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by Katrina Llanes and William Lee

On April 21,2020, the Federal Housing Finance Agency (FHFA) announced that it was aligning Fannie Mae’s
and Freddie Mac’s policies so that servicers of Fannie Mae and Freddie Mac single-family mortgage loans
that are in forbearance as a result of COVID-19 will only have an obligation to advance four months of missed
principal and interest payments. The FHFA announcement confirms that once the advances are made for
four months, if the loans continue to remain in forbearance, servicers will have no further obligation to
advance scheduled principal and interest payments for those loans.

While this is not a liquidity facility (as the mortgage industry was hoping for) this change in policy does
provide a cap on servicer advancing obligations. Mortgage servicers are generally required to advance
principal and interest payments when a borrower fails to make scheduled payments due on a mortgage
loan that underlies a mortgage-backed security (MBS). Given the number of homeowners that have already
and that are expected to utilize a forbearance plan as a result of COVID-19, this policy provides some clarity
on the scope of the liquidity needs that mortgage servicers will face over the coming months while loans
are in forbearance.

The FHFA’s announcement further confirmed that mortgage loans with COVID-19 forbearance status will
remain in the MBS pool. Typically, Fannie Mae or Freddie Mac would buy out delinquent mortgage loans
from the MBS pools. However, the FHFA advised that such loans should remain in MBS pools “for at least
the duration of the forbearance plan.”

The FHFA policies apply to all Fannie Mae and Freddie Mac mortgage servicers (whether banks or nonbanks
and regardless of the size of the servicer).

Alston & Bird has formed a multidisciplinary task force to advise clients on the business and legal implications
of the coronavirus (COVID-19). You can view all our work on the coronavirus across industries and subscribe to
our future webinars and advisories.

This advisory is published by Alston & Bird LLP to provide a summary of significant developments to our clients and friends. Itis intended
to be informational and does not constitute legal advice regarding any specific situation. This material may also be considered attorney
advertising under court rules of certain jurisdictions.



http://alstonfinance.com
http://www.alston.com/services/corporate-finance/finance/
https://www.alston.com/en/professionals/l/llanes-katrina
https://www.alston.com/en/professionals/l/lee-william
https://www.alston.com/en/resources/coronavirus/overview
https://www.alston.com/en/insights/?keyword=Coronavirus&reload=false&scroll=499.7685546875
https://www.alston.com/en/resources/subscriptions-form

You can subscribe to future Finance advisories and other Alston & Bird publications by completing our publications subscription form.

If you have any questions or would like additional information, please contact your Alston & Bird attorney or the following:

Katrina Llanes
212.210.9563
katrina.llanes@alston.com

William Lee
212.210.9442
william.lee@alston.com
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