& Distressed Property Sales

Working with Short Sales and Foreclosures

Fi1105 — 3 Hours lllinois CE Elective

Instructor: Kerry Kidwell, ABr, AHWD, CRB, CRS, DREI, GRI, GREEN, ePro

E-Mail: Kerry@RealEstateEducation.Info Website: www.RealEstateEducation.Info

Introduction & Quiz
1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11.
Definitions for today:
Distressed Property — one in which the property is in foreclosure, pre-foreclosure or the owner owes
more on the property than he/she can net from selling it
Short Sale — the lender agrees to take less than the full amount owed at closing
Foreclosed — lender has taken the necessary steps to take ownership of the property
Pre- foreclosure — the seller has been notified that the legal process has begun.
REO — Real Estate Owned. Property owned by the lender.

Forbearance —temporary reduction in payments or brief payment delay

Loan Modification — adding past due amounts to loan balance, reducing loan interest rate or extending
the amortization period

Deed in Lieu of Foreclosure — give the property to the lender to avoid foreclosure

Reinstatement — pay up all arrearages, costs, late fees etc prior to foreclosure (90 days).
Allowed once every 5 years under lllinois law.

What is a short sale?

Sales price doesn’t cover mortgage and closing costs
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NAR survey of agents:

54% involved in a short sale in the last year
87% faced impediments with lender or loan servicer

94% cited lack of response by lender or loan servicer as the chief impediment

Example:

Paid for home: $ 110,000 — put 10% down - Payment $600/mo
Current listing price 110,000

Commission: 5,000
Other closing costs: 2,000
Mortgage balance 99,000
Taxes owning 3,000

3 months behind on payments

Are they short? If so, how much?

Reasons for short sales and foreclosure:

Lost job(s) or lay-off

Family emergency / medical bills

Business failure

Co-signor

Mortgage fraud

Adjustable mortgage

Bought too much house

Used house equity for other things (2nd mortgages)
Divorce

Others?
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List how working with these people might be different than a regular seller:

Why do co-op agents and buyers avoid short sales?

Should you be a dual agent?

NAR Requirements:

Multiple Listing Services must give participants the ability to disclose to other participants any potential for a
short sale. As used in these rules, short sales are defined as a transaction where title transfers; where the
sale price is insufficient to pay the total of all liens and costs of sale; and where the seller does not bring
sufficient liquid assets to the closing to cure all deficiencies.

Multiple Listing Services may, as a matter of local discretion, require participants to disclose potential short
sales when participants know a transaction is a potential short sale. In any instance where a participant
discloses a potential short sale, they must also be permitted to communicate to other participants how any
reduction in the gross commission established in the listing contract required by the lender as a condition of
approving the sale will be apportioned between listing and cooperating participants.

All confidential disclosures and confidential information related to short sales must be communicated through

dedicated fields or confidential “remarks” available only to participants and subscribers.

The first decision: Do you really want this listing if they are short?
Pluses?

Minuses?

The second decision: If you take it, should you disclose?
Pluses?

Minuses?

Do you have a company policy ?
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Typical disclosure:
a. Put normal commission in co-op box
b. Disclose inthe AGENT REMARKS section
Possible language, be sure to check with your attorney for correct verbiage:
“Co-op compensation will be 50% of total commission received by listing company.”
Broker to Broker Policy Letter another possibility
NAR COE Issues
Can | keep showing?
Reveal bank’s price?
Counter at higher price than asking price?
Present subsequent offers?
Buy it myself and flip it?

Disclose contract pending?

Listing Agent Guidelines:

Be patient, but discuss seller urgency and motivation
Carefully explain options

Have they considered loan modification?

Forbearance or repayment plan?

Deed in Lieu of foreclosure?

Short Sale?

Proceeding to foreclosure?

Bring money to closing?

Do nothing?
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Do a conservative CMA and prepare a net sheet. Can/ will seller pay any shortfall, especially
commission owed the agent?

Get all the lender information, including address, phone, loan number, etc. The seller will need to
write a letter to the lender explaining the reason for selling and the short payoff.

Ask about second or third mortgages, including home equity lines.
Get written permission to talk to their lender
Recommend legal counsel
Consider preliminary title search or appraisal
Ask questions about liens: taxes, utilities, second mortgages
Warn them about foreclosure rescue scams

Distressed Property Consultant

e Must have a written contract that can be cancelled

e Cannot be paid until all services performed

e Cannot collect a fee that exceeds 2 monthly mortgage payments OR the most recent tax installment on
the property, whichever is less

e Cannot place a lien on the property

e Cannot take any compensation from a third party unless it is first fully disclosed

e Cannot be a power of attorney for the homeowner

Other Questions
Disclosure requirements still required?

Illinois Residential Real Property Disclosure Act
Radon Disclosure

Lead-based paint disclosure

Local required inspections / disclosures

Other

Are there municipal codes?

