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Note: The information provided here is
for general reference only.  All outcomes
must be verified with your personal tax

preparer and/or attorney.

Start

No

Are you planning
to declare Chapter
7 bankruptcy?

Has your tax
preparer said

you're insolvent?

Are you willing and
able to pay senior

loan(s)
indefinitely?

Yes No

If the junior-most loan forecloses first:
Possibly receive 'cash for keys'
Foreclosure on credit
No deficiency judgment
Minimum IRS ordinary income tax due
Large capital gain tax unless exemption

YesYes

If the junior-most loan forecloses first:
Possibly receive 'cash for keys'
Foreclosure on credit
No deficiency judgment
No IRS ordinary income tax due
Maximum capital gain tax unless exemption

Are you willing and
able to pay senior

loan(s)
indefinitely?

No

Will the
junior-most loan
foreclose first?

No

No

Senior loan forecloses:
Possibly receive 'cash for keys'
Foreclosure on credit
Probable deficiency judgment which bankruptcy may eliminate
Some IRS ordinary income tax due if lender forgives debt
Large capital gain tax unless exemption

Short Sale
approved? (lowest
chance of success)

No

No

No

Senior loan forecloses:
Possibly receive 'cash for keys'
Foreclosure on credit
Possible deficiency judgment which bankruptcy may eliminate
No IRS ordinary income tax due
Maximum capital gain tax unless exemption

Short Sale
approved?

(medium chance of
success)

Will the
junior-most loan
foreclose first?

Yes

Short Sale successful:
Pay larger amount to close
Short Sale on credit
Unlikely deficiency judgment
Maximum IRS ordinary income tax due
Minimum capital gain tax unless exemption

Yes

Short Sale successful:
Pay smaller amount to close
Short Sale on credit
Unlikely deficiency judgment
No IRS ordinary income tax due
Maximum capital gain tax unless exemption

YesYes

Short Sale successful:
Pay nothing to close
Bankruptcy and Short Sale on credit
No deficiency judgment
No IRS ordinary income tax due
Maximum capital gain tax unless exemption

Short Sale
approved? (highest
chance of success)

Foreclosure:
Possibly receive 'cash for keys'
Bankruptcy and Foreclosure on credit
No deficiency judgment
No IRS ordinary income tax due
Maximum capital gain tax unless exemption

No

Yes

Yes
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