or check your monthly statement for an "MIP" (mortgage insurance premium)

or "funding fee" reference. If in doubt, ask your servicer in writing: "Who is the investor on my loan, and is

it government-insured?"

If none of those match, you likely have a portfolio or private-investor loan — the lender's own money, or a

private securitization. Those follow the lender's internal rules, which are often more flexible than the

agency programs, not less.

The three ingredients every program looks for

Details vary, but every short sale review is testing the same three things:

I N G R E D I E N T W H AT I T M E A N S W H AT C O U N T S

1. A hardship A documented reason you

can no longer sustain the

payment

Job loss or income reduction, divorce or separation, death of a

borrower or wage earner, disability or long-term illness,

employment relocation, business failure, disaster, or a payment

increase you can't absorb

2. Negative or

insufficient equity

A sale at market value can't

pay off everything owed

plus closing costs

The lender verifies this with its own valuation, not your

Zestimate

qualify?

• 

• 

• 
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3. Inability to

sustain the loan

Keeping the home isn't

realistic even with a

modification

Shown through your financials — or presumed from deep

delinquency

Notice what's not on the list: you being months behind. Delinquency helps demonstrate the hardship, but

current borrowers can qualify under "imminent default" — the recognition that the missed payments are

coming even if they haven't happened yet. Agency imminent-default screens look at things like a low credit

score, recent late payments, and a housing expense that has become unsustainable relative to income.

Program by program

Fannie Mae and Freddie Mac (conventional/conforming)

Deep delinquency = streamlined path. If you're 90+ days behind (Fannie also looks at a credit score of

620 or below for some paths, and the property can't be an investment property at origination), the

servicer can approve a short sale with streamlined documentation — in some cases no financial

package at all. The delinquency itself is treated as proof of hardship.

Current or less delinquent = full review. You'll submit a complete Borrower Response Package (Chapter

5) and pass the imminent-default test. Current or under-60-days cases get extra scrutiny — for these,

an eligible hardship such as death, divorce, disability, or distant employment transfer carries real

weight.

Cash contributions and promissory notes. If you have meaningful cash reserves (Freddie's benchmark:

reserves above the greater of $10,000 or six times your monthly payment), the servicer may request a

contribution toward the shortfall — computed from your reserves and monthly payment, never more

than the deficiency, and waived when it would be small (under $500) or when the hardship is the death

of a borrower or wage earner. This is negotiable; it is not a reason to avoid applying.

The upside: an approved GSE (government-sponsored enterprise — Fannie Mae or Freddie Mac) short

sale generally comes with deficiency resolution built into the approval terms, possible relocation

assistance up to $7,500 (if you occupy the home and aren't being reimbursed elsewhere), and re-buy

eligibility in as little as 2 years with extenuating circumstances (Chapter 7).

FHA — the Pre-Foreclosure Sale (PFS) program

FHA calls its short sale a PFS, and it's the most structured version — which is good news, because the rules

are published:

Two tracks. A standard PFS uses a financial review including a Deficit Income Test — your documented

monthly expenses exceed your income, showing the payment is unsustainable. A streamlined PFS skips

the financial documentation for borrowers in qualifying circumstances. Your servicer determines the

track; FHA overhauled and simplified this framework in its 2025 policy updates.

An appraisal sets the floor. FHA orders an independent appraisal, then issues an Approval to

Participate (form HUD-90045, from the U.S. Department of Housing and Urban Development) with a

• 

• 

• 

• 

• 

• 
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defined marketing period and minimum net proceeds: 88% of appraised value in the first 30 days, 86%

in days 31–60, and 84% after that. You know your target price from day one — a discipline the

conventional world could learn from.

Cash incentive. A borrower who completes a PFS can receive a payment of up to $3,000, which can

also be used to help clear junior liens or cover transaction costs HUD doesn't pay. (This figure has

moved around in recent policy — it was briefly $7,500 in 2025 before being reset — so have your

servicer confirm the current amount in writing.)

VA — the compromise sale

VA's version is the compromise sale. VA orders its own appraisal to establish the property's net value; if

the sale price covers that net value but not the full payoff, the VA guaranty absorbs the shortfall.

The catch is entitlement: the portion of your VA loan benefit used to cover the loss stays tied up until

the loss is repaid, which can limit the size of your next VA loan. Many veterans still have enough

remaining entitlement to buy again — run the numbers before assuming otherwise.

Portfolio, private, and non-QM loans

No published rulebook — the lender's loss-mitigation department decides case by case. In practice they

test the same three ingredients, and approvals often hinge on the quality of the business case your

package makes (Chapter 5). These files reward experienced negotiation more than any other category.

T H E  H O N E S T D I S Q U A L I F I E R S

Short sales get denied for predictable reasons: no documentable hardship (you can afford the

payment and simply want out — that's a strategic default, and programs screen for it), enough equity

to sell normally (congratulations — list it as a standard sale), an offer below the lender's valuation

floor (fixable: dispute the valuation or find a stronger offer), or a non-arm's-length buyer (selling to

family with a side deal is fraud, not a workaround). If your situation doesn't fit, Chapter 2's menu has

seven other doors.

• 

• 

• 
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F O R  H O M E O W N E R S  ·  C H A P T E R  5

The paperwork, 

More short sales die from incomplete packages than from lender refusals. Here is every

document in the file, what each one is actually for, and the mistakes that quietly reset your

review clock.

Why the package matters more than you think

Your servicer's negotiator may be working a hundred files. A complete, internally consistent package

moves; an incomplete one goes to the bottom of the stack — and under agency rules, the review clock

generally doesn't start until the package is complete. Fannie Mae, for example, requires the servicer to

acknowledge your submission within five business days and tell you exactly what's missing. Read that letter

carefully; it's your punch list.

Part one: your financial story (the Borrower Response Package)

D O C U M E N T W H AT I T I S W H AT I T ' S  R E A L LY F O R

Form 710 —

Mortgage Assistance

Application

The universal Fannie/Freddie intake

form: hardship type and expected

duration, household income, expenses,

assets

The spine of the file. Everything else in the

package must agree with what you put here.

Hardship

documentation

Proof matching your stated hardship:

termination letter, divorce decree, death

certificate, disability award, PCS/

transfer orders

Turns your hardship from a claim into a fact.

Match the document to the box you checked.

Income documents Recent pay stubs; award letters for

benefits; a profit & loss statement if

self-employed

Establishes what you can and cannot sustain —

and sizes any contribution request.

Bank statements Typically two recent months, all pages Verifies reserves. Yes, they look at the deposits

and the balances.

Internal Revenue

Service (IRS) Form

4506-C

Authorization for the servicer to pull

your tax transcripts directly from the

IRS

Lets them verify income independently. Use the

current revision (Oct 2022 — the only one the

IRS accepts) and sign exactly as your name

appears on the return.

decoded
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Hardship letter A short, factual narrative in your own

words

One page. Dates, events, numbers. What

happened, why the payment is unsustainable,

why a short sale is the resolution. Skip the

emotion; keep the facts.

Part two: the transaction file

D O C U M E N T

W H O

P R O D U C E S

I T

WATC H  F O R

Listing agreement You + your

agent

Shows a genuine market listing at market value — not a token effort.

Executed purchase

contract

Buyer + you Must be signed by all parties and disclose it's a short sale contingent

on lienholder approval.

Buyer's proof of funds or

pre-approval

Buyer Weak buyers kill approved files. Lenders read this closely; so should

your agent.

Estimated settlement

statement

Title/closing

agent

The math the lender actually approves: sale price minus every cost

equals the net proceeds. Errors here are the #1 cause of counters and

delays.

Payoff statements — every

lien

Each

lienholder

First and second mortgages, HELOCs, homeowners association (HOA)

arrears, judgments, tax liens. A lien you didn't disclose will surface on

the title search anyway — later, and expensively.

Arm's-length / Short Sale

Affidavit (Fannie Form

191 or lender equivalent)

All parties at

closing

Everyone swears the buyer is unrelated, there's no side agreement,

and no plan for you to rent back long-term or buy the home back.

Violating it is mortgage fraud. Some lenders permit a short customary

rent-back (up to ~90 days) — if you need one, disclose it and get it in

writing.

Program variations worth knowing

Streamlined files: if you qualified for streamlined documentation (Chapter 4 — deep delinquency), most

of part one drops away. The transaction file is still required in full.

FHA (Federal Housing Administration) Pre-Foreclosure Sale (PFS): the sequence inverts — you're

approved into the program first (Approval to Participate, HUD-90045), then market the home. Once

you have a contract, the servicer responds on a short published clock.

Portfolio lenders: expect the same list with the lender's own forms swapped in — and sometimes a

request for updated documents mid-review.

• 

• 

• 
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T H E  F I V E  PAC K AG E - K I L L E R S

1. Staleness. Pay stubs and bank statements age out (often 90 days). A slow review can require

refreshes — send them before being asked. 2. Inconsistency. Form 710 says one income; the pay

stubs say another. Every mismatch triggers a question, and every question costs a week. 3. Missing

pages. "All pages" of a bank statement means all pages, including the blank last one. 4. Unsigned or

mis-signed forms. Every borrower on the note signs everything; names must match the loan

documents. 5. Silent liens. Disclose every claim on the property on day one — juniors found late are

negotiated late, at the worst possible moment. A specialist's quiet superpower is assembling this file

right the first time.
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F O R  H O M E O W N E R S  ·  C H A P T E R  6

The process, 

From first phone call to closing table: the eight stages of a short sale, how long each really

takes, and where files stall — so you can tell normal waiting from a problem that needs

escalating.

