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Warning! 
 
 
Here are a few pitfalls that homeowners in distress often encounter: 
 
 

ü Companies that charge money upfront to negotiate a loan 
modification for you. This is illegal in California.  If someone 
contacts you and asks for up-front money to help you with a loan 
modification, call the state Attorney General to inform them. 
 

ü Never submit false or tampered paperwork to your lender. This can 
get you in big trouble. If your lender decides to come after you, 
they can drag that paperwork right into criminal court. Lender 
fraud is real and they are on the lookout for it.  Be prepared to 
defend anything you send to your lender.  

 
ü If you apply for a loan modification and are denied while in arrears 

on your payments, you will be immediately asked again to bring 
your loan current, including late fees. If you are delinquent in your 
loan, your lender may begin foreclosure proceedings.  It is good to 
have a “plan B” as a backup in case your loan modification is denied 
for whatever reason. 

 
ü Success is by no means guaranteed, even if you have a legitimate 

and quantifiable hardship.  Make sure you have a “Plan B” to fall 
back on if you are unsuccessful getting a satisfactory loan 
modification.
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Are you a candidate for a loan modification? 
 
The key to a successful loan modification is a genuine hardship.  What 
events have occurred in your life since you took out the loan that 
adversely affects your ability to make payments?  If you are seeking a 
loan modification because “everyone else is doing it” – but your financial 
situation is about the same as it was when you took out the loan, you 
may not be a good candidate for a loan modification. 
 
It may not be that you have suffered a loss of income, however.  It could 
also be that you have incurred an increase in expenses – medical 
expenses, divorce, an adjustable-rate mortgage has caused your 
payments to increase, etc.  You have a very good chance of getting one 
through if you can show to your lender that a change in your 
circumstances warrants a loan modification. 
 
Also, consider that your hardship may be too great to justify a loan 
modification.  If, for example, you are unemployed or your income has 
dropped so substantially that you can barely pay your other expenses, 
much less a mortgage, it is unlikely your lender will approve you for a 
loan modification.  In this case, you will need to look at alternatives to 
loan modification, discussed at the end of this guide. 
 
If you do qualify for a loan modification, another important question you 
need to ask is, does it make sense any more for you to own the home?  
Depending on your finances, your future plans, and the trajectory of the 
housing market, there may be, realistically, little or no upside to keeping 
the home. May homeowners, after carefully and honestly evaluating their 
situation and goals, come to the conclusion that, barring a reduction in 
the loan balance as part of the equation, a loan modification is not the 
best solution for them.   
 
You should know up-front that an actual reduction in your loan balance is 
possible, but not very likely.  Your lender will instead work to adjust your 
rate and terms rather than reducing your loan balance – although a 
principal reduction can be had in some cases.
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HAMP	(Home	Affordable	Modification	Program)	
 
HAMP is a program of the U.S. Government and is meant to provide the 
U.S. Treasury with the authority and mechanisms needed to restore 
stability to the economy and housing market.  The program was designed 
through collaboration between the government and lenders, investors, 
mortgage services, FHA, Fannie Mae and Freddie Mac, and other key 
players.  The main goal of the program was to create standard loan 
modification guidelines for lenders to use when evaluating borrowers for 
a loan modification. 
 
Here are some eligibility guidelines you should be aware of for the 
government’s HAMP program: 
 

ü Mortgages for properties that are abandoned, vacant, or 
condemned are not eligible. 

 
ü Mortgages may be previously modified, but can only be modified 

once under HAMP. 
 

ü Borrowers may be considered for a HAMP Trial Period if they are 
current or less than 60 days delinquent and determined to be in 
imminent default, or 60 days or more delinquent. 

 
ü A borrower must have an affirmation of financial hardship. 

 
ü Borrowers may be in foreclosure, in pending litigation involving the 

mortgage, or who are in active bankruptcy. 
 

ü Borrowers currently performing under another workout 
arrangement will be considered for a Home Affordable Modification 
if they request it. 

 
ü Borrowers must currently have a monthly housing expense-to-

income ratio greater than 31 percent of their verified gross 
monthly income. 

