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Agenda 

	Objective
	Bi-Monthly Committee Meeting

	
Date
	May 18, 2016
(3rd Wednesday of every other month)

	Time
	From:  10:30 a.m.      To:  11:30 a.m.

	Dial-in-Number
	(641) 715-3605  PIN 335531#


	
Convener
	John Williamson, Johnson Bank
Mike Forester, Cross Check Compliance
Joseph Kaluzny, Associated Bank

	

	
Agenda Items
	
Owner

	I. 
	Attendance
	Joseph Kaluzny

	II.
	Wisconsin Legal Update: Assembly Bill 720—proposed changes to Ch. 846 Wis. Stats. which, if signed into law, will reduce redemption periods and remove some uncertainty for lenders related to abandoned properties in foreclosure.  

http://docs.legis.wisconsin.gov/2015/related/enrolled/ab720 

	Nick Foshag
Gray Law Firm

	III.
	FHFA’s Principal Reduction Program 


  
[bookmark: _GoBack]
Fannie Mae Bulletin LL-2016-02:



Freddie Mac Bulletin 2016-7:




	All

	IV.
	Open Discussion
	All

	V.
	Next Meeting: July 20, 2016 10:30 am
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P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N  


B A C K G R O U N D  


The Federal Housing Finance Agency (FHFA) undertook an extensive 
evaluation to determine whether to implement a Principal Reduction 
Modification program for seriously delinquent, underwater borrowers 
whose loans are owned or guaranteed by Fannie Mae or Freddie Mac (the 
Enterprises).  FHFA’s objective was to develop a program that helped 
targeted borrowers avoid foreclosure while also adhering to FHFA’s 
mandate to preserve and conserve the assets of the Enterprises.  Below are 
details about the one-time Principal Reduction Modification program 
announced on April 14, 2016.  
 


P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N  P R O G R A M   


• Underwater borrowers who meet the program’s eligibility criteria 
will receive a solicitation letter containing terms for a modification 
no later than October 15, 2016. 


• The modification terms include capitalization of outstanding 
arrearages, an interest rate reduction down to the current market 
rate, an extension of the loan term to 40 years, and forbearance of 
principal and/or arrearages up to a certain amount to be converted 
later to forgiveness.i 


• Upon completion of three timely payments and acceptance of the 
final modification, the principal forbearance amount calculated 
under the Streamlined Modification will instead be forgiven. 


• Servicers will require time to implement the Principal Reduction 
Modification program.  Before the program is fully implemented, 
borrowers who believe they may be eligible for a Principal 
Reduction Modification and wish to pursue one before the program 
is fully implemented can accept an offered Streamlined 
Modification that will halt foreclosure proceedings but will not guarantee principal forgiveness. 


o If the borrower is later determined to be eligible for a Principal Reduction Modification, the Streamlined 
Modification’s principal forbearance will be converted to principal forgiveness.   


o Non-eligible borrowers will continue to benefit from the payment relief granted under their Streamlined 
Modification but will not receive principal reduction.  


• Borrowers should not default on their mortgage or on an existing modification in an attempt to become eligible 
for a Principal Reduction Modification.  To be eligible, borrowers must be at least 90 days delinquent as of March 
1, 2016.  Borrowers struggling to pay their mortgage or who have additional questions about the program should 
contact their servicer (the company to which they send their mortgage payments).  


 


K E Y  P O I N T S  A B O U T  T H E  
P R I N C I P A L  R E D U C T I O N  
M O D I F I C A T I O N  


Seriously delinquent, underwater 
borrowers must meet the following 
eligibility criteria: 


• Are owner-occupants. 
• Are at least 90 days 


delinquent as of March 1, 
2016. 


• Have an unpaid principal 
balance of $250,000 or less. 


• Have a mark-to-market loan-
to-value ratio of more than 
115% after capitalization. 


Builds on the Enterprises’ existing 
Streamlined Modification programs. 