How will they pay you? (see Fannie Mae notice)
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Contacting the Lender:
The institution where they got the loan may not be the one who owns the paper now
Get contact phone numbers and addresses from the client
Some lenders are hiring “special servicers” or asset manager
Provide your permission document from the seller
Find the right person at the lender — very important!

Lenders may require recent pay stubs or tax returns, from the seller as well as proposed contract and
settlement statement

They will usually do an appraisal before accepting an offer
Be sure to ask:

Actual amount owed ? (seller may not know total)

Are they aware of other mortgages or liens?

What point in foreclosure process ? (may be too late)

Will the NOTE be released, or just the mortgage?

Will there be a deficiency judgment for any shortfall ? (very important!)
Who will make the final decision?

How long will the process take?

What can the agent do to help?

Remember that you represent the seller and NOT the lender!

Components of a Short Sale Package

Short-sale proposal letter

Borrower’s signed short-sale payoff application
Seller’s hardship letter

Seller’s financial information

Supporting financial information

Supporting hardship information

Repair estimate for the property

CMA

Marketing history, showings, and feedback
Purchase contract signed by buyer and seller
Written proof of buyer’s ability to purchase property
Proposed HUD-1 settlement statement
Preliminary title report
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What about tenants in the property?

Federal (Helping Families Save Their Homes Act) and lllinois laws:

e Tenants who pay their rent on time can remain in their home until the end of their lease unless the
bank sells the property to someone who intends to make it his or her own residence. lllinois requires
a minimum of 90 day notice.

e Renters must be allowed to stay in their homes for 90 days after the foreclosure even without a lease.

Showing Distressed Properties
How to Dress
Obstacles
Hazards

Waiver signed by buyer?

Negotiating :
Use of Loss Mitigation Companies
Multiple offer problems on foreclosure — New IL law
Communication
Type of Deed
Signatures

What to do with the earnest money check?

Who makes a good buyer for distressed property?

Who SHOULDN'T be buying these?

Buyer’s Agent guidelines:
Discuss urgency
Be patient — it will take time!
Remind buyer the seller may be sensitive
Do a CMA on the property

Remind them that this may NOT be a bargain
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Discuss commission arrangements — good time for an exclusive contract!

Consider preliminary title search — call utility companies or the city for liens or notices
Get a home inspection

Be sure to do a final walk-through

Get the settlement sheet before closing

Will it be a “dry” closing?

Mortgage Modification:

An agent may not be able to do this do to under state law

HUD- Keep Your Home — Know Your Loan 1-877-HUD -1515

New FHA Program: Making Home Affordable http://makinghomeaffordable.gov

Modification Qualifications:

Owner-occupied, Loan originated before 1-1-09
Paying over 31% of your gross to house payment — PITI & association fees
Owe less than $729,750 on a first mortgage
Having trouble paying
Refinance Qualifications:

Owner-occupied - 1-4 units

Current on payments

LTV is 80-105%

No cash out

Must be government backed loan (Freddie Mac or Fannie Mae)

Finally Home- state of lllinois purchase or re-fi program

Must live in the home

Cannot qualify for conventional loan

Max income 75,000

House value cannot exceed county median

Must have counseling

If refi, must be behind on your payments because of circumstances beyond your control
Guarantees 10% of mortgage to the lender
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From the website: www.treasurer.il.gov/programs/finally-home/finally-home.aspx

Finally Home (formerly known as Our Own Home) was established in 2002 to help Illinois residents buy a ho
keep their existing homes from going into foreclosure. Shatetime, over $26 million in loans to more than 400
families have been guaranteed.

Finally Home is a free program that helps borrowers who cannot obtain conventional, sustainable mortgages
credible lenders because of factors such as bruised aredihigh debto-income ratio. Additionally, the program
may help borrowers refinance a mortgage if they are facing an ARM reset or certain financial hardships defin
statute and show that that they will likely be able to continue or resume makipgeats.

Borrowers must meet different eligibility requirements based on whether they plan to purchase a home or ref
mortgage. The requirements and directions on how to apply for our mortgage guarantee are listed below.
Program Eligibility for Puhase:

e Your combined household income may not exceed 115 percent of U.S. Department of Housing and
Development's (HUD) median family income for the area in which your home is located. This limit is
the number of people in your home and glated annually. See income limitsre

e You must be an lllinois resident and documented lllinois income tax payer.

e The home must be a one to four unit owner occupiegp@rty in lllinois that will serve as your primary
residence.

e The purchase price of your home cannot excerezlconforming loan size limits as established by the Fe
National Mortgage Association. This figure is updated annually. See the horediw@tahere

e . 2dz YdzAG 0SS dzylofS G2 YSSi @&2dz2NJ f SYRSNDa 02y«
determination when you apply for your mortgage.

