Treasury comes up with Plan B on short sales
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Homebuyers and sellers may have just been given new hope when it comes to short sales.

They just have to be willing to wait.

After promising since the summer to come up with a system to expedite short sales, a process that is widely considered to be unwieldy and frustrating, the Treasury Department last week detailed guidelines and financial incentives for mortgage servicers, investors and borrowers.

Short sales occur when financially strapped homeowners, with the mortgage holder's permission, sell their homes for less than the amount owed on the note. The lender forgives the remaining balance. 

Initially thought to be a true alternative to foreclosure, horror stories about the months-long process of trying to get them approved has caused many buyers and real estate professionals to steer clear of them.

The advice Joyce Zelazik of Coldwell Banker Honig Bell gives is typical. "If someone needs something in the next several months, I tell them please don't consider a short sale. You're not going to be happy with me," she said.

Now the government is stepping in, giving mortgage servicers participating in its Home Affordable Modification Program until April 5 to implement the Home Affordable Foreclosure Alternatives program.

Treasury's guidelines are 43 pages of nitty-gritty detail but a few key points are likely to be welcome. Among them: a servicer must first consider a delinquent borrower for a loan modification before a short sale, and a servicer has to consider a borrower for a short sale within 30 days if the borrower can't get a trial loan modification, misses as least two payments in the trial period, doesn't complete the trial period successfully, or requests a short sale.

Also, a servicer needs to spell out the minimum it will accept in a sale and -- this is a big one -- the servicer has to let the borrower know within 10 days of receiving an offer whether it will be accepted. If the offer is at least equal to that minimum, the servicer has to accept it.

"That is a huge plus, not just for the borrower but for the potential buyer," said Dean Rouso of Prime Property Partners in LaGrange. "The problem [has been] the borrower is trying to get a contract but he doesn't know what will get approved. It's putting the cart before the horse, getting a contract before you know what will fly."

There's a hitch in all this, of course, and it's timing. In order to qualify for the extended and expanded first-time buyer's tax credit, buyers must have a sales contract on a house by April 30 and close on the purchase by June 30. So by the time lenders are up to speed on the HAFA program and working with delinquent borrowers to get their homes on the market, some buyers will have already finalized their purchase decisions.

Kathy Lynch, a nurse who has had her heart set on a vintage octagon bungalow in Berwyn since August, is worried the program may be too late to help her.

Lynch hadn't planned to fall for a short sale property. In fact, a real estate attorney said he'd charge her more to handle the closing because of the paperwork involved.

But the brick home is everything she wants in a house. Listed at $199,900, her admittedly low first offer was rejected eight weeks after she made it. Then she offered $192,000 in early October and has yet to hear back. 

She's not aware of any other offers but she can't let the process go on indefinitely because she wants to take advantage of the federal first-time buyer's tax credit. 

"Maybe I'm just a romantic but I just want an answer. I'm going to hold on as long as I can without financially hurting myself," Lynch said. "It's just me, hanging on, saying can I buy your house?"