Eligible population expected to be 
approximately 33,000 borrowers. 


Final crisis-era modification program 
to give seriously delinquent, 
underwater borrowers a last 
opportunity to avoid foreclosure 
while also addressing negative equity 
remaining from the financial crisis. 


 


FACT SHEET: PRINCIPAL REDUCTION 
MODIFICATION 
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FACT SHEET: PRINCIPAL REDUCTION 
MODIFICATION 


 


P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N  E L I G I B I L I T Y  


• Borrowers must have a first-lien mortgage that is owned or 
guaranteed by Fannie Mae or Freddie Mac. 


• Borrowers must be at least 90 days delinquent as of March 1, 
2016. 


• The mortgage must have a pre-capitalization unpaid principal 
balance of $250,000 or less as of March 1, 2016. 


• The mark-to-market loan-to-value ratio of the mortgage must be 
more than 115% after capitalization of arrearages as of the date the 
borrower is evaluated for the modification. 


• The property must be owner-occupied.  Investment properties are 
ineligible. 


• Eligible loans must generally meet all other Streamlined 
Modification eligibility criteria. 


• Borrowers who are otherwise eligible for the Principal Reduction 
Modification and enter into a modification with a first trial 
payment due date between May 1, 2016 and December 1, 2016 
will be eligible to have their principal forbearance converted to 
forgiveness.  


 


P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N  K E Y  D A T E S  


• March 1, 2016 – Eligibility cut-off date; borrowers who become more than 90 days delinquent after this date are 
not eligible. 


• July 15, 2016 – Loan servicers must solicit, for a Streamlined Modification, all borrowers who are potentially 
eligible for Principal Reduction Modification on or before this date. 


• October 15, 2016 – Loan servicers must solicit all borrowers eligible for the Principal Reduction Modification 
starting no later than this date.  


• December 31, 2016 – Final date by which servicers may solicit borrowers eligible for the program or inform 
borrowers that they are eligible to have principal forgiven. 


T A X  I M P L I C A T I O N S  


• All borrowers should consult with a tax advisor regarding the tax consequences of accepting a Principal 
Reduction Modification.  The terms of the Mortgage Forgiveness Debt Relief Act may apply.  


                                                      
i For borrowers with mark-to-market loan-to-value (MTMLTVs) ratios over 115 percent, the Enterprises’ standard and streamlined modifications forbear post-
capitalization principal (which may include arrearages) down to a 115 percent MTMLTV ratio or, if forbearance would exceed 30 percent of the post-capitalization 
UPB, forbear 30 percent of principal. 


K E Y  F A C T S  


The number of underwater 
homeowners with loans owned or 
guaranteed by Fannie Mae or Freddie 
Mac has declined by 80 percent in the 
last four years. 


Of all underwater loans nationally, 
only about 2 percent are severely 
delinquent, underwater loans owned or 
guaranteed by Fannie Mae or Freddie 
Mac. 


As recently as Q1 2015, 50 percent of 
bank portfolio loan modifications 
included principal reduction. 


Investors in non-performing loan sales 
commonly use principal reduction 
modifications. 


 



http://www.fhfa.gov/

https://www.knowyouroptions.com/loanlookup

https://ww3.freddiemac.com/loanlookup/
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		principal reduction modification key dates

		tax implications
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1 .  W H A T  I S  T H E  N E W  P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N  P R O G R A M  O F F E R E D  B Y  
F A N N I E  M A E  A N D  F R E D D I E  M A C  ( T H E  E N T E R P R I S E S ) ?  


The Enterprises, at the direction of the Federal Housing Finance Agency (FHFA), are implementing a principal reduction 
modification program for some seriously delinquent, underwater borrowers whose loans are owned or guaranteed by 
Fannie Mae or Freddie Mac.  This program will allow eligible borrowers to obtain a loan modification that permanently 
forgives a portion of their mortgage debt.  This final crisis-era modification program is a last chance for seriously 
delinquent, underwater homeowners to avoid foreclosure and a targeted effort to help improve the stability of 
neighborhoods that have not yet recovered from the financial crisis.  The Enterprises are implementing a range of program 
features and eligibility criteria to ensure that this program benefits both underwater borrowers and the Enterprises.   