[ ]

Program Eligibility for Refinance:

e Your combined household income may not exceed 115 percent of U.S. Department of Housing and
580St 2LIySyiQa o1 ! 50 YSRAILY FlLYAft& AyO2YS T2NJ
the number of peple in your home and is updated annually. See income liiits

e You must be an lllinois resident and documented lllinois income tax payer.

e The home must be a one to founit owneroccupied property in lllinois that will serve as your primary
residence.

e The appraised value of your home cannot exceed the conforming loan size limits as established by t
Federal National Mortgage Association. This figure is updated alyn&ae the home value limhsre

e You have missed a payment or are at risk of missing a payment due to a current or expected ARM r
one or more of the followingardship factors:

0 Loss, reduction or delay in the receipt of income because of the death or disability of a persc
contributed to the household income;

0 Expenses actually incurred related to uninsured damage or costly repairs to the mortgaged g
affecting its habitability;

o 9ELSyasSa NBflGSR (G2 (GKS RSIFGK 2N AffySaa
outside the household that reduce the amount of household income;

0 Loss of income or a substantial increase in total housingresqs because of divorce,
abandonment, separation from a spouse, or failure to support a spouse or child;

0 Unemployment or underemployment; or

0 Loss, reduction, or delay in the receipt of federal, State or other government benefits, partici
by the haneowner in a recognized labor action such as a strike.

e You must show a reasonable ability to be able to continue or resume making payments.

e ,2dz Ydzald 0S5 dzytFo6tS (2 YSSiG &2dzNJ t SYyRSNna 02y«

percent guaratee. Your lender will make this determination when you apply for your mortgage.
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ADDENDUM

Lenders Move Slowly to Modify Loans

U.S. mortgage service companies permanently eased terms on about 79,000 home loans in August (2008),
slightly less than in July.

Total workouts in August, which include new payment plans for existing contracts, slipped to 188,931
compared to July’s 192,220, according to Hope Now, the voluntary coalition of mortgage servicers and
investors.

In all, the industry has performed some form of workout on 2.3 million loans since July 2007. About one-third
of those were permanent modifications, Hope Now announced Thursday.

Paul Koches, general counsel of subprime mortgage servicer Ocwen Financial Corp., said a loan modification
benefits both the borrower and the lender because losses on foreclosed homes are running at more than
$100,000 per property. "It sure beats the alternative," Koches said.

Nevertheless, the level of loan modifications varies dramatically in the industry, according to a Credit Suisse
report released this week. Among 18 loan servicers, modification rates among subprime loans made since
2005 ranged from under 2 percent to nearly 18 percent as of August. Ocwen Financial had the third-highest
level of loan modifications in the Credit Suisse report.

Piggyback Loans Complicate Workouts

Piggyback loans — given to borrowers who wanted to avoid paying mortgage insurance without making a down
payment — are “one of biggest reasons for the last 14 months why the voluntary [loan] modifications haven't
worked," said Kathleen Day, spokeswoman for the Center for Responsible Lending. About 40 percent of home
purchases in 2006 involved piggyback loans, according to a 2007 Credit Suisse report.

When there are two loans from different lenders, neither lender has much incentive to work with the buyer
because any loan modification will benefit a competitor. Moreover, "Borrowers with second liens have a much
higher tendency of being overextended on their ability to make payments," said Tom Deutsch, deputy
executive director of the American Securitization Forum.

Potential solutions include:

* Providing incentives to secondary lenders to write off their loans

* Assign the Treasury Department to buy up lower-cost second mortgages and work with borrowers
* Allow judges to modify second liens in bankruptcy proceedings.

Source: Boston Globe, Jenifer B. McKim (12/26/2008)
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Fannie Mae Confirms Short Sales Commissions Policy and Establishes Appeals Process

In discussions between NAR and Fannie Mae, Fannie Mae has reconfirmed its short sale commission policy and
established a process for REALTORS® to follow if issues arise. On February 24, 2009, Fannie Mae sent
Announcement 09-03 to its servicers instructing them not to negotiate commissions on short sales below the
amount negotiated by the listing agent, unless the commission exceeds 6 percent. The Announcement
reminded servicers that third party approvals (i.e., private mortgage insurers) may be required and can affect
commissions. In response to concerns raised by NAR that some servicers of Fannie Mae loans are unaware of
this policy or believe it is not binding, Fannie Mae has established a process for NAR members when short sale
commission issues arise.

Step 1: Determine whether the loan is owned or guaranteed by Fannie Mae. Only the holder of the loan is
allowed to do this, so do so in the presence of your client or after obtaining their written permission.

Use this website: www.fanniemae.com/loanlookup, or if you don’t have convenient internet access, call: 1-
800-7FANNIE (8am to 9pm Eastern Time)

Step 2: If the servicer is unaware of or disagrees with the policy, provide a copy of Announcement 09-03 to the
servicer and negotiate an appropriate commission based on the listing agreement (up to 6 percent).

Step 3: Contact Fannie Mae if the dispute is not resolved directly with the servicer. Be prepared to provide the
property address, name of owner, and Fannie Mae loan number (if available):

Call:  1-800-7FANNIE (8am to 9pm Eastern Time), or
Email: Resource center@FannieMae.com.

