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Introduction 

Many homeowners today are experiencing a variety of financial hardships, such as job loss, reduced work hours, and 

increased mortgage payments.   These hardships are motivating homeowners to look for more ways to save money.  

Some homeowners will stop paying others for services they are able to provide themselves, while others will begin to 

budget their overall spending.  If you find yourself in this type of situation and believe you cannot afford to pay for home 

retention or loan workout services, this do-it-yourself option may be for you.  

Do-It-Yourself Home Workout Solutions for Homeowners is a comprehensive guide that provides step-by-step 

instructions for preparing and submitting a home workout request to your lender.  You will learn the different types of 

home workout solutions, how to analyze your situation, how to complete the lender’s application and forms, and what 

documents you will need to submit to the lender for analysis.  Pursuing a loan workout is a time consuming process that 

will require several phone calls and correspondence, and some amount of patience.  

Lenders today are less capable of assisting the large number of Homeowners that have approached them for a workout 

solution.  Many have restrictions in place on the type of assistance they can provide.  Each individual lender will 

determine what is, and is not, acceptable.  But in every instance the lender has certain requirements that must be met 

for them to review and decide on a loan workout.  Some of these requirements may be: 

 The homeowner must want to stay in the property, or the property must be owner occupied. 

 If seeking loan modification, the homeowner must have the ability to make a modified payment. 

 The hardship must be resolved or a plan for resolution must be provided. 

 The homeowner must create a financial budget, and minimize non-living expenses. 

 All debts, including the mortgage, must be reasonable compared to the income. 
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Home Workout Solutions 

Reinstatement  
Paying the past due amount to bring the loan up-to-date.  This includes all late charges and fees associated with a 
foreclosure action.  Reinstatement will cure default and re-establish a positive credit history with the lender.   

Repayment Plan  
Allows the homeowner to make installment payments to their lender, and eliminate the delinquency over a period of 
time.  These plans often require a homeowner to make their normal monthly mortgage payment with an additional 
payment applied to the delinquent amount.  No additional late fees will be accrued, and derogatory credit reporting will 
cease.  For approval, the homeowner must prove they have the financial ability to continue making payments, and their 
hardship has been cured. 

Refinance 
Paying off one loan by obtaining another.  Refinancing is generally done to secure better loan terms, like a lower interest 
rate, for example.  Although this guide does not detail the process of requesting a refinance application, there may be 
options available to you.  If you are interested in refinancing your mortgage, contact your lender immediately to inquire 
if they offer a refinance program, and if you fit their qualifications. 

Loan Modification 
A restructure of the terms of the mortgage.  A modification can include lowering the interest rate, extending the term of 
the loan, deferring a portion of the principal, or a principal reduction, and options will vary from lender to lender.  
Candidates include homeowners that do not have cash available to cure their delinquency, and are no longer able to 
make a payment in full, but have the ability to make a modified payment.   

Forbearance 
Allows the homeowner a temporary reduction in payments, or suspension of payments, for a specified period of time.  
Typically, this option is for homeowners that have a temporary hardship and cannot make a full payment until the 
hardship has been resolved.  There must be a foreseeable resolution to the hardship that will occur for a lender to offer 
this type of solution.  Since payments are temporarily reduced or suspended, the plan will contain a provision for curing 
the delinquency which may include an increase in the original monthly payment. 

Short Sale 
A lender agrees to allow a homeowner, who can no longer afford their mortgage, to sell the property for an amount that 
is less than the total amount due.  Once the property is sold, the lender accepts the payment from the sale as payment 
in full.  The process requires the homeowner to list the house with a Real Estate professional, and communicate offers 
to the lender for their approval.  During the short sale process, the lender may continue to pursue foreclosure.   

Deed in Lieu of Foreclosure 
A homeowner, who can no longer afford the home, agrees to give the property back to the lender in exchange for 
cancellation of the debt.  This action ends the foreclosure process and is better for the homeowner’s credit rating than 
foreclosure.  The homeowner must review all documents to verify they contain language to ensure transfer of property 
with no additional recourse against them.  If there is a 2nd mortgage lien holder, and they do not cooperate by releasing 
their lien to allow transfer of title, the transaction may go to foreclosure.    