 
 
If you pursue a loan modification, your lender may first try to put you 
through the HAMP program, but if you do not qualify for HAMP, you may 
still work with them to get a non-HAMP loan modification.
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HARP	(Home	Affordability	Refinance	Program)	
 
Of all the government programs instituted in the wake of the mortgage 
meltdown, the HARP and HARP 2.0 programs are arguably the most 
popular and most effective.  A HARP loan will allow you to re-finance a 
home which has little or no equity, provided that: 
 

ü The loan is owned or guaranteed by Fannie Mae or Freddie Mac 
 

ü The mortgage must have been sold to Fannie Mae or Freddie Mac 
on or before May 31, 2009 

 
ü The mortgage cannot have been refinanced under HARP previously 

unless it is a Fannie Mae loan that was refinanced under HARP from 
March-May, 2009 

 
ü The current loan-to-value (LTV) ratio must be greater than 80% 

 
ü The borrower must be current on the mortgage at the time of the 

refinance, with a good payment history in the past 12 months. 
 
Two great features of the HARP loan are that  
 

ü There is no minimum credit score to qualify 
 
ü You do not (usually) need to show any income documentation to 

qualify 
 
If you meet the criteria for HARP, it’s a great way to get your payment 
lowered – so if you qualify, talk to a mortgage lender about re-financing 
into a HARP loan.  It’s comparatively quick and easy as compared to an 
actual loan modification. 
 
If you do not qualify for HARP, or if you are looking for a principal 
reduction, lower rate, or extended loan term, you will need to do a 
modification of your existing loan.
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Loan	Modification	Questions	to	Ask	Your	Mortgage	Lender	
 
When seeking a loan modification, you first contact your mortgage lender 
or servicer (who collects and processes your monthly mortgage 
payments). To increase your chances of a successful outcome, ask plenty 
of questions, including the following: 
 

ü What workout solutions are you currently offering distressed 
homeowners? 

 
ü What are your loan modification eligibility requirements? 

 
ü How do I obtain a loan modification application package? 

 
ü How long will it take you to process my application? 

 
ü How long does the entire modification process take? 

 
ü When can I expect to hear back from someone? 

 
ü What should I do if I continue to receive late payment notices? 

 
ü Does my applying for a loan modification stop any foreclosure 

proceedings? 
 

ü Are you participating in President Obama’s Making Home 
Affordable modification plan? 

 
ü Whom do I call (name or employee ID number and phone number 

with extension) to get a status update on my modification? 
 

ü If you have already missed payments, ask about the status of 
your foreclosure. Is there a foreclosure date scheduled? Is the 
property near foreclosure? (Read more about foreclosure time 
frames on the Broad- point Properties website.) 
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Preparing your loan modification package 
 
Preparing your loan modification package is one of the most nettlesome 
parts of the loan modification process.  A lot of documentation is 
required, and it if you’re like most people, it will take some time to 
collect all of it.  It’s important that you take the time to prepare a 
complete package, as this will both expedite the process and improve 
chances for success. 
 
Here are some of the things you will need to submit. 
 

ü Brief cover letter, along with a complete list of what’s included in 
your application.  Indicate in the letter what your desired payment 
would be. 

 
ü Hardship letter 

 
ü Current financial statement 

 
ü Projected financial statement 

 
ü Home valuation (estimate of property value from an appraiser or 

other real estate professional in accordance with the laws of your 
state) 

 
ü Proof of hardship (birth certificate, death certificate, medical bills, 

divorce papers, or bankruptcy papers, for example) 
 

ü Federal tax returns (for the last two years) 
 

ü W-2s (for the last two years) 
 

ü Pay stubs (for the last four pay periods) 
 

ü Bank statements (for the last four periods) 
 
There are lots of hardship letters you can find online. There is an 
example hardship letter included for you in this guide (check the table of 
contents), along with some pointers on writing an effective hardship 
letter. 
 
A home valuation is easy enough to come by – you can pay an appraiser 
$500 or you can get a licensed real estate agent to prepare a “CMA” 
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(Comparative Market Analysis) or “BPO” (Broker Price Opinion – same 
thing as a CMA, pretty much) for free.  
 