Fannie Mae Announcement 09-03 (2/24/09):

https://www.efanniemae.com/sf/guides/ssg/annltrs/pdf/2009/0903.pdf

Actual Email Received:

Maximondo Modification Consultant Corp of Chicago, Il 60618
(Backed and affiliate of Montegna and Associates Law office) offer the following services.:

1. Do-it-yourself loan modification for homeowner as low as $169.00

2. Consulting service for setting and running a loan modification company.
Preferably with a license in mortgage broker or real estate broker.

We will recommend you to have a corporation and you would be required

to comply to the laws and licensing of the state or city where you conduct business.
We charge one time flat consulting fee. No long term contract,no franchise and

no set up fee. Atty. A. MONtegna will be your teacher.

3. We are a wholesale loan modification contract processing services for lenders, investors, mortgage broker, real estate
broker or even attorney. We can provide you with all of the forms and you can put under your company letterhead.We
require that our processing fee must be paid in full and upfront before we begin procssing your file and we prefer you can
send the payment thru wire transfer, certified check or credit card . Remember, we will provide your company with all
necessary forms that need to be completed by the client during our term of agreement.

4. We do compliance and quality control service for pre-audit for mortgage broker-owner in State of lllinois. We charge
per file and we can do weekly or monthly. We recommend this before the audit by IDFR, mortgage banking division of
State of lllinois only. Avoid penalty, revocation, supension of license or stiff fine. We have been go through with this audit
process for being a former mortgage and real estate broker-owner. Be prepare before audit will come. State of Illinois
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usually audit mortgage brokerage company every 2 years or every 3 years.There is an audit charge fee of $500 per day by
the IDFR, mortgage banking division to the mortgage company. We do weekly review of your closed files and input it to
the log sheet required by IDFR (lllinois Dept. of Financial Regulation-Mortgage banking division). Will advise you about the
required continuing education yearly report, submission of yearly financial statements to IDFR,mortgage banking division
also.

5. Feng Shui Consulting service for home or business or be a feng shui practitioner.

6. We have good relationship with KRK mortgage bankcorp (Illinois mortgage residential licensee) and Metropolitan
Realty and Development Corp. of Chicago, lllinois since our General Manager, Patty Par is also connected with them as
recruiting director.

In lllinois, you do not need to be a licensed real estate agent or broker, loan officer or mortgage broker owner to
market or process loan modification. However, it is a good advantage if you are a licensed real estate broker or loan
officer and the negotiation is doen by a lawyer. In order to originate loans in lllinois, you must be a licensed loan officer
and to own mortgage brokerage company, you must also get a license and pass the criminal/credit background and the
net worth required is $50,000 from IDFR (lllinois Dept. of Financial Regulation) and subject to yearly renewal also.
HOwever, in lllinois the Lawyer,Mortgage broker or Real Estate Licensee can accept ufront fee for loan modification, so
it a good idea to have a license in mortgage. real estate or associated with a lawyer or law firm especially for
negotiation.

We are a formerly real estate-broker owner (since 1989) and mortgage broker-owner (Since 2003) and our
partner/negotiator is a lawyer who is practicing for over 27 years as a real estate lawyer.

Call Patty, Ericka or Robert, our marketing coordinators at 773-588-8776 or 773-860-6068. Email at
loanmodification888@yahoo.com.

We are located at 3745 W. Montrose Avenue,Chicago, Il 60618.

new website,www.maximondoloanmod.org

Short Sales — MLS “Remarks” Questions by Steve Bohenek, IAR Legal Counsel

Another item of current interest is the topic of short salésST G SNY G aK2 NI &l f S&¢ Az
F2NJ I AAGdd GA2y Ay 6KAOK I LINPLISNI& Aad y2@¢ Ay 1
T2NBOt 24dNBoé | 26SOSNE GKS LINBPLISNI& A4 08Sky3 &z

AdZFFAOASY( TFdzyRa FT2NJ 0KS LI e&YSyd 2F GKS Y2NI 3l
seek approval of the lender for a reduced pay off for release of the mortgage. Thus, the funds from the
sale will be short in terms of being altepay the mortgage.