 Cash for Keys is a cash settlement in exchange for vacating the home.  This can be used as a method for avoiding 
foreclosure, combined with a Deed in Lieu.  The program is designed to motivate homeowners vacate their 
homes quickly, and requires that the house be left in good condition. 
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How to decide which Solution is right for you 

Deciding upon which of the various workout solutions are best for you can be a difficult task.  First, begin by asking 
yourself some basic qualifying questions.   

1. Do I want to stay in the property? 
a. If you want to stay in the property, then you may apply for a Reinstatement, Repayment Plan, Loan 

Modification or Forbearance plan with your lender. 
b. If you do not want to stay in the property then the most suitable options may be Short Sale, or Deed in 

Lieu of Foreclosure. 
2. Do I have a job? 

a. If you have a job and are capable of making some sort of payment to the lender, then you may qualify 
for a Reinstatement, Repayment Plan, Loan Modification, or Forbearance. 

b. If you don’t have a job, and cannot make any payment to the lender, then your best options may be 
Forbearance, Short Sale, or Deed in Lieu of Foreclosure. 

3. Are you capable of making any payment to the lender? 
a. If you are capable of making any type of payment to the lender, then a Reinstatement, Repayment Plan, 

Loan Modification, or Forbearance may be an option for you. 
b. If you are not capable of making any type of payment to the lender, then your options may be limited to 

Forbearance, Short Sale, or Deed in Lieu of Foreclosure.  

Your lender may decide which workout solution you qualify for.  If you have received a Notice of Default (NOD), or a 
trustee’s sale date is pending, you may not have enough time to pursue a home retention option, so it is important that 
you contact your lender as soon as possible to determine which solution will best meet your needs.  Your lender may 
choose to delay the sale date while they consider your request. 
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Lenders Application and Forms 

Some lenders have specific forms that they require when requesting a workout solution.  Most forms are available on 
your lender’s website or you may contact them and request they be sent to you.  If you have any additional mortgage, 
you will need applications for each mortgage.   

What documents are required? 
You will need to complete the lender’s application and provide the documents listed below for them to analyze your 
situation.  The documents listed below are in addition to the lender’s request packet.  The document requirements apply 
to all borrowers on the loan.  Some lender requirements will vary, so please consult their list of required supporting 
documentation for more information. 

You must provide your lender with all of the requested documents so they can clearly understand your situation.  
Because of the lengthy time required for a lender to review a request, some documents that you submit may have to be 
re-submitted with current information.  Financial documents typically have an expiration date of 30 days.  If you find 
that your financial situation has changed after you have submitted your request to the lender, you must notify the 
lender immediately and provide them with updated documents.   

Classification Specific Income Information 
Your lender requires different income information based upon your employment status.  

 Wage Earner 
1. Most recent month of paystubs, including year-to-date income totals 

 Self Employed 
1. Year-to-date Profit and Loss statement 

 Retired/Other 
1. Social Security award letter 
2. Retirement award letter 

Required Documents   
General documents required for all home retention/workout solution requests. 

 All investment property rental agreements. 

 Two most recent bank statements, including checking, savings, stocks, bonds, 401k and other assets. 

 Hardship letter explaining hardship, and resolution, if applicable. 

 Most recent signed federal tax returns and W-2’s.  Must include all pages and schedules. 

 Copies of all statements of liability, including revolving and installment accounts. 

Short Sale Specific Documents 
Documents required for Short Sale, in addition to the “Required Documents” listed above. 

 Copy of listing agreement 

 Purchase agreement 

 Estimated Settlement Statement 
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The Process 

In this section we will discuss the lender’s application.   

Step 1-Completing the Financial Form (Application) 
 Borrower Information 

 Property & Loan Information 

 Employer Information 

 Monthly Income 

 Monthly Liabilities and Expenses 

 Assets 

 Bankruptcy status 

Borrower Information 
The application should be fairly simple, unlike the application you completed when you first purchased your home.   
Most applications begin by asking for the loan number and the property address.  A good tip: remember to place your 
loan number at the top of each form you send to the lender to easily identify the account to which the forms belong.  
Next is your contact information.  Complete with your full name, mailing address, social security number and date of 
birth, home and work phone numbers, as required for each applicant. 

