How does a Short Sale or Foreclosure affect your credit score?

SHORT SALE  

If you never got behind on your payments while in the process of a short sale and the lender did not require that you pay back the loan, Fannie Mae guidelines may allow you to buy another home.   The wait for an FHA loan is a minimum of 2 years up to 7 years per Rich Garza with GMAC Mortgage. There are extenuating circumstances that may apply after three years up to seven years to determine eligibility and loan to value.  Extenuating circumstances are nonrecurring events that are beyond the borrower’s control that result in a sudden, significant, and prolonged reduction in income or a catastrophic increase in financial obligations. If a borrower claims that derogatory information is the result of extenuating circumstances, the lender must substantiate the borrower’s claim. Examples of documentation that can be used to support such are a divorce decree, medical reports or bills, job layoff, job severance papers, etc.

A short sale is not a derogatory mark on your credit because most credit bureaus do not show the word “short sale” on your credit report. It may say “settled account” or “paid as less than agreed,” among other terms.  Some clients have reported a negative FICO score drop of 50 points to 130 points.  I just recently had a client that had only been late on the home during the short sale process but paid every other bill on time and their credit score dropped 130 points. They were advised by Sherri Buttler with Sun American Mortgage that they have to wait 3 years and put  a 20% down payment to purchase another home using FHA even though their credit score alone would allow them to qualify for a new loan.   

FORECLOSURE

With certain requirements and restrictions you may be eligible to buy another home in 5 years if the home was your primary residence. Without restrictions, the wait to buy is 7 years.

If you are an investor and do not occupy the home, the wait to buy with a Fannie Mae insured loan is 7 years.

Several sources have reported FICO scores drops from 200 to 400 points after a foreclosure. Generally this credit score will remain on your credit report as a public record for up to 10 years.

If a prospective employer runs a credit check on you as most employers do, your job application may be denied if you have a foreclosure on your record.

DEED-IN-LIEU

A deed-in-lieu of foreclosure is a transaction in which the deed to the real property is transferred back to the servicer. 

On any loan application you will see the question: “Have you ever had a property foreclosed upon or given a deed-in-lieu thereof in the past 7 years.” If you answer yes your loan will most likely be denied. If you lie, you may be subject to an investigation by the FBI for mortgage fraud.

Bankruptcy
You may really want to pay off your debt. Unfortunately, this is not always possible. Sometimes unforeseen circumstances happen and despite all of your efforts to pay your debts, you simply cannot and do not see a way to pay them off in the future. Bankruptcy is designed for people trapped in a severe financial crisis. Bankruptcy is a federal court process which will help you to eliminate your debts or to create a repayment plan under the protection of the bankruptcy court.  Most bankruptcy petitions are voluntary. This should be a last resort and should not be taken lightly. The main purpose of bankruptcy is to allow you to get a financial fresh start by relieving most debts and by repaying creditors using an approach that is supervised by the courts and agreed to by the creditors.

Per Rich Garza with GMAC Mortgage, a minimum of two years to five years must have elapsed since the date of the discharge of the bankruptcy or dismissal for more than one bankruptcy filing within the past seven years.

As you can clearly see that it is not an easy task to get another loan on a home after you have had one of the hardships such as short sale, foreclosure, deed-in-lieu or bankruptcy.  I would recommend that you speak with a mortgage specialist to review your personal situation to advise you of your possibilities of a loan before you start looking to buy a home. There are other loan types besides Fannie Mae to consider also in which your mortgage specialist will discuss all of the possible options with you.

These are the guidelines as of today, the banking industry changes on a daily basis.

If you have any further questions, please call Sherry Butler with San Tan Valley Real Estate at 480-789-2209 or visit her at www.SanTanValleyRealEstate.com