In a short sale situation the lender will require that they have a right to approve the transaction
ultimately agreed to with regards to the sale of the property. This approval is required so the lender can
determine what funds wilbe available in connection with the payoff of the mortgage and to determine
whether portions of the transaction should be modified in order to afford the lender with a higher

payoff amount. The concern of the listing broker is that the stated commissitredisting agreement

or the ceop fee offered through the MLS will be an issue with regards to the approval of the

transaction by the lender. For example, the lender may require that in order to approve the transaction
that the total commission needs b reduced by a certain amount or percent. This may ultimately

81 9SS GKS tAa0AYT ONBISNI 6AGK AYyadzFFAOASY( Fdzyl
multiple listing service. The question a listing broker often has is how do theytphet@selves in the
transaction?
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As a listing broker, you need to contact your multiple listing service to see what is permitted under the
rules of the multiple listing service. However, the multiple listing service, under the National Association
of REA¢Chw{ Q FdZARSf AYySas> KlFIa GKS RAAONBGAZ2Y (G2 | ff
Ydzt GALIX S fAAGAY3T AaSNIBAOS GKIFG GKS O22LISNY GAy3
Court approval might be needed in a situation ofke shrough an estate or even in a foreclosure

proceeding if the court reserves the right to approve the fee of the broker. If your multiple listing service
allows for those comments to be made in the remarks section of the multiple listing servicel | woul
suggest including those remarks so the cooperating brokers are all aware that there is a potential for
NBRdAzOUGA2Y Ay (GKS O022LINYXGAy3 oNR]1SNDRa F¥SSo

If your multiple listing service does not allow for these comments to be made in the Remarks section,
thenl Y2 GKSNJ Ff GSNYyIFGABS g2dzZ R 6S (2 aSyR oKIG A&
LI NOAOALIF GAYy3 Ay (GKS YdZf GALX S tAaGAy3dI aSNIIAOS
transactions would be subject to lender approval.

There arealso questions which have arisen concerning the use of the remarks section in the multiple
listing service to define what services have to be offered by a cooperating broker in order to receive a
FdzZA f aKINB 2F GKS 02 2 LIS Ny Ifiddyidhing ifNfe] NatNIAIBASSOCRION A & 4
2F w9l [ ¢hw{Q LRftAOASAE NBIINRAYyI YdzZf GALX S fAalGAY
a cooperating broker to be conditioned in such a manner. However, that does not preclude a broker

from makng there own independent business decision for their company that certain services need to
0S 2FFSNBR 06& | ONRB{ISNIAY 2NRSN)I G2 NBOSAGS | T

If your company makes such a decision, it should only be done on an independestdasisr
Fylrfeara 2F GKS NBFaz2ya 2NI NFdGA2yIFES FT2NJ Y2RATE¢
LINE GARSR® LT &@2dz2NJ O2YLI ye YIF{1Sa I RSGSN¥YAYLFGAZ2Y
based upon lack of services provided, thgmlicy letter would need to be sent by your brokerage

company to other brokerage companies indicating a modification of the fee. The National Association
2F wol[¢hw{Q LRfAOASAE R2 LINBJARS F2NJ adzOK LI2f A(
decision on these matters. However, IAR cannot stress enough the need for any such decisions to be
independent business decisions and for each company to haveipaxckationale for the reasons for
modifying commissions based upon the services granted.

As any additional information or developments are available with regards to any of these matters, the

lllinois Association of REALTORS will keep its members informed.
DR Exclusivé/iarch 2008

13


http://www.illinoisrealtor.org/Member/publications/drexclusive/Newsletter.asp

Websites of Use

Fannie Mae www.fanniemae.com Good resources
www.efanniemae.com  Online access to loan process
Freddie Mac www.freddiemac.com
Ginnie Mae www.ginniemae.gov
HUD www.hud.gov FHA lending and consumer info
VA WWW.Va.gov Veteran’s info, including housing
Federal Home Loan Banks www.fhlbanks.com Wholesale money to banks for housing
IHDA www.ihda.org Low income assistance
USDA Rural Development www.rurdev.usda.gov/rhs Rural low income loans
Nat. Foundation for Credit Counseling www.nfcc.org Help fix bad credit/ get advice
Mortgage Bankers Assoc. of America www.mbaa.org
Federal Trade Commission www.ftc.gov Don’t get ripped off!
Internal Revenue Service www.irs.gov Check tax information
RESPA www.hud.gov/offices/hsg/sfh/res/respa hm.cfm
True Credit www.truecredit.com
Experian www.experian.com Credit Reporting service
Equifax www.equifax.com Credit Reporting service
Transunion www.tuc.com Credit Reporting service
Fair Issac www.myfico.com Get your FICO scores
Mortgage Broker licensing www.iamb.org/downloads/loanoriginatorregistration.doc
MISMO WWW.mismo.org/ E-mortgage info site of Mortgage Bankers of America
Free Annual Credit Report www.annualcreditreport.com Get your free annual report here
Measuring a house www.appraisetoday.net/measure.html  Guidelines for measuring
Implode-o-Meter http://ml-implode.com/ Lenders that are in trouble
Making Home Affordable www.MakingHomeAffordable.gov
IAR website www.YourlllinoisHome.com

MORTGAGE FRAUD AND PREDATORY LENDING

Mortgage Fraud Blog www.MortgageFraudBlog.com Lots of good cases

Stop Mortgage Fraud www.StopMortgageFraud.com

FBI www.fbi.gov/publications/financial/fcs_report052005/fcs_report052005.htm
DFPR FAQ’s www.idfpr.com/FAQ/BRE/toggleBREpredlending.asp Questions and Answers
IL Predatory Lending Rules www.obre.state.il.us/Predatory/predrules.htm

Responsible Lending www.ResponsibleLending.org

REPO Sites

HUD www.TenManagement.com

VA www.AltiSourceHomes.com

Freddie Mac www.HomeSteps.com

Realty Trac www.RealtyTrac.com

HUD Approved Counseling: Toll Free (800) 569-4287 or call a counseling center
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Short Sale Information courtesy of NATIONAL CITY MORTGAGE (7 pages)
Understanding the Short Sale Process

There isn’t a city, town, county, or state that is immune from what is going on in the economy, and more
specifically, the housing market.