Property and Loan Information 
The application will likely ask the following questions regarding the property and loan status.   

1. Do you still occupy the property? 
2. Is the property a rental property?  If so, how much is the rent? 
3. Are there any other liens on the property?  How many, and what is the balance due? 
4. Are you late on the other liens?  How many months and how much money behind? 
5. Do you want to stay in the property? 

The answers to these questions help the lender understand what has occurred and what your intentions are.    For 
example, if you have vacated the property, the lender may not allow a modification, but may offer other assistance to 
help you dispose of the property.  

Employer Information 
The lender may contact your employer to verify employment, based on the information you provide.   

Income 
The next step in the application is providing the lender with income information.  Make sure that when you enter in 
gross wages and/or net wages that you enter the monthly amount not the annual amount you earn.   

Income sources may include the following (verifiable income): 

 All monthly wages, including any part-time work 

 Alimony, child support 

 Rent from additional family members 

 Additional rent from a roommate 

 Investment property (rental income) 

Income you claim must be consistent and realistic.  Provide the lender with an honest look at your income, as they will 
use it as a basis for their decision.  If the income is incorrect, your request may not be successful.   
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Gross Monthly Income: (wages before taxes are deducted)    
The easiest way to calculate your gross monthly income is to add together the pre-tax income amount on your paystub, 
for a one month period.  The total is your gross monthly income. 

Another method is to take your paystubs and calculate the year to date total amount earned.  Divide the total amount 
by the number of months the income total represents. 

Net Monthly Income: (wages after taxes have been deducted) 
Net monthly income is the amount of your paycheck after deductions.  An easy way to calculate your net monthly 
income is to add together your take home pay for one month.  The total is your net monthly income. 

For income calculations, if you are unsure of the amount, you should contact your employer for assistance. 

Liabilities and Expenses 
The lender needs a snapshot of your monthly liabilities and expenses.  They will ask for the balance and minimum 
payment for each account.  Make sure you use the minimum monthly payment showing on your statement.   If you have 
a loan that is deferred, such as a student loan, you should still add what the payment will be after the deferment period 
ends.  If you do not have an exact amount, you may use 3% of the balance as an estimated minimum payment amount. 

Examples of monthly liabilities include: 

 Revolving Accounts 
o Visa/MasterCard (major credit cards) 
o Department store accounts 
o Gas cards 
o Other cards 

 Installment Accounts 
o Car loans 
o Jewelry/furniture loans 
o Student loans 
o Personal loans 
o Other 

Examples of monthly expenses include: 

 Food and other household expenses 

 Utilities and cell phone 

 Religious and charitable contributions 

 Transportation, i.e. bus, light rail, etc. 

 Gas 

 Insurance (health, car, etc.) 

 Child support, alimony 

 Child care, tuition 

Do not duplicate expenses that may be included elsewhere.  For example, do not state on your application that you pay 
a monthly amount for medical benefits, when it is already deducted from your gross income.  This is a common mistake 
that may cost you a lot of time and effort. 

Debt to Income (DTI) 
Lenders use a debt-to-income (DTI) calculation to figure out how much of your income is used for debts and liabilities.  
This is commonly referred to as the “back end debt ratio.”  This number is represented as a percentage.  Lenders may 
also calculate your “front end debt ratio,” or the ratio of your income to your first mortgage debt.  Requirements for DTI 
may vary by lender.  The equation for calculation of DTI is Debts ÷ Income = Debt-to-income ratio.   
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Assets 
A lack of liquid assets is the number one reason homeowners default on their mortgages.  Many homeowners do not 
have the necessary emergency funds in reserve required to sustain continued mortgage payments in case of hardship or 
emergency.  During these times the homeowner has nothing to fall back on; hence they start to default on their 
payments to the lender. 

You will be required to include all of your current assets on the lenders application.  This includes all checking and 
savings accounts, money market accounts, CD’s, 401K, IRA, stocks and bonds.  Also, include any land or real estate that 
you may own, and other investments not listed. 

The lender will analyze your assets, and may not approve your request if they feel you have enough assets to cover the 
past due amount.  Remember, as discussed earlier, the lender wants you to try to help yourself first by using your assets. 