The map

S TAG E W H AT H A P P E N S
T Y P I C A L

T I M E

1. Qualify & strategize Confirm who owns the loan, which program applies, and that a short sale

beats the alternatives (Chapters 2–4)

Days

2. List the home A genuine market listing at market value, disclosed as a short sale 1–4 weeks to

offer

3. Contract Accept the strongest offer — strongest, not just highest: financing,

patience, and terms all matter

—

4. Submit the package Financial story + transaction file (Chapter 5), complete and consistent 1–2 weeks

5. Servicer review &

valuation

Package completeness check, then a broker price opinion (BPO) or

appraisal establishes the lender's value

3–6 weeks

6. Negotiation Net proceeds vs. the valuation; junior liens; mortgage insurer; deficiency

terms; any contribution request

4–8 weeks

7. Approval letter Written terms: required net, deficiency treatment, expiration date —

8. Closing Ordinary closing plus the arm's-length affidavit; liens release; done 2–4 weeks

End to end, plan on roughly four to six months — faster with a streamlined file and a single lien, longer

with junior liens, mortgage insurance, or a valuation dispute. The timeline is the price of the outcome;

Chapter 8 covers how to live in the house, and what to pay or not pay, while you wait.

step by step
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The clocks that actually exist

"The bank takes forever" is only half true — parts of the process run on published deadlines, and knowing

them is leverage:

Package acknowledgment: agency servicers must confirm receipt of your package within about five

business days and itemize anything missing.

Fannie Mae decision clock: a decision is due within 30 calendar days of a complete package plus an

offer; revised offers get a response within about ten business days. Freddie Mac runs comparable

timelines.

FHA (Federal Housing Administration): the Approval to Participate defines your whole marketing

calendar in advance (Chapter 4's 88/86/84% tiers), and servicer responses to a submitted contract run

on days, not months.

Valuation freshness: the lender's property valuation must generally be recent (for Fannie Mae, within

90 days at approval) — a long negotiation can force a refresh, which can move the number in either

direction.

Stage 5–6, up close: where files live or die

The valuation

The lender's BPO or appraisal sets the minimum net they'll accept. If it comes in high — above what the

market will actually pay — the file stalls. The fix is a valuation dispute: recent comparable sales,

documented condition issues with photos and contractor bids, and days-on-market evidence. This is the

single most valuable negotiation your agent will run.

The junior liens

Every junior lienholder must release, and each knows it can hold the sale hostage for a payoff. First

lienholders cap what juniors can receive from proceeds; the gap gets negotiated — sometimes from the

buyer's side, sometimes from yours, sometimes from the commission. Start these conversations the day

the file opens, not at stage 7.

The mortgage insurer

If the loan carries MI, the insurer effectively holds a veto and may ask for a contribution or note before

consenting. It's a normal step, not a denial — but it's another party your negotiator should be tracking from

day one.

Reading the approval letter

When it arrives, the approval letter is a contract offer — read every line before celebrating:

Required net proceeds — the number the closing must hit after every cost;

• 

• 

• 

• 

• 
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Deficiency language — the sentence that matters most in the whole transaction. "Lien released" is not

the same as "debt satisfied." Chapter 7 decodes this word by word;

Expiration date — commonly 30–45 days. Miss it and you're renegotiating, possibly against a fresh

valuation;

Conditions — contribution or note terms, junior payoff caps, who may and may not receive proceeds.

N O R M A L WA I T V S .  R E A L P R O B L E M

Normal: two quiet weeks during valuation; document refresh requests; a counter asking for a higher

net. Problem: no acknowledgment of your package within two weeks; the file "not found" when you

call; a foreclosure sale date advancing while your complete package sits unreviewed — under federal

servicing rules, a complete application generally pauses foreclosure activity ("dual tracking" is

restricted, Chapter 1). The escalation path: negotiator → supervisor → the servicer's escalation desk

→ a complaint to the Consumer Financial Protection Bureau (CFPB), which servicers must answer. A

weekly status call, logged in writing, is the cheapest insurance in this process.

• 

• 

• 
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F O R  H O M E O W N E R S  ·  C H A P T E R  7

Will you owe 

Deficiency, taxes, and your credit — the three questions every homeowner asks before saying

yes to a short sale, answered for 2026.

Your lender agrees to accept $340,000 on a $410,000 mortgage. What happens to the missing $70,000?

That gap is called a deficiency, and what becomes of it is the single most important line in your short sale

approval. This chapter walks through the three places the difference can follow you — the debt itself, your

tax return, and your credit file — and what to negotiate before you sign anything.

1. The debt: deficiency and the waiver

When a lender approves a short sale, one of three things happens to the shortfall:

The lender waives it. The approval letter states the sale satisfies the debt in full and the lender releases

you from further liability. This is the outcome a good negotiation targets, and on many files it is

achievable.

The lender reserves it. The letter releases the lien so the sale can close but preserves the right to

pursue the balance. In states that permit it, the lender (or a debt buyer who purchases the account

later) can seek a deficiency judgment.

You bring a contribution. Sometimes the waiver is traded for a modest cash contribution or a small

unsecured note. Often still far better than the alternatives — but it must be a knowing trade, not a

surprise at closing.

The rule: never assume the debt is forgiven. Deficiency rights vary dramatically by state — a handful of

states bar deficiencies after certain sales entirely, while most allow them with limits. Read the approval

letter, get waiver language in writing, and have an attorney in your state review it before closing.

F LO R I DA N OT E

Florida allows deficiency claims after a short sale, but with two protections under state law (Fla. Stat.

§702.06 and §95.11): the claim on a 1–4 unit residential property must generally be brought within

one year, and the recoverable amount is capped at the outstanding debt minus the fair market value

of the home on the date of sale — not minus the (often lower) sale price. Practical translation: a

written waiver in the approval letter is still the goal, and in Florida it is a very negotiable ask.

the difference?

• 

• 

• 
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2. The taxes: 2026 changed the answer

Forgiven debt is, by default, taxable income. If your lender waives $70,000 you may receive Internal

Revenue Service (IRS) Form 1099-C for it. For most of the last two decades a special exclusion — Qualified

Principal Residence Indebtedness (QPRI) — let homeowners exclude forgiven mortgage debt on a primary

home from income. That exclusion expired on January 1, 2026.

Where that leaves a 2026 short sale:

Written agreement before 2026? If your discharge happens under a written arrangement entered into

before January 1, 2026, the old exclusion (up to $750,000; $375,000 married filing separately) can still

apply even if the debt is discharged later.

The insolvency exclusion is permanent. If your total debts exceeded your total assets immediately

before the discharge, forgiven debt is excludable to the extent of your insolvency (Internal Revenue

Code §108, claimed on IRS Form 982). Many short-sale sellers are insolvent on paper at that moment

— this is the exclusion doing the heavy lifting in 2026.

Bankruptcy discharge is fully excludable.

Congress may act. A bill to make the QPRI exclusion permanent (H.R. 917) has been introduced but not

enacted as of this writing. We track this on ShortSaleGuide.com.

TA L K  T O  A P R O F E S S I O N A L

The tax outcome of a short sale now depends heavily on your personal balance sheet and timing.

Before you list, have a Certified Public Accountant (CPA) or tax attorney run the insolvency math.

We are licensed real estate professionals, not tax advisors — and anyone who tells you "don't worry,

it's not taxable" without looking at your numbers is guessing.

3. The credit: real damage, shorter shadow

A short sale hurts your credit — anyone who says otherwise is selling something. The account is typically

reported as "settled for less than the full balance," and any missed payments leading up to it are reported

too. But compared to a completed foreclosure, the shadow is shorter where it matters most: when you can

buy again.

N E X T LOA N A F T E R  A S H O RT S A L E A F T E R  A F O R E C LO S U R E

Conventional (Fannie Mae) 4 years — 2 years with documented extenuating

circumstances

7 years — 3 with extenuating

circumstances

FHA (Federal Housing

Administration)

3 years (may be shorter if you were current at sale

and current on other debts)

3 years

• 

• 

• 

• 
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VA (Department of Veterans

Affairs)

Typically 2 years Typically 2 years

Guideline waiting periods as published by each program as of August 2026; individual lenders can add stricter overlays.

Measured from completion date to new loan. Chapter 8 turns these into a full rebuild plan.

What to do with this chapter

Ask your agent to negotiate written deficiency waiver language in the approval letter — and read it

yourself.

Before listing, ask a CPA to check the insolvency exclusion against your numbers, and whether any

pre-2026 written arrangement applies to you.

Plan your re-entry date: the waiting-period clock starts at closing, so a short sale today is a purchase

plan for 2028–2030, not a life sentence.

1. 

2. 

3. 
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F O R  H O M E O W N E R S  ·  C H A P T E R  8

Life after the 

The closing isn't the finish line — it's the reset button. This chapter is the recovery plan: what

your credit report will say, how to rebuild fast, where you'll live in the meantime, and how to

time your next purchase.

What your credit report will actually say

There is no checkbox called "short sale" on a credit report. The mortgage tradeline is typically reported as 

"settled" or "legally paid in full for less than the full balance," and it remains on the report for seven years.

Two things determine how much it hurts:

The delinquency leading up to it. Most of the score damage usually comes from the missed payments

before the sale, not the settlement notation itself. A borrower who stayed current through an

imminent-default short sale walks away with far less damage than one who went twelve months

delinquent first.

Whether a deficiency balance is reported. If the lender reports a remaining balance owed, scoring

models can treat the event almost like a foreclosure. This is why Chapter 7's advice matters so much:

get the deficiency waived in writing in the approval letter, then confirm the tradeline reports a zero

balance.

The honest numbers: industry studies put a short sale's score impact at roughly 100–150 points, with

foreclosure slightly worse. The real advantage of a short sale over foreclosure isn't the score — it's the 

shorter waiting periods for your next mortgage, and the cleaner answer on future loan applications.