Over the past several years investors became more and more liberal in terms of what underwriting guidelines
they would accept in order for them to purchase the loans. Mortgage bankers and brokers participated in the
process by satisfying the investors’ urges with millions of loans for borrowers that typically wouldn’t be eligible
to purchase a home. Examples of investors are: Fannie Mae, Freddie Mac, Ginnie Mac, Federal Home Loan
Bank, Merrill Lynch, Bear Stearns, etc.

Today, more than ever, people have become delinquent in their mortgage payments and are in or headed
towards foreclosure proceedings. Don’t think that this is just limited to lower income borrowers or
moderately priced homes. It is affecting people in all price ranges and income levels.

As a realtor, you have a choice to lead a person through this cumbersome process of asking an investor to
accept a short sale on the property. You will need to be educated on the process, be patient, and be
persistent. Always remember that your potential client is going through a tough time in their life and they are
typically emotionally drained. Many times when they get to this point they have given up and in order to
move through this process with their lender you need them to be strong and diligent.

If you feel that they still have the desire to stay in their home, please let them know that help is available. You
may be talking with them when they are still in the evaluation stage of whether they should stay in the home
or if they have to sell.

To identify HUD-approved counseling agencies in your area, please call 800-569-4287.
The Hope Hotline (888-995-HOPE) is available 24/7 and they provide free financial counseling
and referrals.
You may find the following websites are helpful when it comes to financial education,
mortgage terminology, and outreach events coming to your area. They also offer free services
to the homeowner and free counseling.

Fannie Mae: http://www.fanniemae.com/homebuyers/homepath/index.jhtm|?p=Homepath

Freddie Mac:

http://www.freddiemac.com/corporate/buying and owning.html

Home Loan Learning Center:

www.homeloanlearningcenter.com

Homeownership Preservation Foundation:

http://www.995hope.org

MyMoneyManagement: www.MyMoneyManagement.net

NeighborWorks America: http://www.nw.org/network/home.asp

*Please provide them “Tips for working with your mortgage servicer.”
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What is a short sale?

The lender will assist with the sale of the property if the payoff amount of a loan is greater than the fair market
value of the property.

Short sales can also be referred to as Pre-Foreclosure Sales or Compromise Sales depending on the investor of
the loan.

*Please keep in mind that depending on the investor of the loan, the requirements for short sale approval will
vary. There may also be a private mortgage insurance company, HUD, VA, or a second lien holder involved in
the decision.

RealtyTrac Foreclosures/Pre-foreclosures
The nations #1 source of foreclosure listings.
Over 1 million properties — updated daily — including pre-foreclosure, bank foreclosures, for sale by
owner (FSBO), foreclosed homes via action, new homes and MLS listings.
www.realtytrac.com

Questions to Ask in Order to Identify a Potential Short Sale Situation

Original Purchase Price

Original Amount Borrowed Lender
Do you have a 2™ Mortgage? Lender
*You will need to initiate the same process with the lender that services your 2™ mortgage.

What type of financing do you have (Conventional, VA, FHA, IHDA)?

If FHA, what is your rate (assumable loan)?

Were you given any type of grant to assist with down payment and/or closing costs to purchase the
property?

Do you have an IHDA (lllinois Housing Development Authority) loan?

If yes, please supply me with a copy of the recapture agreement.

Do you have any liens (example: taxes) against your property or judgments against you?

Do you escrow for your taxes?

No: Are your taxes paid up to date?

Yes: What is your current escrow balance (negative?)?

Are you presently current on your payments?

Do you have access to your mortgage loan(s) online?

What will the lender need to get started?

1. A completed financial form listing all income and expenses from the household.

2. Verification of income (pay stubs, bank statements) for all current income sources. (Each investor may
have different requirements on the number of pay stubs, etc which are required)

3. A hardship letter explaining the reasons the customer no longer wishes to or can no longer afford to
continue ownership of the property. (Some investors will require that the customer can no longer
afford the property to be considered for the short sale program)

4. A copy of the current listing agreement (property must be listed at Fair Market Value). The listing
agreement must read “All offers are subject to lender approval.”