Complete the assets section with information taken directly from your most recent account statements to ensure the 
information is correct.   

Step 2 – Writing the Hardship Letter 
In order to receive assistance, the homeowner must have a hardship that has kept them from making a payment, or has 
caused them to struggle to continue making payments.  The lender will ask for a hardship letter which will explain to 
them, in your own words, the circumstances surrounding your situation.  Your hardship letter should address how and 
when the hardship occurred, and what you are doing to resolve the hardship.  If the hardship is still pending, then you 
will need to provide the lender with a plan outlining how you will overcome the hardship.  If the hardship is a 
foreseeable one, make sure the lender understands that, and explain how you will be handling the situation.  Provide 
the lender with any documentation that addresses the hardship.  You should also specify what type of assistance you are 
seeking.  Your hardship letter must be easy to read, clear, and concise.  Make sure that you place your account number 
and property address on the top of the form and sign and date the bottom. 

Below is one example of a hardship letter: 

March 1, 2010 
Ref: Acct# 00000000 
John and Jane Smith 
1432 North Street 
Sacramento, CA 95687 
 
Dear Wells Fargo Bank, 
 
I am writing this letter, in reference to the above mentioned account number and property address, to explain a recent 
hardship that my wife and I have experienced that has kept me from making my monthly mortgage payments in a timely 
manner. 
 
In 2003, my wife and I purchased our home with hopes of starting a family.  We have put all of our efforts into 
maintaining the home as responsible homeowners.  Our home purchase is a lifetime investment for us and we do not 
want to leave.  On December 1st of 2008, I was laid off from my job with the Acme Group.  Since that time, we have been 
using our savings, which now has a zero balance, to offset my loss of income.  We have also cut out all of our additional 
expenses such as cable, dining out, vacation, hobbies, and a host of other items.  As of June 15th, 2009, I have started a 
new job with another company.  Although the pay is a little less, with this income along with the changes we have made 
to our living expenses, I am very close to meeting my obligations but still need assistance. 
  
I respectfully request assistance in the form of a loan modification, which would ensure my payment be made in a timely 
manner each month.  If you have any questions, concerns, or other options, please contact me at your earliest 
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convenience to discuss this matter further.  I can be reached at 916-555-1234, or via correspondence at the property 
address. 
 
Sincerely, 

John Smith 03/01/2010 

 Jane Smith 03/01/2010 

 
Step 3 – Authorization & Certification Forms 
The lender will have a few authorization forms that need to be reviewed and signed.  These forms allow the lender to 
gather or validate information about you from outside sources such as your employer, your banker, the IRS, or credit 
bureau(s).  Three forms in particular are the Lender’s Authorization Form, Certification Form, and an IRS Form 4506-T.   

 The Authorization Form allows the lender to gather or validate information about you from other outside 
sources such as your employer, banker, credit bureau(s), etc. 

 The Certification Form certifies to the lender that the application and supporting documents you are submitting 
to them is accurate and that you have not falsified any information. 

 IRS Form 4506-T is an authorization release form for the lender, allowing them to request a transcript of your 
current tax returns from the IRS, and compare with the tax returns you are submitting to them. 

 

Step 4 – Gathering and organizing documents for submission 
Now that you have completed the lenders Financial Worksheet, Hardship Letter, Authorization and Certification forms, 
and the IRS 4506-T form, you are ready to gather the rest of the documents and prepare your request for the lender. 
 
Most lenders’ applications will provide you with what is called a “submission sheet” which will include information on 
where to send or fax the documents for review.  The form will usually provide the proper order the documents should 
be in.   
 

Step 5 – The cover letter 
Every application sent to the lender should include a cover letter.  The cover letter will identify you and your account 
number, property address, and must provide the lender with language that clearly states what you are asking for. 
 
Below is an example of a cover letter: 

March 1, 2010 
Re: Loan # 00000000 
Smith, Jim and Jane 
1432 North Street 
Sacramento, CA 95687 
 
Dear ABC Lender, 
 
Please accept this application as a request for relief on my existing mortgage.  I outlined my dire situation in detail on 
the attached hardship letter, and have included all of my financial information as evidence.  I respectfully request a loan 
modification which would allow me the ability to make current monthly payments. 
 