2 .  W H O  I S  E L I G I B L E  F O R  A  P r i n c i p a l  R E D U C T I O N  M O D I F I C A T I O N ?   


The Principal Reduction Modification option is available to Enterprise borrowers who owe $250,000 or less on the unpaid 
principal balance of their mortgage and were at least 90 days delinquent on their mortgage as of March 1, 2016.  Only 
owner-occupied properties (primary residences or second homes) are eligible; the mortgage may not have been originated 
to purchase an investment property.  The amount owed on the first lien mortgage, including any unpaid principal, interest, 
taxes, insurance or other arrearages, must be greater than or equal to 115% of the home’s value at the time the borrower is 
evaluated for the modification.  Borrowers currently performing under a loan modification trial period plan with a first 
payment due date before May 1, 2016 are not eligible for the principal reduction program.  All other eligibility criteria 
generally track those of the Enterprises’ Streamlined Modification program. 


3 .  I F  I  A M  E L I G I B L E  F O R  A  P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N ,  W H E N  W I L L  I  H E A R ?  
W H A T  W I L L  I  N E E D  T O  D O  T O  A C C E P T  T H E  M O D I F I C A T I O N ?   


After the date of program announcement but beginning no later than October 15, 2016, your mortgage servicer (the 
company to which you send your mortgage payments and that offers you loan modification options) is required to solicit 
you for a Principal Reduction Modification if you are eligible.  Servicers may continue to solicit borrowers for Principal 
Reduction Modifications until December 31, 2016.  


Due to different capacities to implement the program at different mortgage servicers, some eligible borrowers may hear 
from their servicers earlier than others.   


Generally, in order to get a Principal Reduction Modification, eligible borrowers must make their first trial payment 
within the month following their month of solicitation.  Like the Enterprises’ successful Streamlined Modification 
program, this solicitation will not require borrowers to submit complex documentation regarding their income or assets.  
After making three timely trial payments, fulfilling all requirements of the trial period plan, and executing and returning 
the final modification documents, these borrowers will have earned a principal reduction modification.  Borrowers who do 
not want their principal reduced will have an opportunity to opt out of the forgiveness component of the program. 


 


FREQUENTLY ASKED QUESTIONS: 
PRINCIPAL REDUCTION MODIFICATION  



http://www.fhfa.gov/Media/PublicAffairs/Pages/FHFA-Announces-New-Streamlined-Modification-Initiative.aspx
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FREQUENTLY ASKED QUESTIONS: 
PRINCIPAL REDUCTION MODIFICATION  


 


4 .  W H A T  S H O U L D  I  D O  I F  I  T H I N K  I  A M  E L I G I B L E  F O R  T H E  P R I N C I P A L  R E D U C T I O N  
M O D I F I C A T I O N  A N D  D O  N O T  W A N T  T O  W A I T  U N T I L  M Y  S E R V I C E R  I M P L E M E N T S  T H E  
P R O G R A M ?   


Borrowers can act soon to get help and avoid foreclosure.  Servicers will solicit all borrowers who are potentially eligible 
for the Principal Reduction Modification for a Streamlined Modification no later than July 15, 2016.  This solicitation will 
allow borrowers to start the process toward earning a principal reduction modification before servicers have fully 
implemented the program.  Borrowers who believe they may be eligible for a Principal Reduction Modification and wish 
to pursue one before their servicer can implement the program should accept this Streamlined Modification offer and 
complete the trial period plan (all trial modifications with first payment due dates on or between May 1 and December 1, 
2016 may be eligible).  While accepting a loan modification will halt foreclosure proceedings, it will not guarantee that 
you are eligible for principal reduction.  If after accepting the Streamlined Modification offer and completing the trial 
period plan a servicer later determines a borrower is eligible, the servicer will convert the permanent modification’s 
principal forbearance to principal forgiveness.  All borrowers who are eligible for principal reduction will receive a 
solicitation for a Streamlined Modification that includes principal forbearance.  Borrowers who are determined to be 
ineligible for principal reduction will remain in their original modifications.   