A financial statement sounds like it’s complicated – but it doesn’t have to 
be.  The Freddie Mac version of the financial statement form is included 
for your convenience and reference in this guidebook, but you can 
download it from the Internet if you need a new copy – the web address is 
included in the Web Sites and Helpful Resources section. 
 
You’ll need two versions – a current financial statement, and a projected 
statement, showing what your finances will look like with a loan 
modification and an other changes you intend to make – e.g. selling a 
car, cutting back on nights out, etc. 
 
Your lender may have a specific form they want you to use for the 
financial statement – make sure to ask about this before sending them 
one.  
 
Once you have all this information together, you should scan it all and 
save it on a computer somewhere, in case you need to e-mail it to your 
bank, attorney, etc.  Keep the original documents in a file folder, and add 
new pay stubs, bank statements, and such to the folder as they come in, 
so you can easily locate and send further documentation as requested. 
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Submitting your loan mod package to the lender 
 
After you have all of your paperwork put together, then you’re ready to 
submit it to your lender. Get your last mortgage statement and call the 
800 number listed on it. Ask the person who answers the phone for the 
phone number for the loan modification department. 
  
Write it down. Get the fax number as well.  Now try to get to the loan 
modification department on the phone. Ask them to go over all the 
information they require in their loan modification package, and if there 
are any special forms.  If you are working with a big bank (e.g. Chase, 
Wells Fargo, Bank of America) they should have all of this information 
available for you on-line.  Once you have that information, put together 
your package and fax or mail it in. Then, follow up at least once per 
week. 
 
First, confirm they received your paperwork. Then, follow up to see when 
a negotiator (or loss mitigator) will be assigned. After that, go through 
the process with them. Be sure to check with that person at least once a 
week. You want to make sure they work on your file.  The squeaky wheel 
gets the grease. 
 
Be sure to keep notes of everything:  who you talk to, when you talked to 
them, and what they said. Track the date and time you talked to them. 
Always keep your cool. Never get mad and do not yell or swear at the 
negotiator on the phone. Once they agree to a modification they should 
send you an agreement. Do not send your good faith down payment until 
you have a signed agreement with everything laid out in black and white. 
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Tips for negotiating your loan modification 
 
Tip #1:  Make sure you provide every bit of documentation that has been 
requested of you by your lender.  If you can’t get any of the various 
documents they’ve requested, include a letter of explanation for each 
missing document and explain why you cannot get it. 
 
Tip #2:  Stay in touch with your lender.  Follow up with your lender on a 
weekly basis.  Ask if the package you sent in is complete or if there are 
any more documents they need.  Keep them apprised of any change in 
your circumstances which may affect your need for the loan modification. 
 
Tip #3: Start saving towards your good-faith down payment. On a loan 
modification, most of the time, they’re going to ask you to pay one or 
two month’s mortgage payment as a sign that you’re committed to the 
mortgage. 
  
Tip #4: Run your budget. See what you can realistically afford. Look at 
those numbers again.  It’s a simple formula:  if your gross income is 
$1,000 per month, divide that in 2 - $500.  Now, add all your bills:  
utilities ($100), insurance ($100), car payment ($100).  Subtract those 
fixed bills from the $500 (which represents half your income).  In this 
scenario, you’d have $200 left over which is what you should use to 
compute how much you can pay the mortgage company. Know what you 
can afford before you even start your negotiations. 
 
Tip #5: Be resolute. Make sure the negotiator you are working with knows 
that you know your alternatives, and how much you can afford to pay.  
Let them know that you are prepared to walk away from the property – 
and the loan – if you have to, rather than be pushed into a modification 
which you still can’t afford. 
 
Remember: over half of all people who do a loan modification end up 
delinquent on the loan again.  It’s because they got pushed into 
accepting a loan modification that didn’t work for them.  Don’t become a 
statistic!   
 
If your lender flat-out will not modify your loan into one that you can truly 
afford, you should seriously consider other alternatives.  It makes no 
sense to struggle to make payments on a home with negative equity for 
years, and burn through savings and retirement money, only to end up in 
arrears again on a mortgage. 
 



