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The trick to getting a mortgage fixed 
Foreclosure prevention is a messy business - more art than science. Here, an 
inside look at why some people get a loan workout and others don't.  

By Les Christie, CNNMoney.com staff writer 
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NEW YORK (CNNMoney.com) -- More than 3,000 times 

daily, struggling homeowners call the foreclosure Help 

Hotline for advice on how to save their homes. 

And so begins the complicated and time-consuming 

foreclosure prevention process. Working together are 

mortgage servicers - the companies that manage the loans 

- and the borrowers, with foreclosure prevention counselors 

often acting as go-betweens. 

"The common objective is to fix the loan," said Alan 

Goldberg, vice president with the home owner assistance 

division of Genworth Financial, a mortgage insurer that has 

collaborated with servicers in completing more than 2,800 

workouts in the first quarter of 2008. 

But what's best for a borrower isn't always best for the 

lenders, who weigh the cost of every workout against the 

cost of foreclosure. Whether or not a homeowner gets help 

boils down to the numbers.  

If keeping an at-risk borrower in their home is going to cost 

the lender more than a foreclosure will, that homeowner is 

usually out of luck. The good news is that foreclosures are 

expensive - at least $50,000 according to the Center for 

Responsible Lending. 

A frank discussion The first step in the workout process is 

to document the borrower's financial situation.  

Servicers request details about a borrower's income, as well 

as what the family spends on food, clothing, car payments, 

credit card debt, and student loans, according to Cleveland-

based foreclosure prevention counselor Mark Seifert. 

Homeowners have to submit copies of pay stubs, bank statements, and utility bills to back up their 

claims. 

"Servicers are also asking for things like hardship letters stating what the emergency was that 

caused them to miss payments," Seifert said.  

To stay in their home, borrowers almost always have to cut back on other expenses. "We'll tell 

someone they have to get rid of that $600 SUV payment if they want a workout," said Wesley 

Foreclosure business 
boom  

More Videos
 

Quick Vote
My financial situation is best 
described as… 

 

 

 

 

 or View results 

Healthy

Shaky

Recovering

Flatlining

Subscribe to Money
Make CNNMoney my Homepage
Add to Favorites

1. Fed in tug of war over mortgage rules  

2. Fannie and Freddie: A wild ride  

3. Diesel hits record, gas ticks higher  

4. Yahoo lashes out at Microsoft over new offer  

5. How to recession-proof your life  

Markets Last Change

Dow Jones 11,100.54 -128.48 / -1.14%

Nasdaq 2,239.08 -18.77 / -0.83%

S&P 500 1,239.49 -13.90 / -1.11%

10-year Bond 99 11/32 Yield: 3.95%

U.S.Dollar 1 euro = $1.594 0.015

July 11, 2008 12:00 AM ET

Photo Galleries 
Backyard escapes
This is the summer of the 
staycation, so pour a glass of 
lemonade, hit the backyard, and 
indulge in FSB's selection of 
literary escapes, tailored for 
small-business owners.  More  

Why some folks get a loan workout and others don't - Jun. 5, 2008

7/13/2008http://money.cnn.com/2008/06/05/real_estate/art_of_workout/index.htm?postversion=2008060...



Justice, a vice president for loss management for AIG 

United Guaranty, a mortgage insurer.  

Counselors often suggest homeowners cancel extras like 

cell phones and cable television, and stop eating out. 

After a new, tighter budget is been established, the workout 

team comes up with a number: the dollar amount left after 

all reasonable expenses have been deducted from income, 

with about $200 set aside for emergencies.  

"[Borrowers] need to have the ability to pay all their expenses and have a little left over," said the 

director of loss mitigation for one servicer. (The servicers we contacted chose not to be quoted 

directly.) 

So if a homeowner has $3,000 in monthly income, $1,400 in household expenses and puts aside 

$200, that leaves $1,400 for a housing payment.  

The magic number That's the number the servicer uses to determine whether a borrower can get 

a workout and keep their home. 