30–60 days after closing, pull all three reports (free at AnnualCreditReport.com) and verify: settled

status, zero balance, no post-closing lates. Dispute errors immediately — mis-reported short sales are

common and fixable.

The rebuild: an 18-month plan

P H A S E M OV E S

Months

0–3

Stabilize

Bring every surviving account current and keep it there — payment history is the largest score factor,

and from here forward yours is spotless. Set up autopay on everything. Correct credit-report errors

from the sale.

Months

3–12

Rebuild

Keep one or two credit cards active with utilization under 10–30% of the limit. No open card? A

secured card (deposit-backed) rebuilds history with near-zero risk. Do not close old accounts — age

helps you. Avoid new debt you don't need; every application is an inquiry.

short sale

• 

• 
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Months

12–24

Position

Scores typically recover meaningfully within one to two years of clean history. Now build the next-

mortgage file: steady income documentation, savings for a down payment, and — if you claimed

extenuating circumstances — the paper trail proving them (Chapter 7).

Where you'll live: renting after a short sale

Landlords screen credit, but they read stories. A settled mortgage with an otherwise clean history

reads very differently from a string of collections. Bring a short written explanation, proof of income

(aim for the common 3x-rent benchmark), and references. Offering a slightly larger deposit or a co-

signer solves most hesitations.

Time your lease to your waiting period. If your re-buy window opens in 24 months (see below), a 12-

month lease with a renewal option fits perfectly; a 36-month lease doesn't.

Relocation assistance is moving money. If your program paid it — up to $7,500 on Fannie Mae/Freddie

Mac short sales, up to $3,000 on a Federal Housing Administration (FHA) Pre-Foreclosure Sale — that's

first month, deposit, and the moving truck. It's paid at closing; budget it before you spend it.

The waiting-period strategy: your buy-again calendar

Chapter 7 covered the rules; here's how to play them. Waiting periods run from the short sale completion

date — so your calendar starts at closing:

N E X T LOA N
S TA N DA R D

WA I T
T H E  S T R AT E G I C  A N G L E

Conventional

(Fannie Mae /

Freddie Mac)

4 years 2 years with documented extenuating circumstances — a one-time

event outside your control (job loss, death of a wage earner, serious

illness). If that's your story, preserve the evidence now, not in year

three.

FHA 3 years Borrowers who were current on their mortgage and installment debts

for the 12 months before the sale may face no waiting period at all —

one more reason the "stop paying to qualify" myth (Chapter 3) is

expensive advice.

Department of

Veterans Affairs (VA)

No mandatory wait

in VA's own rules

Most lenders apply their own ~2-year overlay. Shop lenders — overlays

vary. Check your remaining entitlement if the short sale was on a VA

loan (Chapter 4).

Portfolio / non-QM

lenders

Varies —

sometimes 1 day

Real programs exist for recent-event borrowers at higher rates and

down payments. Sometimes worth it; usually the patient conventional

path wins on total cost.

• 

• 
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Practical sequence: mark the completion date, pick your target program, count backward — credit rebuilt

by month 18, down payment funded by month 20, pre-approval conversation at month 22. Buyers who

treat the waiting period as a project timeline instead of a punishment come back stronger than they left.

T H E  M I N D S E T T H AT M AT T E R S

A short sale is a financial event, not a character verdict. Lenders underwrite it exactly that way: a

documented hardship, resolved responsibly, followed by clean history, is a fundable profile. Millions

of post-2008 short sellers became homeowners again on schedule. The ones who recovered fastest

did three boring things: verified their credit report, automated their payments, and marked the

calendar.
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F O R  H O M E O W N E R S  ·  C H A P T E R  9

Choosing the 

A short sale is a negotiation with a bank wearing a real estate transaction as a disguise. Most

agents have never closed one. Here's why that matters, what a specialist actually does

differently, and the exact questions that separate the two in a fifteen-minute conversation.

Why short sales fail with generalists

A conventional listing rewards marketing: price it, stage it, sell it. A short sale adds a second, harder job —

building and negotiating a lender file — and that job is where files die. The failure patterns are predictable:

The package goes in incomplete, the review clock never starts, and six weeks vanish (Chapter 5's

package-killers).

The lender's valuation comes in high and nobody disputes it with comparables and condition evidence

— the single most valuable negotiation in the file (Chapter 6), skipped.

Junior liens surface late because nobody pulled title on day one, and the negotiation that should have

started in week one starts in week sixteen.

The approval letter gets signed unread — deficiency language and all (Chapter 7).

Silence. No weekly servicer follow-up, no escalation when the file stalls, and a foreclosure sale date

that was never tracked.

None of this is about effort or honesty. It's about reps. An agent on their first short sale is learning the

process on the transaction that decides whether you leave with a waived deficiency and relocation money

— or a foreclosure.

What a specialist does differently

S TAG E G E N E R A L I S T S P E C I A L I S T

Day one Lists the home Pulls title for every lien, identifies the investor and program, checks the

foreclosure docket, maps the whole file before listing

Pricing Prices to attract any offer Prices to the lender's likely valuation floor — an offer the bank won't

approve is worse than no offer

The package Forwards your documents Audits the package for the five killers before submission; calendars

document expiration dates

right agent

• 

• 

• 

• 
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The

valuation

Accepts the BPO (broker

price opinion)

Meets the BPO agent at the property with comparables, repair bids, and

photos; disputes bad values with evidence

Negotiation Waits for the bank Weekly logged status calls, works junior liens and mortgage insurance in

parallel, escalates stalls on a schedule

Approval Celebrates Reads the deficiency language first, checks the expiration date against

the closing timeline, negotiates bad terms before you sign

The interview: ten questions and the answers you want

"How many short sales have you personally closed — and how many in the last two years?" Rules

changed substantially in 2025–26 (Chapters 2, 4, 7); you want recent reps, not 2010 war stories.

Volume matters more than any credential.

"What's your approval rate, and what killed the ones that failed?" An honest specialist has losses and

can name the cause. "They all closed" from a high-volume claim is a yellow flag.

"Who negotiates with the lender — you, or a third party?" Either can work, but if it's outsourced, you

want to know who, what they charge, who pays, and whether they comply with federal rules on fees

(Chapter 10).

"Have you worked my investor's program?" Fannie/Freddie, the Federal Housing Administration's

(FHA) Pre-Foreclosure Sale, the Department of Veterans Affairs (VA) compromise sale, portfolio — the

playbooks differ (Chapter 4). You identified your investor in five minutes; your agent should know its

playbook cold.

"How do you handle a bad BPO?" If the answer isn't some version of "meet the agent at the property

with evidence, then dispute formally," keep interviewing.

"How do you handle second liens and homeowners association (HOA) arrears?" Listen for: day-one

title pull, early contact, and knowledge of what the first lienholder will allow juniors to receive.

"What happens if a foreclosure sale date gets set during the process?" They should mention the

federal protections for complete applications (Chapter 1) and postponement requests — calmly, like

someone who's done it.

"What will this cost me?" The right answer: typically nothing out of pocket — commissions and

standard closing costs come out of sale proceeds, which the lender approves on the settlement

statement. Any request for an upfront fee to you is a Chapter 10 problem.

"How often will I hear from you, and in what form?" Weekly, in writing, is the professional standard for

an active short sale file.

"Can I speak to two past short sale clients?" Then actually call them, and ask one question: what went

wrong, and how did the agent handle it?

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 
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Credentials, verified

Certifications signal training, not competence. The National Association of Realtors' Short Sales &

Foreclosure Resource (SFR) certification and the Certified Distressed Property Expert (CDPE)

designation show an agent invested in learning the specialty. They're a plus — but no certification

replaces closed files. An agent with thirty closings and no letters after their name beats a certified

agent with two.

Verify the license. Every state publishes a free license lookup (in Florida: the Department of Business

and Professional Regulation). Confirm the license is active and check for discipline. Thirty seconds, and

it also screens out the outright frauds in the next chapter.

Attorney or agent? They solve different problems — and the strongest short sale teams use both. The

agent runs the sale; the attorney advises on deficiency exposure and reviews approval terms before

you sign. In fact, many experienced short sale agents deliberately partner with real estate attorneys

who specialize in short sale negotiation: the attorney negotiates with the lender and can mount a

foreclosure defense in parallel, which buys time for the sale and adds leverage no agent can bring

alone. This agent-plus-attorney model closed enormous numbers of files during the 2008–2012

foreclosure crisis, and it remains the gold standard when the numbers are large, there are multiple liens,

deficiency exposure is real, or a foreclosure case is already moving. An agent who already has that

attorney relationship in place — and can explain when they'd bring the attorney in — is showing you

exactly the kind of file-first thinking this chapter is about.

T H E  O N E - S E N T E N C E  T E S T

Ask any prospective agent: "What's the first thing you'd do with my file?" If the answer is about

marketing the house, keep looking. If it's about title, liens, the investor, and the foreclosure timeline

— you've found someone who understands what a short sale actually is.

• 

• 

• 
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F O R  H O M E O W N E R S  ·  C H A P T E R  1 0

Scams and 

The moment a foreclosure notice becomes public record, you become a lead — and an entire

predatory industry buys those lists. This chapter is your immune system: the federal rule that

makes most "rescue" pitches illegal on their face, the five scams that actually take houses,

and a verification checklist for anyone who contacts you.

The one rule that unmasks most scams: no upfront fees

Federal law — the Mortgage Assistance Relief Services (MARS) Rule, known as Regulation O — makes it 

illegal for anyone offering to negotiate with your lender to collect any fee before you have a written offer

from your lender in hand and have accepted it. Not a "file-opening fee," not a "processing deposit," not

"document costs."

The only meaningful exception: a licensed attorney in your state, providing actual legal services, may

take a retainer — under strict conditions (and "our attorney network" sales pitches don't qualify).

