As our market continues to be flooded with distressed sellers, I thought you might appreciate knowing the current Conforming Conventional Fannie Mae rules as well as FHA rules that apply regarding WHEN financing can be obtained when a Foreclosure, Deed-in-Lieu of Foreclosure or Short-Sale has taken place.  Here are the current Conventional Guidelines:

FORECLOSURE:  5 year time period from COMPLETION date of the Foreclosure is when borrower would be eligible to make application for a new mortgage loan.  Additional requirements that apply after 5 years, but up to 7 years following completion date are:  1. Purchase of a principal residence is permitted with a Minimum 10% down payment and minimum 680 Fico credit score.  2.  Purchase of a second home or Investment property IS NOT PERMITTED.  Limited cash-out refinances are permitted for all occupancy types pursuant to the eligibility requirements in effect at that time.   Limited Cash-Out is defined as 2% of Loan Amount or $2,000 which ever is less.  3.  Cash Out refinances are NOT permitted for any occupancy type.

SHORT-SALE (also known as) PREFORECLOSURE SALE:    2 year time period from completion date of Short-Sale.  As you can see, the Short-Sale is a preferred method to the lending investors, so if you can have your clients go through the long process of a Short-Sale, it is to their benefit regarding future financing for a mortgage loan.

DEED-IN-LIEU OF FORECLOSURE:  4 Year time period from completion date that the Deed-In-Lieu was executed.  Additional requirements that apply after 4 years and up to 7 years following the completion date are:  1. Borrower may purchase a property secured by a principal residence, second home, or investment property with the greater of a 10% Minimum Down Payment or the minimum down payment required for the transaction, i.e. Investment Property 20% down Payment, Second Home, 20% down payment.  2.  Limited Cash-Out and Cash-Out refinance transactions secured by a principal residence, second home, or investment property are permitted pursuant to the eligibility requirements in effect at that time.

CURRENT FHA FORECLOSURE REQUIREMENTS:  3 Year time period from completion date.  If the foreclosed loan was an FHA loan, borrower would need a clear “CAVIR”, which basically means that if FHA took a loss on the loan, it would need to be paid back to be eligible for another FHA loan.

FHA DEED-IN-LIEU OF FORECLOSURE:  3 Year time period from completion date.   If the foreclosed loan was an FHA loan, borrower would need a clear “CAVIR”, which basically means that if FHA took a loss on the loan, it would need to be paid back to be eligible for another FHA loan.

FHA SHORT-SALE:  3 Year time period from completion date.   If the foreclosed loan was an FHA loan, borrower would need a clear “CAVIR”, which basically means that if FHA took a loss on the loan, it would need to be paid back to be eligible for another FHA loan.

I hope this information will help you and your clients understand the differences between what method they dispose of the property and how it will impact their future buying ability regarding a mortgage loan.  All of the above methods will impact FICO scores on their credit report, which is to be expected since the seller is basically giving the property back to the lender or having the lender involved in their sale one way or another.  Their FICO score will have at least two years to heal or in many cases 5 years to heal since that is the time-frame needed to be eligible for another mortgage loan. 

Should you have any questions, please feel free to contact me.
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