Not everyone can afford to stay in their home, even with a change to the terms of their mortgage.  

Sometimes, whether it's because a borrower is just in too deep or because a household's income 

sees a steep drop due to a job loss, there just isn't any reasonable solution.  

"I could give someone a 0% interest rate and they still wouldn't be able to afford the loan," said 

Goldberg. Those borrowers are urged to sell or do a deed-in-lieu of foreclosure, in which the lender 

takes possession of the property. 

The counselor or servicer compares a borrower's monthly housing allowance with a range of 

available solutions, looking for the option that will cost the lender as little as possible.  

"You wouldn't just jump to giving away the farm," said the director of loss mitigation. "You give them 

[borrowers] what they need, no more." 

Ideally lenders want to just put borrowers on a repayment plan, which allows them to make up 

missed payments, without altering the terms of the loan or reducing the revenue that these loan 

generate for investors.  

These plans generally work best to get homeowners back on track after unexpected expenses, like 

medical bills, derail their finances. Repayment plans can also help people who are living beyond 

their means but could afford their home if they pare unnecessary expenses.  

A new loan Other workouts, for borrowers with bigger problems, involve restructuring the terms of 

the loan. These mortgage modifications require sacrifices by investors, since some the loan's value 

has to be written down. Investors accept this if the alternative, foreclosure, would be even more 

costly.  

One option is to extend the length of the loan, from say 30 years to 40 years, which would knock 

about $100 a month off the payment on a $200,000 mortgage. 

Other at-risk borrowers may be able to afford payments at the teaser interest rate on their 

adjustable rate mortgages (ARMs), but not at the higher, reset rates. A $200,000 loan at 6% might 

cost $1,200 a month, but if that rate resets to 8% the payments climb to $1,570.  

For them, a rate freeze keeping the payment at $1,200 may be the answer.  

"We do the five-year freezes," said the director of loss mitigation, "but most of out modifications are 

two-year freezes. If there's still a problem, we promise to do another two years after that." 

Some homeowners may need their principal reduced as well, say from $200,000 to $160,000, to 

make payments affordable. That's an expensive fix and offered only as a last resort. 

Sponsored Links 

What’s your credit score?
The U.S. Average is 692. See your 2008 
report and score now for $0! 
FreeCreditReport.com 

What’s your home worth?
Before you make plans to sell, get a 
Free valuation online! 
www.HouseValues.com

Buy a link here  

 

Top 10 luxury rides
For those who want the best of 
the best, here they are. Plus 20 
more options to consider. More  

Where cheetahs roam
In Namibia, animal lovers' 
tourism dollars help protect 
threatened species. More  

 
Outside the U.S. and  
Canada, click here.

  

  

  

   

  

 Privacy Policy  

Full Name

Address

City

State/Pr Zip/Postal

E-mail

Continue

Why some folks get a loan workout and others don't - Jun. 5, 2008

7/13/2008http://money.cnn.com/2008/06/05/real_estate/art_of_workout/index.htm?postversion=2008060...



Features 

In these cases, some servicers are hoping to recover their principal by stipulating that they will be 

entitled to collect the difference between the old mortgage balance and the new, lower balance if 

home prices recover and the home is sold. 

"This is catching on quickly," said the director of loss mitigation.  

Another big factor in whether someone gets a workout is where they live. If the home is in an area 

where housing markets are in free-fall, like Las Vegas, servicers will try harder to keep borrowers in 

their home, since it would be very hard to sell the property. In better markets, however, a house will 

sell fairly quickly at a good price, the math may favor foreclosure. 

One thing is for sure: If a borrower is fortunate to get an offer for a workout, the servicers isn't going 

to negotiate beyond that, says the director of loss mitigation. By that point, workouts have already 

gone up the line for approvals from the mitigation specialists to department managers and directors 

to sign off on. 

"The workout we're prepared to give is pretty much it," she said. 

If that's not enough, then the homeowner may be out of luck and, soon, out of the house.   
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