The rule also requires plain disclosures: you may stop doing business with them at any time, you may

reject any offer they obtain, and you owe nothing if you do. It also bans telling you to stop talking to

your lender.

So the shortcut: anyone who asks you for money before your lender has approved something, or tells

you to cut contact with your servicer, is either breaking federal law or is a lawyer you should

independently verify. Either way, you have your answer.

Remember what Chapter 9 established: a legitimate short sale usually costs you nothing out of pocket —

the lender approves commissions and closing costs out of the sale proceeds. That fact alone defuses most

pitches.

The five scams that actually take houses

T H E  S C A M H O W  I T W O R K S T H E  T E L L

1. The upfront-fee

"negotiator"

Charges $1,500–$5,000 to "handle everything

with the bank," then does little or nothing. By

the time you realize it, the foreclosure clock has

run.

Any fee before a written, accepted lender

offer — illegal under the MARS Rule, full

stop.

red flags

• 

• 
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2. The deed

transfer / "we'll

take over the

payments"

You sign the deed to a "rescuer" who promises

to fix everything, sometimes with a promise you

can rent or buy it back. They collect rent (yours

or a tenant's), never pay the mortgage, and the

loan — still in your name — forecloses anyway.

Anyone asking you to sign the deed while

the loan stays in your name. There is no

legitimate version of this. Signing over the

deed does not transfer the debt.

3. The fake short

sale flip

An "investor" arranges a lowball short sale to

themselves or a partner — sometimes with a

rigged valuation — then immediately resells at

market price. You sign a false arm's-length

affidavit; they pocket the spread; you committed

mortgage fraud (Chapter 5).

A buyer connected to your "helper,"

pressure to sign an affidavit you know isn't

true, or side agreements not shown to the

lender.

4. The

government-

lookalike

operation

Mailers and calls with official-sounding names,

seals, and acronyms ("Federal Assistance

Program," "HUD-Approved Modification

Center") charging for programs that are free.

Government agencies don't cold-call, and

every legitimate program in this guide —

counseling included — is free or paid from

proceeds. Verify HUD-approved counselors

through HUD's own directory (or

1-888-995-HOPE).

5. The bogus legal

team

"Forensic loan audits," mass-joinder lawsuits,

"our attorneys found violations in your loan" — a

retainer for litigation theater that never helps

and often ends with a disconnected phone.

Verify any attorney directly with your state

bar (in Florida: The Florida Bar's online

lookup), and be suspicious of legal services

sold by telemarketers rather than retained

by you.

The verification checklist: run this on everyone

Before working with anyone who contacts you about your mortgage — five checks, fifteen minutes, all

free:

License lookup. Real estate agent → state licensing board (Florida: DBPR). Attorney → state bar. No

license, or a license in someone else's name = done.

The upfront-fee test. Ask directly: "What do I pay, and when?" Anything before an accepted lender

offer fails the MARS Rule (attorneys excepted, verified separately).

The deed test. Will any document transfer title to them or their company before a normal, lender-

approved closing? Yes = walk away.

The servicer test. Do they tell you to stop communicating with your lender or servicer? That instruction

is itself a MARS violation — and the isolation is the point.

Independent trace. Search the company name + "complaint," check the Consumer Financial Protection

Bureau (CFPB) complaint database and state attorney general actions. Legitimate professionals have a

findable history; scams have a six-month-old website.

1. 

2. 

3. 

4. 

5. 
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If you've already been targeted

Paid an upfront fee? Demand a refund in writing, then report it — you may not be the only victim, and

enforcement actions have recovered money.

Signed something? Get every document to a licensed real estate attorney immediately — especially

anything resembling a deed. Speed matters; some transfers can be unwound if challenged quickly.

Report it regardless: the FTC (ReportFraud.ftc.gov), the CFPB (consumerfinance.gov/complaint), and

your state attorney general. In Florida, deed fraud can also go to the county property appraiser's fraud

alert service — and consider registering for free title-watch alerts, which most Florida counties now

offer.

And keep going. Being targeted doesn't cost you your options. The programs in Chapters 2–7 are still

there, on the same timelines.

W H Y S C A M S  W O R K  —  A N D  W H Y T H E Y W O N ' T W O R K  O N  YO U

Every one of these schemes runs on the same two fuels: fear and secrecy. The scammer needs you

panicked about the sale date and isolated from your servicer, your agent, and free counseling. You

now know the foreclosure timeline is months, not days (Chapter 1); that a complete application

pauses the machine; that real help is paid from proceeds, not from your pocket; and that every

legitimate player can be verified in a public database in minutes. Informed and connected, you are

the worst possible mark.

• 

• 

• 

• 
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T R A C K  B

For 

Six chapters on building a short sale practice worth referring to — the

2026 market case, file craft, the four programs, valuation combat,

compliance lines, and when to refer instead.

agents
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The short sale opportunity 

The second half of this guide changes seats. Chapters 1–10 armed the homeowner; Chapters

11–16 are for the professionals who serve them. Start with the market case: distressed

volume is climbing again, the expertise to handle it has largely retired, and the referral

economics reward the few who rebuild it.

The market is turning — quietly

Nobody should pitch 2026 as 2010. It isn't, and credibility dies with the comparison. But the direction of

travel is unmistakable:

Foreclosure activity is rising on every measure. ATTOM's mid-year 2026 report counted 227,548 U.S.

properties with foreclosure filings in the first half of 2026 — up 21% from H1 2025 and 28% from

2024, with foreclosure starts up 18%. Full-year 2025 filings (367,460) were already up 14% over 2024.

Still roughly a quarter below pre-pandemic 2019 levels — this is normalization plus stress, not collapse.

Negative equity is back for a specific cohort. ICE Mortgage Monitor data shows more than 1.1 million

borrowers ended 2025 underwater — the most since early 2018 — concentrated in FHA (Federal

Housing Administration) and VA (Department of Veterans Affairs) loans originated in 2022 or later:

minimal down payments at peak prices, in markets that have since cooled. Several Southern markets

now show more than one in ten mortgaged homes underwater.

Delinquency stress is concentrated where it matters for short sales. The national delinquency rate

(~3.4–3.5% through spring 2026) looks benign, but serious delinquencies are climbing — MBA reported

FHA serious delinquencies up over 100 basis points in Q4 2025 alone. One honesty note: part of the

FHA spike reflects a reporting change around payment-supplement programs, not pure distress — but

ICE separately reported severe delinquencies (90+ days or in foreclosure) up roughly 25% over four

months into spring 2026. Underwater + seriously delinquent is precisely the short sale population.

Put together: a growing pool of homeowners with a hardship, no equity, and a foreclosure clock — the

exact profile every chapter in Track A describes.

in 2026

• 

• 

• 
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The expertise vacuum

Here's the asymmetry that makes this a career opportunity rather than just a market note. During the

2008–2012 crisis, short sales were a mass-production industry: entire teams, processors, and attorney

partnerships existed to run lender files. Then the market healed, the skill stopped paying, and it atrophied.

A large share of today's licensees entered the business after 2012 and have never closed a short sale.

Most have never assembled a Borrower Response Package, met a broker price opinion (BPO) agent at a

property, or read a deficiency waiver clause.

The programs changed underneath everyone. HAMP-era knowledge is not just stale — it's wrong (the

Making Home Affordable programs died in 2016; the 4506-T gave way to the 4506-C; FHA rewrote its

loss mitigation waterfall in 2025). A GFC veteran running a 2026 file on 2010 knowledge fails

differently than a rookie, but still fails.

The result: in most markets, the number of agents who can competently run a 2026-rules short sale file

is a rounding error — while the homeowner population that needs one grows monthly.

The referral economics

Scarce competence in a growing niche monetizes two ways, and the second is the one most agents

underprice:

M O D E L H O W  I T PAYS

Direct: run

the files

Short sale listings close at full commission (lender-approved on the settlement statement, typically

costing the seller nothing — Chapter 9). Every closed file also produces a future buyer (Chapter 8's

buy-again calendar) and the strongest possible review: "they saved us from foreclosure."

Indirect: be

the specialist

others refer

to

Agent-to-agent referral fees run 20–35% of the receiving side's gross commission, with 25% the

industry standard, paid broker-to-broker. A generalist holding a distressed lead faces a choice:

attempt a file type where failure means their client's foreclosure, or refer it to a named specialist,

keep a quarter of the commission, and keep the client relationship for the eventual repurchase. The

moment you're the recognized specialist in your market, that math runs in your favor on every

distressed file in your area — including the ones you never marketed for.

This referral flywheel is the structural argument for the whole track: Chapters 12–15 build the

competence; Chapter 16 shows both sides — when you should refer out, and how a national referral

network like Short Sale Guide's connects the two halves of that trade.

Who this track is for

The agent adding a specialty: you'll get the file anatomy, the four program playbooks, valuation

combat, and the compliance lines you cannot cross.

• 

• 

• 

• 
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The GFC veteran returning: treat Chapters 12–13 as your rules refresh — the muscle memory is an

asset, the 2010 program knowledge is a liability.

The generalist who wants none of this: that's a legitimate professional position. Read Chapter 16 —

referring distressed files well is itself a service to your client, and it pays.

T H E  H O N E S T F R A M I N G

The 2026 opportunity is not a distress boom — it's a competence shortage meeting a steady, rising

stream of underwater hardship files. The agents who invested in short sale skill in 2007 owned their

markets by 2009. The build takes months; the demand curve is already moving. That's the trade.

• 

• 
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Anatomy of a 

Ask any short sale negotiator what separates a 90-day approval from a 9-month death march

and you'll get the same answer: the file. Package quality is the single approval variable you

fully control. This chapter is the operating manual — build, submit, track, escalate.