5. A copy of any current offers on the property.
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What to expect from the lender:

Caution

Commo
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Once a seller has submitted the short sale request to the lender, the lender will obtain a property
value along with a current title report. The valuation report may be an appraisal or real estate Broker’s
Price Opinion (BPO). (Up to date information is critical to timely processing during this stage. If seller
or Realtor information is missing or incorrect, the process will be delayed)

Once the lender has obtained the value and the title report they can begin to review any offers you
may have submitted.

The lender will obtain any necessary investor approval before approving any offers.

The lender or investor may require that the seller make a cash contribution toward the sale or sign a
promissory note for a portion of the difference between the outstanding debt and the short payoff
amount. This is becoming more frequent and is based on the means and ability to pay.

Most lenders have a process in place in order to facilitate this request. The request and all the
information requested comes into a person on the set-up team (like a processor). After the processor
has all the information, they give the file to a negotiator (like an underwriter). The negotiator will be
your single point of contact. Having a single point of contact allows for consistency and increases the
speed of the process.

Short Sales take time!! Contacting the lender within days of a scheduled foreclosure sale typically
does not allow enough time to review an offer and obtain the necessary approval to stop a sale.

All offers should be written: subject to lender approval (mortgage holder).

An offer should never be accepted until the lender’s approval has been received.

Sellers should be counseled that there are tax consequences for short sales, which should be discussed
with a tax advisor. The mortgage lender will file a 1099 with the IRS. The borrower should talk with
their tax advisor about the Mortgage Forgiveness Debt Relief Act of 2007.

Most investors will require that the transaction be considered “Arms Length.” (If you feel there may
be a conflict to this requirement, notify the lender immediately)

n Problems

Uncooperative spouses or co-owners who refuse to sign the required documentation to complete the
short sale.

Failing to submit requested information to the lender in a timely fashion. Seller’s often must have an
APPROVED short sale offer to stop a foreclosure sale.
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Tips for Working with Your Mortgage Servicer

Contact your mortgage servicer as soon as you know you’re going to have difficulty making your mortgage payment. The
sooner you start working with your servicer, the easier it will be to bring your loan current. BUT, even loans in foreclosure
can be worked out.

Be upfront about your circumstances, no matter what they are.

Ask about workout options that may be available to you. There are many workout options that may fit your situation,
such as:

e Forbearance —temporary reduction in payments or no payments for a period of time..

e Repayment Plan — resume making full payments plus a portion of the arrearage over a period of time.

e  Modification — This can include one or more of the following: adding past due payments to your current
loan balance, reducing your interest rate, extending the term.

e  Partial Claim — FHA loans only. An interest free second mortgage that becomes due and payable upon
sale or pay off of your mortgage. The second mortgage is for the past due payments and can be for up
to 12 months of payments.

e Stipulated Foreclosure Repayment Plan —a repayment plan that is entered into when you are already in
foreclosure.

e Short Sale - Your lender accepts less than a total payoff of your loan upon the sale of your property.

e Deedin Lieu of Foreclosure — You deed the property over to your lender after having attempted to sell
your property for a set period of time.

e Assumption —some loans are assumable to a qualified buyer even if your loan documents don’t permit
it. Always ask.

Be prepared to talk about your current income and expenses. The servicer will want to determine what kind of workout
option fits your situation, and cannot do that unless they understand your true financial situation.

Don’t commit to anything you can’t keep. If you are offered a plan or terms that you can’t keep, say so.

Respond. Submit requested documents quickly. The longer the process goes on, the more likely you will incur additional
foreclosures fees and costs, making it harder to cure your delinquency.

Stay in touch. Keep your servicer up to date on your situation. If things change, let them know.

Assume nothing. In most cases, the collection and foreclosure process continues while your request for a workout is
under review. Don’t assume that submitting a workout request stops a foreclosure. Make sure you understand your
status at all times.

Be realistic. If you can’t afford to keep your house, get it on the market and sell it to create a fresh start.

Ask questions. Some workouts may carry tax consequences or can impact your credit rating. Ask how the servicer
reports workouts to the credit bureaus.

Escalate. If you aren’t getting the help you need, escalate the call.

Seek Reputable Help. Non-profit counseling agencies and hotlines can help you with your finances and can serve as an
intermediary or “go between” with your mortgage servicer. To identify HUD-approved counseling agencies, call 800 569
4287 for an agency in your area. The HOPE hotline — 888-995-HOPE — is available 24/7 and provides free financial
counseling and referrals.

Be Wary of the Scam Artists. There are many schemes that can rob you of your equity while leaving you with your
mortgage debt. Don’t sign anything without a third party, such as Legal Aid, reviewing the documents.

Don’t Give Up!
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Date

The following estimate is for

Property located at

ESTIMATED NET PROCEEDS WORKSHEET

The first thing that must be calculated is the approximate payoff of your existing
mortgage. You should call your current lender to ask:

S Principal Balance
+ 30 days interest
S Estimated Payoff

*Escrow balance is typically refunded to you by the lender approximately 10-14 days after closing.

