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NEW YORK - In an effort to end the foreclosure crisis, 
the Obama administration has been trying to keep 
defaulting owners in their homes. Now it will take a 
new approach: paying some of them to leave. 

This latest program, which will allow owners to sell 
for less than they owe and will give them a little cash 
to speed them on their way, is one of the 
administrationʼs most aggressive attempts to grapple 
with a problem that has defied solutions. 

More than five million households are behind on 
their mortgages and risk foreclosure. The 
governmentʼs $75 billion mortgage modification plan 
has helped only a small slice of them. Consumer 
advocates, economists and even some banking 
industry representatives say much more needs to be 
done. 

For the administration, there is also the concern that 
millions of foreclosures could delay or even reverse 
the economyʼs tentative recovery — the last thing it 
wants in an election year. 

Taking effect on April 5, the program could 
encourage hundreds of thousands of delinquent 
borrowers who have not been rescued by the loan 
modification program to shed their houses through a 
process known as a short sale, in which property is s
old for less than the balance of the mortgage. 
Lenders will be compelled to accept that arrangement, 
forgiving the difference between the market price of 
the property and what they are owed. 

“We want to streamline and standardize the short sale 
process to make it much easier on the borrower and 
much easier on the lender,” said Seth Wheeler, a 

 Treasury senior adviser. 

One owner's case
The problem is highlighted by a routine case in 
Phoenix. Chris Paul, a real estate agent, has a house 
he is trying to sell on behalf of its owner, who owes 
$150,000. Mr. Paul has an offer for $48,000, but the 
bank holding the mortgage says it wants at least 
$90,000. The frustrated owner is now contemplating 
foreclosure. 

To bring the various parties to the table — the 
homeowner, the lender that services the loan, the 
investor that owns the loan, the bank that owns the 
second mortgage on the property — the government 
intends to spread its cash around. 

Under the new program, the servicing bank, as with 
all modifications, will get $1,000. Another $1,000 
can go toward a second loan, if there is one. And for 
the first time the government would give money to the 
distressed homeowners themselves. They will get 
$1,500 in “relocation assistance.” 

advertisement

advertisement

NYT: Plan to pay homeowners to sell at loss 
Obama administration’s latest attempt to stem the housing crisis

http://media.formatdynamics.com/accipiter/adclick/CID=000002244a0bd40800000000/aamsz=300x250/site=MSNBC/AREA=business/FD_CONTENT_CLASSIFICATION=BUSINESS_AND_FINANCE/FD_PAGE_NUMBER=1/PAGEID=4742917088592939.29359/ACC_RANDOM=4742917088602939.29360
http://media.formatdynamics.com/accipiter/adclick/CID=000001c64a0bd40800000000/aamsz=660x82/site=MSNBC/AREA=business/FD_PAGE_NUMBER=1/PAGEID=4742917088592939.29359/ACC_RANDOM=4742917088616939.29361?


3/8/10 3:12 PMNYT: Plan to pay homeowners to sell at loss - The New York Times

Page 2 of 3http://www.msnbc.msn.com/id/35756755/ns/business-the_new_york_times/print/1/displaymode/1098/

 
Should the incentives prove successful, the short 
sales program could have multiple benefits. For the 
investment pools that own many home loans, there is 
the prospect of getting more money with a sale than 
with a foreclosure. 

For the borrowers, there is the likelihood of suffering 
less damage to credit ratings. And as part of the 
transaction, they will get the lenderʼs assurance that 
they will not later be sued for an unpaid mortgage 
balance. 

For communities, the plan will mean fewer empty 
foreclosed houses waiting to be sold by banks. By 
some estimates, as many as half of all foreclosed 
properties are ransacked by either the former owners 
or vandals, which depresses the value of the property 
further and pulls down the value of neighboring 
homes. 

ʻTailor-made for fraudʼ
If short sales are about to have their moment, it has 
been a long time coming. At the beginning of the 
foreclosure crisis, lenders shunned short sales. They 
were not equipped to deal with the labor-intensive 
process and were suspicious of it. 