The principle: the reviewer can only approve what's in front of them

A servicer's short sale desk works hundreds of files. Complete, internally consistent, correctly formatted

files move; everything else cycles through document-request purgatory, and every cycle re-starts a clock

while your buyer's patience and your documents' expiration dates burn down. The homeowner track

covered the borrower's package (Chapter 5); your job is to audit it like an underwriter before the servicer

ever sees it.

Build: the day-one file map

Pull title first. Every lien, judgment, homeowners association (HOA) claim, and code violation — before

listing. Junior liens discovered in month four kill closings; junior liens contacted in week one are a

manageable negotiation (Chapter 6).

Identify the investor and insurer. Fannie/Freddie loan lookup tools, FHA (Federal Housing

Administration) case number, VA (Department of Veterans Affairs) — plus any mortgage insurance. The

investor determines the program, the forms, the incentives, and who holds approval authority (Chapter

13). Never submit a package until you know whose rules you're playing by.

Check the foreclosure docket. Case status, hearing dates, any scheduled sale. Calendar everything.

Federal rules protect a complete loss-mitigation application received more than 37 days before a sale

— which means your submission date is itself a legal deadline.

Get authorization in writing. The servicer's third-party authorization form, signed by every borrower,

on file before your first call. Without it, nobody will speak to you — correctly.

Submit: the audit checklist

C O M P O N E N T W H AT T H E  D E S K  R E J E C T S

Hardship letter Undated, unsigned, no clear event, or contradicting the financial worksheet ("we

can't afford anything" + $900/mo discretionary spending on the bank

statements)

clean file

1. 

2. 

3. 

4. 
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Financial worksheet (Form 710 /

servicer equivalent)

Blanks, math errors, income that doesn't tie to paystubs and statements

Income docs + bank statements Missing pages (yes, the blank last page too), stale dates — most servicers want

documents ≤90 days old at review

Internal Revenue Service (IRS)

Form 4506-C

Wrong revision (only the current version is accepted), unsigned, name/address

not matching the return

Purchase contract + pre-

approval/proof of funds

Missing addenda, unrealistic financing timelines, buyer with no verified capacity

Listing history + HUD-1/Closing

Disclosure (CD) estimate

No Multiple Listing Service (MLS) history (the lender wants marketing evidence),

settlement figures that don't foot

Arm's-length affidavit Any relationship or side agreement it fails to disclose — this one is fraud, not

sloppiness (Chapters 5, 15)

The professional habit: one PDF package, one internal consistency check (does every number on the

worksheet appear somewhere in the backup?), one cover index listing each document. Desks notice — and

complete files get pulled forward.

Track: portals and cadence

Know the servicer's system. The dominant third-party platform for distressed files remains Equator (an

Altisource business — still used by several of the nation's largest servicers), where short sale tasks

arrive as timed workflow steps: initiation, document upload, valuation, offer, counter, approval. Other

servicers run proprietary portals or plain email/fax intake. Rule one: work inside the servicer's system

of record — a document emailed to a negotiator but never uploaded to the portal does not exist.

Complete portal tasks the day they open. Workflow platforms time out tasks; an expired task can

cancel the entire file and force re-initiation at the back of the queue.

Weekly logged contact. Every call: date, time, representative's name, employee ID if given, what was

said, what's next. This log is your escalation ammunition and, if it ever comes to it, your client's

litigation record.

Calendar expirations proactively: financial docs (~90 days), valuations (90–120 days by program),

approval letters (their stated deadline), buyer rate locks, and the foreclosure docket. Refresh documents 

before the servicer asks.

Escalate: the ladder

Files stall. Professionals escalate on a schedule, not out of frustration:

The assigned negotiator — specific written question, 48-hour response request.

• 

• 

• 

• 
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The negotiator's supervisor / escalation desk — after two missed commitments. Ask on the record:

"What is the next action, who owns it, and by what date?"

The servicer's continuity-of-contact obligations — federal servicing rules require a reachable single

point of contact for loss mitigation; invoke them by name when contact breaks down.

The investor. This is the lever generalists never pull: Fannie Mae and Freddie Mac maintain servicer-

escalation channels for exactly these cases; FHA files can go to HUD's National Servicing Center; VA

files to the assigned VA loan technician (Chapter 13). "I'm preparing an investor escalation" changes

servicer behavior remarkably.

A complaint to the Consumer Financial Protection Bureau (CFPB) — servicers must respond formally;

use it for genuine rule violations, not routine slowness.

T H E  O N E - G L A N C E  T E S T

Before you submit anything, ask: could a stranger approve this file without calling anyone? Every

number tied out, every document current and signed, every lien accounted for, one indexed package.

If yes, you've done the one thing that most reliably compresses short sale timelines. If no, you

already know what the servicer's first letter will say.

2. 

3. 

4. 

5. 
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Working the 

"Short sale" is not one process — it's four programs wearing one name. Fannie Mae, Freddie

Mac, the Federal Housing Administration (FHA), and the Department of Veterans Affairs (VA)

each control valuation differently, hand approval authority to different desks, and pay

different incentives. Chapter 4 gave homeowners the eligibility view; this is the operator's

version. Rules verified August 2026 — reverify at file open.

The comparison at a glance

FA N N I E  M A E  /  F R E D D I E  M AC
F H A ( P R E - F O R E C LO S U R E

S A L E )
VA (C O M P R O M I S E  S A L E )

Program

name

Fannie Mae Short Sale / Freddie Mac

Standard Short Sale

Pre-Foreclosure Sale (PFS),

Handbook 4000.1 as

amended by ML 2025-12

Compromise sale, 38 U.S.C.

3732(c)

Who

approves

Servicer, under delegated authority for

standard cases; non-delegated cases

route to the GSE (government-

sponsored enterprise) via its servicing

systems. MI companies have blanket

delegations to servicers for GSE short

sales

Servicer approves within

HUD's parameters;

exceptions need a variance

from HUD's National

Servicing Center

Servicer processes and

submits through VALERI; VA

(regional loan center

technicians) oversees; VA's

own valuation drives the

numbers

Valuation

instrument

GSE-obtained/approved value; must be 

dated or refreshed within 90 days of

approval

FHA roster appraisal, valid

120 days; hardship

validated via the Deficit

Income Test (DIT) on the

standard path

VA appraisal producing a 

Notice of Value (NOV) —

must still be valid on the

closing date

Minimum

net rules

GSE net-proceeds expectations against

its value; contribution/promissory

demands possible where reserves allow

(Freddie's trigger: reserves above the

greater of $10k or 6× payment)

Tiered minimum net by

marketing window: 88% of

appraised value first 30

days, 86% next 30, 84%

thereafter

Net-value formula against

the NOV; deal must clear

VA's loss math

four programs
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Borrower

incentive

Up to $7,500 relocation assistance

(owner-occupant, not employer- or

homeowners-association (HOA)-paid

moves)

Up to $3,000 consideration

(restored by ML 2025-12;

briefly $7,500 under ML

2025-06 — confirm current

figure in writing)

No standard relocation

incentive; servicer incentives

handled in VALERI

Decision

clock

BRP (Borrower Response Package)

acknowledgment in 5 business days;

evaluation notice ~30 days; revised-

offer responses ~10 business days

Approval to Participate

(ATP) sets a defined

marketing period (typically

120 days) with the tiered

pricing above

No fixed statutory clock —

the NOV and servicer

submission quality set the

pace

Fannie / Freddie: play the delegation

Delegation is your friend. For standard files the servicer can say yes without asking the GSE — meaning

a stalled file is usually a servicer problem, and the GSE escalation channels (Chapter 12, rung 4) are the

correction. Know which case type you have; ask the negotiator directly whether the file is delegated.

Work the 90-day valuation window. If lender review drags past it, the value gets refreshed —

sometimes in your favor in a cooling market, sometimes not. Time valuation disputes early, not at day

85.

Anticipate the contribution conversation. Pre-screen the borrower's reserves against the trigger math

before submission so a cash-contribution or promissory-note demand never surprises your client at the

approval letter (waivers apply below $500 or for death-of-borrower hardships on Freddie files).

Imminent-default files are viable. Current-but-struggling borrowers can qualify under streamlined

paths (90+ days delinquent gets documentation relief; ≤620 FICO features in the streamlined test).

Don't let anyone tell your client to default first — Chapter 3's myth, now your compliance line too.

FHA: run the ATP calendar

The PFS is the most procedural of the four: application → DIT hardship validation → appraisal → 

Approval to Participate → marketing under the tiered net thresholds → sale → claim. Your leverage is

calendar management: list at a price that clears the current tier, and know the date each tier steps

down — an offer at 85% that's dead on day 55 is approvable on day 61.

The appraisal's 120-day validity and the marketing period run concurrently; a slow buyer can strand

you with an expired appraisal. Build financing timelines accordingly.

Anything outside the box — occupancy exceptions, tier relief, timeline extensions — is a variance

request to HUD's National Servicing Center, filed by the servicer. Ask for it explicitly; servicers rarely

volunteer.

State the incentive carefully: $3,000 under current guidance, and put "as confirmed by servicer in

writing" in your client conversation — this figure moved twice in 2025.

• 

• 

• 

• 

• 

• 

• 

• 
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VA: respect the NOV

The Notice of Value is the whole game. VA's appraisal sets it; the compromise sale must clear VA's net-

value math against it, and the NOV must be valid when the sale closes. Price to the NOV, not to your

CMA (comparative market analysis), and calendar its expiration like a contract deadline.

The servicer reports events through VALERI and VA technicians oversee compliance — which gives you

a real escalation address (the VA loan technician) when a file sits.

Have the entitlement conversation early (Chapter 4): a compromise sale can leave part of the veteran's

entitlement tied up until VA's loss is repaid. Pair every VA short sale with a clear explanation of future

VA-loan capacity — it changes some sellers' decisions.

No mandatory VA waiting period for the next VA loan, but expect ~2-year lender overlays (Chapter 8)

— set expectations accordingly.