	 A	Simple	Guide	to	Loan	Modification	–	Page 10	
Courtesy	of	Sebastian	“Seb”	Frey	–	BRE	#01369847	•	SellForSure.com	

Tip #6: Be prepared for your lender to want to give you only a temporary 
loan modification, which may lower your payments for 2-5 years…and 
after that?  You’re back to where you started, with a payment you can’t 
afford.  Always negotiate for a permanent loan modification, with a lower 
interest rate, longer repayment schedule, and if possible, a reduction in 
loan balance down to current market value. 
 
Tip #7:  keep a log of all communication with your lender – write down 
whom you talked to (name, employee number), the time and date, and 
what was discussed.  This will help you stay organized and may be useful 
if you end up going to court for whatever reason. 
 
Tip #8:  if you send any physical documents to your lender, send it them 
via FedEx or certified mail – some method which can be tracked to prove 
that they received them. 
 
Tip #9:  Be Patient – and don’t take “no” for an answer.  You should 
expect your loan modification will take at least 3 months to complete – 
and possibly two or three times that.  It’s not unheard of for a borrower 
to spend a year or more working on a loan modification. 
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Frequently Asked Questions: FHA Loan Modification 
 
(From the HUD website) 
 
Question 1: In utilizing the Loan Modification option to bring an asset 
current, can the mortgagee include all fees and corporate advances? 
 
Answer:  Mortgagee Letter 2008-21 states in part: Legal fees and related 
foreclosure costs for work actually completed and applicable to the 
current default episode may be capitalized into the modified principal 
balance. 
  
Question 2: May a mortgagee perform an interior inspection of the 
property if they have concerns about property condition? 
 
Answer: Yes, per Mortgagee Letter 2000-05, page 20, the mortgagee may 
conduct any review it deems necessary to verify that the property has no 
physical conditions which adversely impact the mortgagor’s continued 
ability to support the modified mortgage payment. 
 
Question 3: Can a mortgagee include late charges in the Loan 
Modification? 
 
Answer:  Mortgagee Letter 2008-21 states that accrued late charges 
should be waived by the mortgagee at the time of the Loan Modification. 
 
Question 4: When utilizing a Loan Modification option, can a mortgagee 
capitalize an escrow advance for Homeowner’s Association fees? 
 
Answer:  HUD Handbook 4330.1 REV-5, Paragraph 2-1, Section B, Escrow 
Obligations states: Mortgagees must also escrow funds for those items 
which, if not paid, would create liens on the property positioned 
ahead of the FHA-insured mortgage. 
 
Question 5: Is there a new basis interest rate which mortgagees may 
assess when completing a Loan Modification? 
 
Answer:  Yes, Mortgagee Letter 2009-35 states that the Mortgagee shall 
reduce the Loan Modification note rate to the current Market Rate. Please 
refer to Mortgagee Letter 2009-35 for more details. 
 
Question 6: Are mortgagees required to re-amortize the total amount due 
over 360-month period? 
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Answer:  Yes, per Mortgagee Letter 2009-35, the Mortgagee must re-
amortize the total unpaid amount due over a 360 month period from the 
due date of the first installment required under the modified mortgage. 
 
Question 7: What date is utilized when determining the correct interest 
rate for a Loan Modification? 
 
Answer:  The date the Mortgagee approves the Loan Modification (all 
verification completed and servicing notes documented, reported to 
SFDMS) is the date that Mortgagees are to use in determining the interest 
rate. 
 
Question 8: Will HUD subordinate a Partial Claim, should a mortgagor 
subsequently default and qualify for a Loan Modification? 
 
Answer:  If a mortgagor subsequently defaults and qualifies for a Loan 
Modification, HUD will subordinate the Partial Claim. 
  
Question 9: Are mortgagees required to perform an escrow analysis when 
completing a Loan Modification? 
 
Answer:  Yes, mortgagees are to perform a retroactive escrow analysis at 
the time the Loan Modification to ensure that the delinquent payments 
being capitalized reflect the actual escrow requirements required for 
those months capitalized. 
 
Question 10: Can a mortgagee qualify an asset for the Loan Modification 
option when the mortgagor is unemployed, the spouse is employed, but 
the spouse name is not on the mortgage? 
 