I am available to discuss my situation at any time.  Please contact me at (916) 555-1234 as soon as possible for more 
information.  Thank you in advance for your assistance. 
 
Sincerely, 
Jim and Jane Smith 
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Step 6 – Submitting your request to your lender  
Now that you have completed the lender’s financial worksheet, application, and authorization forms, and have gathered 
all of the supporting application documents, it is time to send the file to the lender for review.  Be sure to follow these 
steps: 
 

 Review the file once again to ensure you have completed all of the information required.  

 Double check your income, assets, and liabilities to ensure accuracy. 

 Sign and date all of the forms.  

 Sign and date your hardship letter.  

 Do not send the lender any original banks statements, W-2’s or tax returns.  Send copies only. 

 Your package is in the order the lender requires. 

 Each form has your name and the lenders account number clearly stated at the top. 

 Make and keep a copy of the package of all of the forms that you are signing. 

 Submit the file to the lender for review via fax, email, or U.S. Mail (whichever is preferred by the lender).   
 

Step 7 – Following Up With Your Lender 
Now that you have sent your loan package to the lender, you need to ensure that they received the information.  48 to 
72 business hours after submission, contact the lender and verify that the package was received.  
 
The follow up with your lender is going to be one of the most time-consuming of the workout solution process.  This 
process may take months to accomplish.  Be persistent and keep making the calls.   
 
If you contact your lender after submission, and are told that they have no record of your request, send them another 
copy of the package.  This may happen multiple times on the same transaction.   
 
If the lender confirms receipt of your package, ask the representative when they expect to review your request.  They 
should be able to give you an estimated timeframe as to how long it will take them to process and review your request.  
Also, ask if they have had a chance to look over the file to ensure all of the required information has been received.  
They should review the information on the file with you to confirm income, assets, and liabilities.  Once you have passed 
this initial interview process, your file will be sent for review by a Loss Mitigation Specialist.       
 
After your file is assigned to a Loss Mitigation Specialist, you will want to follow up with the lender often to check the 
status of your request, and if there is any additional information required.  If you are not consistent with your calls to the 
lender your file may not be looked at for some time.   

 
Step 8 – I Received An Answer From My Lender:  What Do I Do Now? 
The lender will respond back with one of two different answers. 

 Approved for a workout solution 

 Declined 
 
Approved for a workout solution  
The lender will contact you by phone, Federal Express/UPS or U.S. Mail to confirm that your request was accepted and 
will review the terms with you.  They will send you a modified loan package to review and sign that will include all of the 
necessary legal documents outlining the new terms of the transaction.  The lender may ask that you include your first 
payment when you sign and return the loan package to them.  They may also request that your payment be in the form 
of a certified check.  A notary may be required to acknowledge your signature on the documents.  
 
NOTE:  As with any legal document, interpretation of the information should be done by a professional.  Make sure you 
understand the document(s) you are signing and the terms you are agreeing to.  If you are unsure as to the language of 
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the documents, then do not sign them until you have someone who is qualified review them for you.  Contact your 
lender to assist in explaining the terms of the agreement.  Remember that once you agree to the terms you have no 
recourse and cannot change your mind. 
 
Once the forms have been signed according to the lender’s instructions, make a complete copy for your records.  This 
will ensure that if the file is lost you have a record of the information.  After you have made a copy, send the original 
signed forms back to the lender for review.  The lender may request the documents be sent overnight.  Once they 
receive the forms they will review the file to ensure everything is in order.  If everything is in order, you will be notified 
by them that the new loan has taken effect and you will be given instructions on when and how to make the new 
payments.  Congratulations!  You have succeeded in getting your request approved and are on the road to financial 
recovery. 
 
Declined  
The lender may deny your request for one or more reasons.  When you receive their decision, make sure you go over 
the information to find out why they will not approve your request.  If you are unsure as to the reason, contact the 
lender and ask that they go over the information with you.  Keep in mind that lenders do make mistakes or misplace 
information.  If you find the information that they used in determining your eligibility is incorrect, point it out to the 
lender and provide them with the corrected information, and ask them to analyze your situation once more. 