The fifth category: portfolio and non-QM loans

No published rulebook — the bank owns the loan and negotiates commercially. Everything is arguable:

valuation, netting, incentives, deficiency. Your file discipline (Chapter 12) matters more here, because

there's no program floor protecting your client; and the deficiency-waiver negotiation (Chapter 7) is pure

leverage work. Treat every portfolio approval letter as a first draft.

T H E  O P E R AT O R ' S  R U L E

Before submission, write one sentence: "This is a [investor] file, approved by [desk], priced against

[valuation instrument] expiring [date], with [incentive] for my client." If you can't complete that sentence,

you don't know the file yet — and the servicer will teach you at your client's expense. Program rules

move (2025 proved it twice); verify against current guidance at every file open.

• 

• 

• 

• 
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Pricing and the 

Every short sale has two prices: the one the market will pay, and the one the lender believes

the property is worth. When those numbers agree, files close. When they don't, you're in the

value dance — and the agents who win it treat valuation as a managed process, not a verdict

to appeal after the fact.

Price honestly from day one

Traditional listing strategy — start high, reduce over time — is a short sale killer. The foreclosure clock

doesn't pause for price discovery, lenders read a thin showing history as weak marketing, and an offer far

below your own list price undermines your credibility on value. Build a rigorous CMA (comparative market

analysis) at list, price to the realistic market (condition-adjusted, not aspirational), and keep a dated record

of every showing, feedback note, and price change — that history is evidence later.

Program awareness sharpens this. On an FHA (Federal Housing Administration) file, the tiered minimums

(88/86/84% of appraised value by 30-day window — Chapter 13) mean your price and your calendar are

the same decision. On GSE (Fannie/Freddie) and VA (Department of Veterans Affairs) files, you're pricing

against a valuation with a 90–120 day shelf life; know its expiration date before you negotiate against it.

Manage the valuation event — don't just receive it

The lender's number comes from a broker price opinion (BPO — often by an agent who covers a wide area

and gets paid modestly for a brief visit) or an appraisal. You usually get exactly one chance to inform it: the

property visit. Professionals never let that visit happen cold.

Be there. Meet the BPO agent or appraiser at the property, every time. It's the highest-leverage hour in

the file.

Bring a comp package: 3–6 genuinely comparable closed sales with MLS (Multiple Listing Service)

sheets — the same comps the lender's reviewer will find, framed with your adjustments. Avoid leaning

on REO (bank-owned) or other short sales unless the market genuinely is those.

Document condition relentlessly: photos of every defect, licensed-contractor repair bids, insurance or

inspection reports. A drive-by valuation prices the house as if it were move-in ready; your job is to

make the deferred maintenance impossible to miss.

Hand over the story in writing: listing history, days on market, showing feedback, price reductions.

Valuers can use data you give them; they can't use data you kept in your head.

value dance

• 

• 

• 

• 
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When the number comes back wrong: the dispute playbook

High valuations kill short sales in slow motion — the lender counters above market, the buyer walks, the

file dies. Each program has a real dispute channel; use the right one, with evidence, not adjectives.

P R O G R A M M E C H A N I S M W H AT TO  K N O W

Fannie /

Freddie

Formal value dispute case through the servicer (Fannie's

servicer workflow pauses the open short sale case while

a specialist valuation team reviews); listing-agent

escalation channels exist too

Submit a full rebuttal package: CMA with

comp photos and commentary, MLS

sheets for 3–6 comps, listing/showing

history, repair bids, and any independent

appraisal. One strong, complete

submission beats three arguments

FHA Reconsideration of value through the mortgagee; a 

second appraisal only if the first is materially deficient

and the appraiser won't resolve it (per the U.S.

Department of Housing and Urban Development's (HUD)

2024 ROV framework). Deals below tier minimums need

a variance via HUD's National Servicing Center

"The market disagrees" isn't material

deficiency — wrong comps, missed

defects, factual errors are. Frame your

dispute in those terms

VA Tidewater process: if the appraiser expects to come in

below the contract price, the designated point of contact

gets notified and has 2 working days to submit

supporting closed comps before the appraisal is finalized.

After the Notice of Value (NOV) issues, a formal 

Reconsideration of Value remains available

Tidewater is a gift most agents fumble —

have your comp grid ready before the

appraisal is ordered, and make sure a POC

is designated on the request. Two days is

not enough time to start researching

Portfolio Whatever the servicer's process is — ask, in writing No program floor; your evidence package

and persistence are the entire mechanism

Keeping the buyer alive through the wait

The best-priced file still fails if the buyer quits at week nine. Buyer retention is a designed system:

Set the timeline at offer, in writing. Use your state's short sale addendum or rider (Florida's FAR/BAR

Short Sale Rider is the model here): everything contingent on lender approval, a named approval

deadline with defined walk-away and deposit-return rights, and effective dates that key off approval,

not contract signing.

Update on a schedule, not on events. A same-day weekly status note — even "no change, next portal

task due Thursday" — is what keeps buyers from assuming the deal is dead. Silence, not delay, is what

loses them.

• 

• 
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Take backup offers deliberately. Sellers can accept backups (lenders sometimes require all offers be

forwarded); structure them so the seller is never contractually obligated to close two deals. A live

backup also converts a buyer walking into a restart, not a re-list.

When approval lands, sprint. The approval letter's expiration is the hardest deadline in the file.

Calendar it the hour it arrives, and request any extension in writing well before you need it — lenders

are not always accommodating (Chapter 6).

T H E  DA N C E  I N  O N E  S E N T E N C E

Price to the real market, show up for the valuation with the evidence in hand, dispute bad numbers

through the program's own channel with a complete package, and never let the buyer wonder

whether the deal is alive. Value problems are won at the property visit — everything after that is

recovery.

• 

• 
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Compliance 

Short sales sit at the intersection of desperate sellers, federal money, and discounted assets

— which is why they attract both regulators and prosecutors. This chapter is the map of the

lines: the rules that shape how you advertise and advise, and the red lines where a closed

deal becomes a federal case. None of this is legal advice; it's the professional's briefing on

where the walls are.

The MARS Rule: your federal operating framework

The Mortgage Assistance Relief Services Rule (Regulation O, 12 CFR Part 1015 — Chapter 10 gave

homeowners the consumer view) explicitly covers "negotiating, obtaining, or arranging a short sale of a

dwelling." Read as written, it would cover you. What keeps ordinary brokerage work workable is the FTC's

July 2011 forbearance policy: the agency stated it will not enforce the Rule's disclosure requirements and

advance-fee ban against real estate professionals who (1) are licensed and in good standing, (2) comply

with state law, and (3) assist consumers with short sales in the ordinary course of securing the sale of the

property.

What the forbearance does NOT cover: the Rule's ban on false or misleading representations (§

1015.3) still fully applies to you. Overpromise in your marketing and you're outside the safe zone

entirely.

What forfeits the forbearance: holding yourself out as a foreclosure-rescue or loan-modification

service, charging separate fees for "negotiation services," or working files where you're not the listing

professional. The exemption protects agents selling houses, not agents selling mortgage relief.

Practical rule: your compensation is a commission on a closed sale, period. Any separate, advance, or

contingent "short sale processing fee" to the consumer is the fastest way to convert a brokerage

practice into a MARS enforcement target.

Advertising: sell your competence, never an outcome

No guarantees. "We stop foreclosures," "guaranteed approval," "eliminate your debt" — each is a

misrepresentation claim waiting for a complainant. Compliant framing: experience, process, and

options. "We help homeowners understand and pursue alternatives to foreclosure, including short

sales" sells the same service without promising the lender's decision.

Standard license-law rules still apply and are enforced hardest in distressed marketing: brokerage

name on everything, no advertising a property without written authorization, honest claims about

experience and results. Several states publish short-sale-specific advertising guidance — check yours.

guardrails

• 

• 

• 
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Credentials are adjectives, not authority. A short sale designation (Chapter 9) signals training;

advertising it as if it conferred special standing with lenders misleads.

Investor-adjacent models carry their own statutes. If your business touches buying distressed homes

directly ("we buy houses"), many states have equity-purchaser laws (California Civil Code § 1695 is the

archetype) with contract requirements, cancellation rights, and rescission penalties. That's a different

business with a different rulebook — don't blur it into your brokerage practice.

The no-advice boundaries

Three questions arrive in every short sale, and all three are someone else's license:

Q U E S T I O N W H O  A N S W E R S  I T YO U R  L I N E

"Will I still owe the

difference?"

Attorney Explain that deficiency treatment varies and is negotiated

in the approval letter; recommend counsel review it.

Interpreting the waiver clause for them is practicing law

"Will I be taxed on the

forgiven debt?"

CPA (Certified Public

Accountant) / tax

professional

You may say a 1099-C is common and exclusions exist;

you may not tell them which applies (Chapter 7). Tax

opinions from licensees generate E&O claims

"Should I stop paying / file

bankruptcy / fight the

foreclosure?"

Attorney These are legal strategy decisions. Refer — ideally to your

attorney bench (Chapter 16)

NAR Code of Ethics Article 13 makes this an ethics duty, state UPL (unauthorized practice of law) statutes

make it a legal one, and your E&O carrier makes it a financial one. The professional move is a standing

written line in your file: "I advised the seller in writing to consult an attorney and tax professional." Date it, keep

it.

Disclosure duties

To buyers and the market: disclose short sale status per your state law and MLS (Multiple Listing

Service) rules — buyers pricing a 60-day close into a 6-month file is how deals and reputations collapse.

To the seller: all offers, all approval-letter terms, all material facts — including the honest odds. A seller

steered into a weaker offer that benefits the agent's side is a fiduciary breach before it's anything else.