Answer:  Based upon this scenario, the mortgagee should conduct a 
financial review of the household income and expenses to determine if 
surplus income is sufficient to meet the new modified mortgage payment, 
but insufficient to pay back the arrearage. Once this process has been 
completed the mortgagee should then consult with their legal counsel to 
determine if the asset is eligible for a Loan Modification since the spouse 
is not on the original mortgage. 
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The Hardship Letter 
 
Many people recommend different ways to submit a hardship letter. 
Remember: demonstrating that you have a legitimate and quantifiable 
hardship is key to getting your loan modification approved. 
 
The following are the most important messages to get across to the 
lender: 
 

ü Why do you need a loan modification?  Be specific. 
 

ü What has changed about your situation since you originally 
qualified for the loan? For example, did the loan adjust or did you 
lose your job?   
 

ü How is it that you will be able to make the payments if the bank 
grants you a modification? 

 
ü Your Assets. Mention any available assets that you will be able to 

use toward the modification.  If you have none, be sure to be clear 
about this. 

 
It is not a bad idea to write the letter by hand, unless your handwriting is 
illegible.  If you do include a machine-printed letter, be sure to at least 
sign it by hand. 
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Example	Hardship	Letter	
 
 

Date (Current date) 
Name: (Your Name) 

Address: (Your Address) 
 
Lender Name: (Your Lender) 
 
Regarding Loan #: (your Loan #) 
 
To Whom It May Concern: 
 
We are writing this letter to explain my unfortunate set of circumstances 
that have caused us to become delinquent on our mortgage. We have 
done everything in our power to make ends meet but unfortunately we 
have fallen short and would like you to consider working with us to 
modify our loan. Our number one goal is to keep our home and we would 
really appreciate the opportunity to do that. 
 
The main reason that caused us to be late is (insert reason here, be 
specific, include dates, how much your income has decreased or 
expenses have increased, etc.). Fortunately, our situation has improved 
because (write the reason here) and we are ready to resume making 
regular mortgage payments – but we still cannot afford our current 
payment.  We feel that a loan modification would benefit us both.  
 
We would appreciate if you can work with us to lower our payment so we 
can keep our home, bring our loan current, and stay that way.  We truly 
hope that you will consider working with us and we are anxious to get 
this settled and bring stability to our loan and lives. 
 
Kind regards, 
 
 
Jane Doe                  John Doe  
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Alternatives	to	Loan	Modification	
 
For most homeowners wanting to keep their homes, the alternatives to 
loan modification are, by and large, unhappy choices.  They are: 
 

ü Proceed with the current loan:  it may be an option for you to just 
carry on with your current loan, even though it may be on 
unfavorable terms and costing you hundreds of even thousands of 
dollars more per month than you “need” to.  If you are behind on 
your mortgage payments, you will need to “reinstate” the loan 
(make it current) or “redeem” it (pay off the whole balance) in order 
to avoid foreclosure. 

 
ü Short Sale. If you owe more to the bank than the home is worth, 

you may be able to participate in a short sale. In this transaction, a 
qualified Real Estate Professional can negotiate with the lender to 
approve the sale and forgive any difference between the sale price 
and the amount owed to the bank. 
 

ü Deed-in-Lieu of Foreclosure. Allows you to voluntarily transfer legal 
ownership of your property to your investor if you are unable to 
maintain mortgage payments and cannot sell the home at current 
market value. This option is typically only available if there is 
solely a single mortgage (lien) on the property. If there are other 
recorded liens on the property (e.g. 2nd mortgage, home equity line 
of credit, tax liens or judgments), most lenders will not accept a 
deed-in-lieu. 

 
ü Foreclosure:  this is the least palatable alternative to loan 

modification, but it is unfortunately the lender’s last resort to 
satisfying the debt. 

	
Except for the first alternative, these other options result in giving up 
ownership of the home, one way or another.  If you are set on home 
ownership though, realize that getting out your current housing situation 
may not be a bad thing.  
 
Fannie Mae’s guidelines allow you to buy a house two years after a short 
sale.  FHA will lend immediately after a short sale if the buyer was not in 
default at the time of the short sale.  By leaving your current home 
behind, falling back and regrouping, you may be able to put yourself in a 
much stronger position of home ownership sooner than you think. 
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How to Stop Harassing Debt Collector Phone Calls 
 
Don’t let debt collectors harass you into paying them money that you 
really should be paying your lender. Paying credit cards and other 
unsecured debts are your lowest priority. An unsecured debt is a debt 
where they can’t take away your car or house. A secured debt has 
something as collateral, such as your car, house, or anything else of 
value. 
 