PRO-RATED TAX CHART

January-13 -S Sales Price

February-14 S Mortgage Payoff
March-15 S Any 2™ Mortgages)
April-16 annual taxes S *Pro-rated taxes
May-11 S -S Title Expenses

June-12 -$250.00 Attorney Fee

July-13 -$ 50.00 Termite Inspection
August-8 -$ 30.00 Recording Fee
September-9 -S Real Estate Commission est.6%
October-10 -S Real Estate Tax/Stamps
November-11 $1.50 per thousand $

December-12
Closing Costs/Warranty, Etc.
Paid for Buyer

ESTIMATED NET PROCEEDS
*This is only an estimate. Please consult your attorney for final figures.

*This would reflect a “best case” scenario. Sometimes unexpected costs come up that would reduce your net
proceeds.

*If the property is in foreclosure there may be other costs added to this payoff calculation (Past due interest,
Attorney’s fees, penalties, etc).
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Mortgage Lender Directory

Company

Phone Number

Website/Email

Acqura Loan Services

866-660-5408

tesparaza@srg-i.com

Aurora Loan Services

800-550-0509

WwWw.myauroraloan.com

Avelo Mortgage L.L.C.

877-882-8356

www.avelmortgage.com

Bank of America

800-846-2222

www.bankofamerica.com

Carrington Mortgage Services,
LLC

800-790-9502

www.myloan.carringtonms.com

CitiFinancial/Citi Trust Bank 800-422-1498 N/A
CitiMortgage Conv/IFNMA 800-695-0384 N/A
Citi Mortage/ G{866-272-4749 N/A

Mac

Countrywide Home Loans

800-669-6650

www.countrywide.com

EMC Mortgage/Bear Stearns

877-362-6631

www.emcmortgageservicing.com

First Horizon Home Loans

800-364-7662

www.firsthorizon.com

GMAC/Homecomings

800-799-9250

www.homecomings.com
www.gmacmortgage.com

Home Loan Services

800-622-5035 x 24267

www.viewmyloan.com
www.nhationpoint.com

HomEq Servicing

877-867-7378

www.homeg.com

HSBC Consumer Lending

800-333-5848

www.beneficial.com

HSBC Mortgage Services

800-365-6730

www.hsbcmortgageservices.com

HSBC Mortgage Corporation

888-648-3124

www.us.hsbc.com

Indymac Bank

800-880-6848

www.imb.com

JP Morgan Chase Prime Loans

800-446-8939

www.chase.com

JP Morgan Chase Non Prime 877-838-1882 N/A
JP Morgan Chase Home 866-582-5208 N/A
Equity

JP Morgan Chase/Default HPO | 866-345-4676 N/A
Help Line

Land America Lender Services

800-909-9525
800-274-6600

customersupport@myloancare.com

Litton Loan Servicing

800-999-8501

www.littonloan.com

National City Mortgage
Company

800-523-8654

www.nationalcitymortgage.com

Nationstar Mortgage LLC

888-480-2432

customer.service@nationstarmail.com

Ocwen Loan Servicing, LLC

877-596-8580

WWW.ocwencustomers.com

Option One Mortgage
Corporation

888-275-2648

www.optiononeonline.com

Saxon Mortgage/Morgan
Stanley

888-325-3502

www.saxononline.com

Select Portfolio Servicing, Inc.

800-258-8602

WWW.SpServicing.com

SunTrust Mortgage

800-443-1032

Www.suntrustmortgage.com

Washington Mutual

866-926-8937

WwWw.wamu.com

Wells Fargo Home Mortgage

877-216-8448

www.wellsfargo.com

Wells Fargo Financial

800-275-9254

www.financial.wellsfargo.com

Wilshire Credit Corp./Merrill

Lynch

888-917-1050

N/A
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Mortgage Forgiveness Debt Relief Act of 2007
Questions and Answers

What is the Mortgage Forgiveness Debt Relief Act of 2007?
The Mortgage Forgiveness Debt Relief Act of 2007 was enacted on December 20, 2007. Generally, the
Act allows exclusion of income realized as a result of modification of the terms of the mortgage such as
short sale, deed in lieu of foreclosure, or foreclosure on your principal residence. Usually, debt that is
forgiven or cancelled by a lender must be included as income on your tax return and is taxable. The

Mortgage Forgiveness Debt Relief Act of 2007 allows you to exclude certain cancelled debt on your
principal residence from income.

Does the Mortgage Forgiveness Debt Relief Act of 2007 apply to all forgiven or cancelled debts?

This can vary based on the borrower’s individual situation, because of this we recommend you advise
the borrower to contact a tax professional.

Do | have to complete the entire Form 982?
Form 982, Reduction of Tax Attributes Due to Discharge of Indebtedness (and Section 1082

Adjustment), is used for many purposes. Because situations can vary from person to person, advise
the borrower to contact a tax professional.

Where can | get this form?

Download the form at www.IRS.gov
Call 1-800-829-3676
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