To the lender: everything material to the transaction: every offer the servicer requires, every

relationship among the parties, every side agreement. Which brings us to the red lines.

The red lines: where deals become indictments

Short sale fraud is not a theoretical risk — it's a steady stream of federal prosecutions, and licensees appear

in the defendant lists alongside investors and even bank insiders. The recurring schemes:

• 

• 

• 

• 

• 
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S C H E M E W H AT I T LO O K S  L I K E

Flopping Suppressing value or concealing a higher offer so an insider buys low, then immediately

resells ("flips") at true market. The spread is the theft, and the lender is the victim

Dual contracts / side

agreements

One price for the lender, another arrangement off the settlement statement — seller

kickbacks, payments to juniors off the settlement statement ("off-HUD"), undisclosed repair

credits

Non-arm's-length

concealment

Relatives, business partners, or straw buyers behind an LLC, with a signed arm's-length

affidavit saying otherwise. Sellers secretly staying in the home post-sale, or buying it back,

when the affidavit says they won't

Marketing theater Fake listing histories or for-sale-by-owner paperwork manufactured to satisfy marketing

requirements on a property never actually exposed to the market

The enforcement record covers every seat at the table: a Bank of America short sale negotiator sentenced

to 30 months for taking bribes to approve below-market deals; a New Jersey attorney-and-realtor ring

indicted for coordinated buy-low/flip-high short sale flips on stolen identities; a self-styled "Short Sale

Queen" and associates federally indicted in 2024; a former New Jersey mayor sentenced in 2026 over

false arm's-length certifications. The arm's-length affidavit is a federal document — signing it, or facilitating

a transaction you know contradicts it, is wire and bank fraud territory, not a paperwork foot-fault.

Referral fees: the clean lane

RESPA (the Real Estate Settlement Procedures Act) Section 8 bans kickbacks for settlement-service

referrals — but 12 U.S.C. § 2607(c)(3) expressly permits cooperative brokerage and referral arrangements

between real estate agents and brokers, when all parties act in a brokerage capacity. That's the lane the

entire referral economy (Chapters 11 and 16) drives in. Keep it clean: written referral agreements, paid 

broker-to-broker, never to unlicensed parties, and never disguised fees to or from lenders, title companies,

or negotiation services for steering business.

T H E  C O M P L I A N C E  P O S T U R E

Earn commissions on closed sales, advertise competence rather than outcomes, put "consult your

attorney and CPA" in writing on every file, disclose everything material to everyone entitled to it, and

treat the arm's-length affidavit as the federal instrument it is. Agents who hold those five lines can

build an aggressive short sale practice with nothing to fear from any of the agencies in this chapter.
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When to 

The last professional skill in this guide is the one egos resist: knowing when the best service

you can render is handing the file to someone better equipped — and getting paid properly

for the judgment. This chapter makes the honest case for referring, shows how to do it

cleanly, and explains how the Short Sale Guide network connects both sides of that trade.

The honest self-assessment

A short sale is the one listing type where agent inexperience has a foreclosure attached to the downside.

Before taking a distressed file, answer five questions the way you'd want your own family's agent to:

Have I closed this program before? Not "a short sale, once, in 2011" — this investor's program, under

current rules (Chapter 13). A first FHA Pre-Foreclosure Sale (PFS) learned on a live client with a sale

date is a gamble the client didn't consent to.

Do I have the capacity? A short sale file consumes 10–20× the servicer-facing hours of a standard

listing: portal tasks, weekly logged calls, document refreshes, escalations (Chapter 12). If your pipeline

can't absorb that, the file will sit — and sitting files hit sale dates.

How hot is the clock? A docket with a scheduled sale in six weeks needs someone who has escalated

files before and an attorney relationship ready (see below). Learning speed under that deadline is how

homes are lost.

Is this actually my market? Value disputes are won with granular local comp knowledge (Chapter 14). A

file two counties away turns your strongest weapon into a guess.

Is this file even a short sale? Contested foreclosures, probate complications, title disasters, or a seller

who really needs a modification or bankruptcy analysis — some files need a lawyer first and an agent

second.

Two or more wrong answers isn't a verdict on your career. It's a routing instruction.

Referring is a service, not a surrender

Reframe the economics from Chapter 11, from the generalist's seat this time:

The client outcome improves. A specialist's file discipline and program fluency measurably raise

approval odds and compress timelines — which, for this client, is the difference between "settled" and

"foreclosure" on their credit for seven years (Chapter 8).

refer instead

1. 

2. 

3. 

4. 

5. 

• 
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You get paid for the judgment. A written broker-to-broker referral at the standard 25% (20–35% range

— Chapter 11) pays you meaningfully on a closing you didn't have to run, under the Real Estate

Settlement Procedures Act's (RESPA) express cooperative-brokerage exception (Chapter 15).

You keep the relationship. Structure the referral so you stay the client's long-term agent: you make the

warm introduction, you check in monthly, and when the buy-again calendar matures (Chapter 8), that

purchase is yours. The specialist runs one transaction; you keep the client.

The alternative bill is invisible but real. A fumbled short sale costs the client their house, costs you the

deal anyway, and — post-Chapter 15 — may cost far more than that. Referral fees are cheap insurance

against outcomes you can't afford to own.

How to refer well

Vet the specialist like a client would — using Chapter 9's ten questions: files closed in the last 24

months, this program, this county, escalation war stories, references.

Paper it before the introduction: written referral agreement, broker-to-broker, fee and scope explicit,

signed before the client meets the specialist.

Make a warm handoff, not a toss: a three-way introduction, a one-page brief of what you know (lender,

delinquency status, docket dates, liens, occupancy), and clear client-facing framing: "I'm bringing in a

specialist and staying involved."

Stay in the loop: a monthly check-in protects the client, the fee, and the relationship.

Build your attorney bench

The strongest distressed-property operators of the last cycle didn't work alone — they paired with real

estate attorneys experienced in short sale negotiation, who could defend the foreclosure in court while

negotiating the short sale with the lender in parallel (the dual-track model homeowners met in Chapter 9).

For agents, that means recruiting the bench before the hot file arrives: one or two attorneys in your market

who know loss mitigation, take foreclosure-defense cases, and return calls. They make your marginal files

closeable, they're the compliant answer to every question in Chapter 15's no-advice table, and they refer

distressed sellers back. This is the single highest-value professional relationship in the niche.

How the Short Sale Guide network works

Everything in this guide converges here. The referral economy's problem was never willingness — it's

matching: the generalist with a distressed lead in one market has no reliable way to find the verified

specialist in another. That's the gap Short Sale Guide's national referral network exists to close.

For homeowners: a direct line to a vetted short sale specialist in their market — at no cost, paid the way

agents are always paid, out of the lender-approved commission at closing.

• 

• 

• 

1. 

2. 

3. 

4. 

• 
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For referring agents: a place to route the distressed file you shouldn't run — matched to a specialist

with verified short sale experience in the subject market, with a standard written broker-to-broker

referral agreement, so you're paid for the judgment and keep your client.

For specialists: a pipeline of the files you built the expertise for, from a network that screens for the

competence this track describes.

Short Sale Guide, LLC is a licensed Florida real estate brokerage (CQ1066900); network referrals are

executed broker-to-broker under written agreements, in the RESPA-compliant lane described in Chapter

15. To join the network or route a referral, start at ShortSaleGuide.com.

T H E  C LO S I N G  T H O U G H T —  B OT H  T R AC K S

A short sale is a rescue operation disguised as a real estate transaction. Homeowners: you have

more options, more time, and more protection than the panic is telling you — Chapters 1–10 are the

map, and the professionals in Chapters 11–16 are trained for exactly your situation. Agents: the

market is handing you a scarce, valuable, compliance-bounded craft — build it honestly or route it

honestly. Either way, somebody keeps their future. That's the whole point of this guide.

• 

• 
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Glossary & 

Every term and abbreviation used in this guide, in plain English. If a servicer or negotiator

uses a word you don't recognize, it's probably here.

The players

T E R M W H AT I T M E A N S

Servicer The company you send your payment to and that handles your short sale

review. Usually not the owner of your loan.

Investor The owner of your loan (e.g., Fannie Mae, Freddie Mac, a bank's own portfolio,

or a private trust). The investor's rules govern your short sale.

GSE — Government-Sponsored

Enterprise

Fannie Mae and Freddie Mac — the two federally chartered companies that

own or guarantee most U.S. conventional mortgages.

Fannie Mae (FNMA) The Federal National Mortgage Association, a GSE. Publishes the Servicing

Guide many short sale rules in this guide come from.

Freddie Mac (FHLMC) The Federal Home Loan Mortgage Corporation, the other GSE, with its own

closely parallel guide.

HUD — U.S. Department of

Housing and Urban Development

The federal agency that oversees FHA and publishes the rules for FHA short

sales.

FHA — Federal Housing

Administration

Part of HUD; insures loans made to borrowers with lower down payments.

FHA's short sale program is the PFS (below).

VA — U.S. Department of Veterans

Affairs

Guarantees home loans for eligible veterans and service members. Its short

sale version is the compromise sale.

USDA — U.S. Department of

Agriculture

Guarantees rural-housing loans through its Rural Development program, with

its own loss-mitigation rules.

CFPB — Consumer Financial

Protection Bureau

The federal regulator of mortgage servicers. Its rules restrict dual tracking, and

its complaint portal is your escalation tool of last resort.

IRS — Internal Revenue Service The federal tax agency. Appears in short sales twice: transcript verification

(Form 4506-C) and taxation of canceled debt (Chapter 7).

abbreviations
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MI / PMI — (Private) Mortgage

Insurance

Insurance that protects the lender if you default, typically on loans with less

than 20% down. The MI company often must consent to a short sale.

MIP — Mortgage Insurance

Premium

The FHA version of mortgage insurance. An "MIP" line on your statement is a

strong sign you have an FHA loan.