The lendersʼ thinking, said the economist Thomas 
Lawler, went like this: “I lend someone $200,000 to 
buy a house. Then he says, ʻLook, I have someone 
willing to pay $150,000 for it; otherwise I think Iʼm 
going to default.ʼ Do I really believe the borrower 
canʼt pay it back? And is $150,000 a reasonable offer 
for the property?” 

Short sales are “tailor-made for fraud,” said Mr. 
Lawler, a former executive at the mortgage finance 
company Fannie Mae. 

Last year, short sales started to increase, although 
they remain relatively uncommon. Fannie Mae said 
preforeclosure deals on loans in its portfolio more 
than tripled in 2009, to 36,968. But real estate agents 
say many lenders still seem to disapprove of short 
sales. 

 Under the new federal program, a lender will use real 
estate agents to determine the value of a home and 
thus the minimum to accept. This figure will not be 
shared with the owner, but if an offer comes in that is 
equal to or higher than this amount, the lender must 
take it. 

ʻIn a perfect world ...ʼ
Mr. Paul, the Phoenix agent, was skeptical. “In a 
perfect world, this would work,” he said. “But because 
estimates of value are inherently subjective, it wonʼt. 
The banks donʼt want to sell at a discount.” 

There are myriad other potential conflicts over short 
sales that may not be solved by the program, which 
was announced on Nov. 30 but whose details are still 
being fine-tuned. Many would-be short sellers have 
second and even third mortgages on their houses. 
Banks that own these loans are in a position to block 
any sale unless they get a piece of the deal. 

“You have one loan, itʼs no sweat to get a short sale,” 
said Howard Chase, a Miami Beach agent who says he 
does around 20 short sales a month. “But the second 
mortgage often is the obstacle.” 

Major lenders seem to be taking a cautious approach 
to the new initiative. In many cases, big banks do not 
actually own the mortgages; they simply administer 
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 them and collect payments. J. K. Huey, a Wells Fargo 
vice president, said a short sale, like a loan 
modification, would have to meet the requirements of 
the investor who owns the loan. 

“This is not an opportunity for the customer to just 
walk away,” Ms. Huey said. “If someone doesnʼt come 
to us saying, ʻIʼve done everything I can, I used all my 
savings, I borrowed money and, by the way, Iʼm 
losing my job and moving to another city, and have 
all the documentation,ʼ weʼre not going to do a short 
sale.” 

But even if lenders want to treat short sales as a last 
resort for desperate borrowers, in reality the 
standards seem to be looser. 

Sree Reddy, a lawyer and commercial real estate 
investor who lives in Miami Beach, bought a one-
bedroom condominium in 2005, spent about 
$30,000 on improvements and ended up owing 
$540,000. Three years later, the value had fallen by 
40 percent. 

Mr. Reddy wanted to get out from under his crushing 
monthly payments. He lost a lot of money in the crash 
but was not in default. Nevertheless, his bank let him 
sell the place for $360,000 last summer. 

“A short sale provides peace of mind,” said Mr. 
Reddy, 32. “If youʼre in foreclosure, you donʼt know 
when theyʼre ultimately going to take the place away 
from you.” 

Mr. Reddy still lives in the apartment complex where 
he bought that condo, but is now a renter paying 
about half of his old mortgage payment. Another 
benefit, he said: “The place Iʼm in now is nicer and a 
little bigger.” 

This article, "Short-Sale Program to Pay Homeowners 
to Sell at a Loss," first appeared in The New York 
Times.

Copyright © 2010 The New York Times 

URL: http://www.msnbc.msn.

 com/id/35756755/ns/business-
the_new_york_times/

MSN Privacy . Legal © 2010 MSNBC.com

advertisement

advertisement

http://media.formatdynamics.com/accipiter/adclick/CID=000001b94a0bd40800000000/aamsz=300x250/site=MSNBC/AREA=business/FD_CONTENT_CLASSIFICATION=BUSINESS_AND_FINANCE/FD_PAGE_NUMBER=3/PAGEID=4742917088592939.29359/ACC_RANDOM=4742917088663939.29364?
http://media.formatdynamics.com/accipiter/adclick/CID=000001e04a0bd40800000000/aamsz=660x82/site=MSNBC/AREA=business/FD_PAGE_NUMBER=3/PAGEID=4742917088592939.29359/ACC_RANDOM=4742917088674939.29365?