Examples of why a lender may deny your request:  

 Insufficient Income 

 No hardship 

 Lack of financial budgeting 

 Incomplete application 

 Expired/incorrect application information 
 
If the lender has denied your request due to insufficient income, you will need to provide them with additional sources 
of income that may have been overlooked if you wish to be reconsidered.  Other valid sources of income are alimony, 
child support, or separate maintenance payments.  Or, can you reduce your monthly liabilities such as cable TV, internet, 
dining out, extra cell phone, gasoline etc.   
 
If the lender has denied your request due to lack of financial budgeting, then you will need to go over your finances 
again to create a better budget.  Once you have completed this step again, you will need to resubmit your application 
with the corrected information for the lender to review. 
 
Sometimes the lender will deny your request because of an incomplete application or missing documents.  If this is the 
case, then you will need to gather the correct documents and resubmit your completed application to the lender for 
review.  Be sure to use the lenders checklist which identifies the items you are required to send them to analyze your 
situation.  All forms should be dated and signed when appropriate.  If the lender asks for a document that you do not 
have, you may need to provide alternative documents that are acceptable. 
 
Another reason a lender may decline your request is due to expired or incorrect application information.  Due to the 
lender’s lengthy review process, they may require updated documentation every 30 days. You will need to review 
expired documents and re-submit current information.  Also, it is easy to make a mistake on an application.  Be precise 
in calculating your income, assets and a host of other items.  If a mistake is made and the numbers don’t match up, the 
lender will decline your request.  If this happens, then you can find out from the lender where they are having difficulty 
with the information.  You can then resubmit a new application with the correct information.   
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Step 9 – What’s next if I am denied assistance? 
There are situations where the lender will be unable to assist you with a loan workout solution.  If this is the case, they 
will typically proceed with foreclosure if you are not making your mortgage payments.  When this occurs, the 
homeowner is left with having to make some tough decisions regarding what to do next.  Some homeowners will try to 
protect themselves by filing for bankruptcy, but there is no guarantee a court appointed judge will be able to save their 
home.  Some homeowners do nothing at all.  And some will abandon their homes. 
 
If you find yourself in this situation, there are options that may lessen the impact that the foreclosure will have on your 
credit report.  Short Sale and Deed in Lieu of Foreclosure are two options that a homeowner may have available to 
them.  Contact your lender to see if these options are open to you. 
 

Step 10 – The lender has foreclosed on my property, what do I do now? 
If the lender has already foreclosed on your property then it is likely you will need to make arrangements to move out of 
the home.  The new owner may want to take possession of the property as soon as possible.  What should you do if you 
don’t have anywhere else to go? 

At this stage in the process you may only have a few choices: 
1. Do nothing and wait to be evicted 
2. Contact the new owner to ask if you can rent from them 
3. Move out 

 
If you do nothing and wait to be evicted, the owner will file for eviction with the local county Sheriff’s office. The Sheriff 
will post an eviction letter to the door giving you a specified time frame to vacate the premises.  On the date of eviction, 
if you are still in the home, the Sheriff will forcefully remove you from the property, along with all of your personal 
belongings.   

 
You may also contact the new owner and ask to rent the property.  You may find that the new owner may be looking for 
renters, or they may be able to work with you on an extended date and time to move out.  

 
Conclusion 

Now you have the knowledge and guidance to perform your own successful loan workout with your lender.  Always 
remember that if you are unsure of the process or the documents, seek the help of a professional.  

 
Other Valuable Resources for Homeowners Facing Financial Challenges 

The Department of Housing and Urban Development (HUD) is a U.S. government agency that increases homeownership 
and supports homebuyers.  HUD offers free or low-cost counseling throughout the country.  To find out where the 
nearest counseling agency is in your area, please call 1 (800) 569-4287. 

The Nehemiah Community Foundation’s Wealth Empowerment Program assists individuals and families reach their 
financial goals and build their wealth.  The program helps you look at your financial situation honestly and start taking 
the steps to transform your financial future and well-being now.  Visit www.ncf-wep.org for more information. 

 

 

 

http://www.ncf-wep.org/

