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Potential Tax Issues With Foreclosure or Short SaleAssume 

$500,000 property value with $525,000 still 
owed to lender.  
Foreclosure  

$25,000 potential 1099 Misc Income Plus any miscellaneous fees like 
commissions or rehabilitation costs that lender must pay to sale 
property.  

Assume 28% Federal tax bracket and 8% State tax bracket owner could 
be liable for up to an additional $9,000 or more in taxes for the 
forgiveness of debt.  

This amount of tax could be eliminated if the seller declares bankruptcy 
which has become much more difficult in recent times.  

 

Short Sale  
$60,000 potential 1099 Misc Income from the sale that shorted the lender 
$25,000 plus the real estate commission the agents earned.  

Assume 28% Federal tax bracket and 8% State tax bracket owner could be 
liable for up to an additional $21,600 or more in taxes for the forgiveness 
of debt.  

Short Sale most frequently leads to a higher tax bill than foreclosure.  

This amount of tax could be eliminated if the seller declares bankruptcy 
which has become much more difficult in recent times.  



 



 





 





 



 



 





 



 



 



 



 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