Junior lienholder Anyone with a claim behind the first mortgage — a second mortgage, HELOC

lender, HOA, or judgment creditor. Every one must release its lien for the sale

to close.

HOA — Homeowners Association A community association whose unpaid dues can become a lien on the

property.

HELOC — Home Equity Line of

Credit

A revolving credit line secured by the home; a common junior lien.

The process

T E R M W H AT I T M E A N S

Short sale Selling the home for less than the total owed, with the lienholders' written

agreement to release their liens for the net proceeds.

PFS — Pre-Foreclosure Sale FHA's name for its short sale program.

Compromise sale VA's name for its short sale program.

Loss mitigation The umbrella term for every alternative to foreclosure — modifications, forbearance,

short sale, deed-in-lieu. Also the name of the servicer department you'll deal with.

BRP — Borrower Response

Package

The complete financial application (Form 710 plus supporting documents) the

servicer reviews. "Complete" is what starts the decision clock.

Form 710 The Mortgage Assistance Application — the standard Fannie/Freddie intake form for

hardship, income, expenses, and assets.

Form 4506-C The IRS form authorizing your servicer to pull your tax transcripts directly from the

IRS to verify income.

Form 191 / arm's-length

affidavit

The sworn statement that buyer and seller are unrelated, with no side deals, hidden

rent-backs, or buy-back plans.

BPO — Broker Price Opinion A real estate broker's estimate of the home's value — cheaper and faster than an

appraisal; the valuation most servicers order for a short sale.
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Appraisal A licensed appraiser's formal value opinion. FHA and VA require one; conventional

servicers may use either.

Net proceeds Sale price minus closing and transaction costs — the number the lienholder actually

receives, and the number the approval is written around.

ATP — Approval to

Participate (form

HUD-90045)

FHA's up-front approval letter that sets your marketing period and minimum net-

proceeds tiers before you list.

Approval letter The lienholder's written terms for the short sale: required net, deficiency treatment,

conditions, and an expiration date.

Dual tracking A servicer advancing foreclosure while a complete loss-mitigation application is

under review — restricted by CFPB rules (Regulation X).

Imminent default The finding that default is unavoidable even though you're still current — the

doorway to a short sale for borrowers who haven't missed a payment yet.

Equator (and similar portals) Online platforms some servicers use to manage short sale files and communication.

The money and the aftermath

T E R M W H AT I T M E A N S

Deficiency The gap between what you owed and what the lender received. The single most

important word in your approval letter — see Chapter 7.

Deficiency waiver Written language stating the lender accepts the net proceeds as full satisfaction and

will not pursue the gap.

Cash contribution A payment the servicer may request from a borrower with meaningful reserves, applied

toward the shortfall.

Promissory note An unsecured repayment agreement sometimes offered in place of a cash contribution.

Relocation assistance Money paid to the borrower at closing for completing the sale — up to $7,500 (GSE) or

up to $3,000 (FHA), subject to program rules.

COD income —

Cancellation of Debt

Forgiven debt the IRS may treat as taxable income, reported on Form 1099-C.

Exclusions exist — Chapter 7.

Form 1099-C The tax form a lender files when it cancels $600 or more of debt.
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Insolvency exclusion An IRS rule (Form 982) that lets you exclude canceled debt from income to the extent

your debts exceeded your assets.

FMV — Fair Market Value What a willing buyer would pay a willing seller — the benchmark for valuations and for

deficiency calculations in many states.

SOL — Statute of

Limitations

The legal deadline for filing a lawsuit, including a deficiency claim.

PITI Principal, Interest, Taxes, and Insurance — the components of a full monthly housing

payment.

UPB — Unpaid Principal

Balance

The remaining loan balance, excluding arrears and fees.

FICO The most widely used credit score (from Fair Isaac Corporation), typically 300–850.

Several program rules key off it.

Entitlement (VA) The dollar amount of VA loan guaranty a veteran can use; a compromise sale ties up

the portion used to cover the loss.

H O W  T H I S  G U I D E  U S E S  A B B R E V I AT I O N S

Every abbreviation is spelled out the first time it appears in a chapter, then shortened after that. If

you're reading a single chapter on its own and hit an unfamiliar term, this appendix is the fastest

path to the answer.
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B A C K  M AT T E R

Everything in this guide is verified against primary sources — the actual servicing guides,

regulations, handbooks, and enforcement records. All citations current as of August 2026.

Chapters 1–3. CFPB Regulation X 12 CFR 1024.41(f) (120-day rule) and early-intervention rules 1024.39; Fla. Stat. ch. 702,

§45.0315, §48.23; Fannie Mae Servicing Guide D2-3.2-01 (forbearance, updated per LL-2026-01), D2-3.2-06 / F-1-27 (Flex

Modification), D2-3.3-02 (Mortgage Release); Freddie Mac Guide 9206 (Flex Modification); HUD MLs 2025-12, 2025-21, 2026-08

(FHA permanent loss mitigation incl. Payment Supplement); VA Circular 26-25-2 (VASP wind-down) and VA Home Loan Program

Reform Act partial claim (accepting cases June 2026).

Chapters 4–6. Fannie Mae Servicing Guide D2-3.3-01, D2-2-05, D2-1-01, F-1-14, A4-2.1-03; Freddie Mac Guide 9208.2–9208.4;

Forms 710 and 191; HUD Handbook 4000.1 III.A.2.j.ii as amended by ML 2025-12, 24 CFR 203.370, forms HUD-90045/90051;

IRS Form 4506-C (Rev. 10-2022); VA compromise sale (38 U.S.C. 3732(c), 38 CFR 36.4322–36.4324); CFPB Regulation X 12 CFR

1024.41.

Chapter 7. Fannie Mae Servicing Guide D2-3.3-01 and Selling Guide B3-5.3-07; Freddie Mac Guide §§9208.1–9208.3; HUD

Handbook 4000.1 III.A.2.j.ii (FHA Pre-Foreclosure Sale); VA compromise sale guidance; Fla. Stat. §§702.06, 95.11; IRC §108; IRS

Forms 982, 1099-C, 4506-C.

Chapters 8–10. FTC Mortgage Assistance Relief Services (MARS) Rule / Regulation O, 12 CFR Part 1015 (advance-fee ban §1015.5,

required disclosures §1015.4); FTC and CFPB consumer advisories on mortgage relief and foreclosure rescue fraud; Experian/

VantageScore reporting and score-impact guidance on settled mortgage tradelines; Fannie Mae Selling Guide B3-5.3-07 (waiting

periods, extenuating circumstances); FHA Handbook 4000.1 (3-year standard, no-wait if current 12 months prior); VA lender

overlays (no mandatory VA wait); NAR SFR and CDPE designations; Florida DBPR and The Florida Bar license verification; Fla. Stat.

720.3085 (HOA assessments).

Chapters 11–13. ATTOM Mid-Year 2026 U.S. Foreclosure Market Report (227,548 filings H1 2026, +21% YoY) and 2025 Year-End

Report; ICE Mortgage Monitor Feb–Apr 2026 (1.1M+ underwater borrowers, FHA/VA 2022+ vintages); MBA Q4 2025 National

Delinquency Survey (FHA serious DQ +106 bps); Center for Responsible Lending note on FHA reporting change; HousingWire/

RISMedia/ReferralExchange referral-fee studies (25% standard, 20–35% range, broker-to-broker); Fannie Mae Servicing Guide

D2-3.3-01, F-1-14 (90-day valuation), F-2-06 (MI delegations), D2-2-05 (BRP 5-day ack); Freddie Mac Guide 9208 (contribution

triggers); FHA Handbook 4000.1 + ML 2025-12 (PFS, $3,000 consideration, DIT, ATP, 88/86/84% tiers, 120-day appraisal); VA

M26-4 ch. 5, 38 U.S.C. 3732(c), VALERI Servicer Guide (NOV validity at closing); Equator (Altisource) platform materials; CFPB Reg

X 12 CFR 1024.41 (37-day rule, continuity of contact); IRS Form 4506-C.

Chapters 14–16. Fannie Mae Servicer User Guide (value dispute case workflow) and Servicing Guide D2-3.3-01/F-1-14; HUD ML

2024-07 (ROV / second appraisal standard), ML 2013-23 (DIT, variance conditions), form HUD-90045 (84% floor language); VA

Circulars 26-17-18 and 26-03-11 (Tidewater, 2-working-day POC window, ROV), VA Form 26-1805; FTC MARS Rule 12 CFR Part

1015 / Reg O + FTC July 2011 forbearance policy statement for licensed real estate professionals; NAR Code of Ethics Article 13

(UPL); California Civil Code 1695 (equity purchaser statute, archetype); RESPA 12 U.S.C. 2607(c)(3) and 12 CFR 1024.14

(cooperative brokerage exception); DOJ/FBI/FHFA-OIG/FDIC-OIG enforcement records (BofA negotiator bribery sentencing 2014;

NJ attorney-realtor short sale flip indictments; 2024 federal indictment of “Short Sale Queen” and associates; 2026 NJ ex-mayor

sentencing over arm’s-length certifications); FAR/BAR Short Sale Rider and state short sale addenda (approval deadlines, backup

contracts); HousingWire/RISMedia referral-fee studies (25% standard, 20–35% range).

Sources
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This guide is educational content only and is not legal, tax, or financial advice. Every situation is different — consult a licensed attorney and

tax professional in your state before making decisions about your mortgage. Program rules cited are current as of August 2026 and change

over time. Short Sale Guide, LLC is a licensed Florida real estate brokerage (CQ1066900), 700 NW 7th Drive, Boca Raton, FL 33486. If your

property is currently listed with another brokerage, this is not a solicitation. © 2026 Short Sale Guide, LLC. All rights reserved.
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