The most common unsecured debt is a credit card. When you stop paying 
them, they will call you nonstop. The reason is because they don’t have 
any other way to collect from you. 
 
Here is how to stop the harassing calls. Simply ask the person who calls 
for their fax number or mailing address. Then, fax or mail them a letter 
that requests them to stop calling you. 
 
Here is some sample language you can put into the letter. 
 
“Under my rights in the Fair Lending Law and the Fair Debt Collection 
Practices Act, I hereby request you stop any and all phone calls to me or 
any other person. At this time, I do not wish to speak with you, anyone at 
your company, or anyone representing you concerning this matter. Do 
not contact me by phone regarding this matter. 
 
I demand that you stop calling my at home, on my cell phone, at work, at 
my relatives house, or any other location. Please make any future 
communication with me in writing. I am aware of my rights under section 
805 of the Fair Debt Collection Practices Act and am willing and able to 
exercise them. I am keeping track of all calls from your company and may 
consider recording calls.” 
 
Make sure that when you mail the letter, you send it return receipt 
requested. If you have access to a fax machine, then fax it out. It’s much 
easier and stops the calls quickly. Under the Fair Debt Collection Practices 
Act, a creditor or collection agency that calls you after you request them 
to stop may be liable for statutory damages up to $1,000 plus any actual 
damages suffered, plus attorney fees. 
 
Another tactic you can use to shut down any debt collector is to tell them 
you are recording the call. They back off when they realize they are on 
tape. You can buy an inexpensive call recorder at Radio Shack or 
Amazon.com. Just hook it up to your phone and you’re ready to go. In 
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addition, you may want to keep a log of all phone calls from debt 
collectors. This can be useful if you ever have to go to court. 
 
According to the Fair Debt Collection Practices Act, the following acts 
appear to be prohibited: 
 
Violation #1: Call you before 8 AM or after 9PM. 
 
Violation #2: Informing your relatives, family, or friends that you owe 
them money, or state that they are in the debt collection business when 
they contact any relatives, family, or friends. 
  
Violation #3: Contact you after you send a written request that they cease 
further communication. 
 
Violation #4: Contact you after you request they cease. 
 
Violation #5: Threaten you with violence. In addition, they are prohibited 
from using obscene or profane language. 
 
Violation #6: Publicize a list of people who owe them money. 
 
Violation #7: Cause your phone to ring repeatedly or continuously to 
annoy you. 
 
Violation #8: Call you without telling you who they are and why they are 
calling. 
 
Violation #9: Attempt to mislead you. Or, they falsely represent the 
amount owed, that they are an attorney or law firm, that if you don’t pay 
then you’ll go to jail, state or claim that you committed a crime, or 
threaten to take an action that is not allowed legally. 
 
Violation #10: Not informing you that any information obtained can be 
used for the purpose of collecting their debt. 
 
Violation #11: Threaten to repossess any property that they legally don’t 
have the right to repossess.  
 
Violation #12: Threaten to do anything (e.g. sue you) unless they actually 
intend to follow through with it. 
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Helpful	Web	Sites	and	Resources	
	
Making Home Affordable (Freddie Mac): 
 
http://www.freddiemac.com/singlefamily/makinghomeaffordable.html 
 
HARP Refinancing Plan: 
 
http://www.makinghomeaffordable.gov/programs/lower-
rates/Pages/harp.aspx 
	
Financial Statement worksheet: 
	
http://www.freddiemac.com/sell/forms/pdf/1126.pdf 
	
The Downsides to Loan Modification: 
 
http://financialeducation.nfcc.org/2011/02/28/the-downside-to-
mortgage-loan-modifications/ 
	
HUD Foreclosure Avoidance Counseling 
 
http://www.hud.gov/offices/hsg/sfh/hcc/fc/ 
 
Santa Cruz Home Owner – Mortgage Help page 
 
http://SantaCruzHomeOwner.com/mortgage-woes.html
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Freddie	Mac	Financial	Worksheet	
 