Servicers are required to notify eligible borrowers who have a Streamlined Modification trial period plan first payment 
due date on or between May 1 and December 1, 2016 no later than December 31, 2016 of the opportunity to opt out of 
principal reduction.  If an eligible borrower does not opt out, his or her servicer will automatically reduce a portion of the 
outstanding loan balance. 


Borrowers struggling to pay their mortgages or who have additional questions about the program should contact their 
servicers.  Servicers need time to implement the program and determine whether individual borrowers are eligible.  
Borrowers who are current on their mortgages or who are making trial period payments on an existing Enterprise 
modification offering should continue to make payments on their mortgages, as no borrower who becomes delinquent 
after March 1, 2016 will be eligible for the program. 


5 .  W H A T  A R E  T H E  T E R M S  O F  A  P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N ?   H O W  W I L L  M Y  
S E R V I C E R  D E T E R M I N E  T H E  A M O U N T  O F  P R I N C I P A L  I T  W I L L  R E D U C E ?    


 
The Principal Reduction Modification is very similar to the Enterprises’ current Streamlined Modifications and offers the 
same amount of monthly mortgage payment reduction as these modifications.  In order to offer Streamlined 
Modifications, servicers capitalize (add) outstanding arrearages (missed mortgage payments and other delinquent 
mortgage expenses) to the loan’s principal balance, reduce the loan’s interest rate to the current market rate, extend the 
loan’s term to 40 years, and, if a borrower is underwater, forbear principal to either 115 percent of the mark-to-market 
loan-to-value ratio (MTMLTV) or 30 percent of the unpaid principal balance (UPB), whichever amount is less.  
Forbearance defers payments on a portion of outstanding principal until the end of the loan term and makes it non-interest 
bearing.  While it reduces a borrower’s monthly payment in the same way that forgiveness does, forbearance does not 
reduce a borrower’s overall indebtedness.  Under the Principal Reduction Modification, eligible borrowers will have the 
amount of principal forbearance forgiven instead of deferred until the end of the loan term as required under a Streamlined 
Modification.  
 



http://www.fhfa.gov/
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FREQUENTLY ASKED QUESTIONS: 
PRINCIPAL REDUCTION MODIFICATION  


 
For example, if a property is valued at $150,000 but an eligible borrower owes $200,000, a servicer would forbear 
principal down to 115 percent of the value of the property ($172,500).  The $27,500 in principal forbearance would later 
be forgiven following the closing of a permanent loan modification, provided the borrower does not opt out of 
forgiveness.  


6 .  I F  I  D E T E R M I N E  P R I N C I P A L  R E D U C T I O N  I S  N O T  I N  M Y  B E S T  F I N A N C I A L  I N T E R E S T S ,  C A N  
I  R E F U S E  I T ?   


Yes, you can.  If you accept a permanent Principal Reduction Modification or are eligible to have your modification’s 
principal forbearance converted to principal forgiveness, you will receive an opt-out letter from your servicer with 
instructions for refusing the principal reduction.  If you opt out, the terms of the modification will remain unchanged and 
you will remain obligated to repay the deferred principal balance at the earlier of the sale of your home, payoff or 
refinance of the mortgage, or the final maturity date.  Opting out of principal reduction will not impact the amount of your 
modified monthly mortgage payment. 


7 .  H O W  L O N G  W I L L  I T  T A K E  F O R  T H E  P R I N C I P A L  R E D U C T I O N  T O  O C C U R  O N C E  I ’ M  
A P P R O V E D  F O R  T H E  M O D I F I C A T I O N ?   


The principal reduction will occur after the modification becomes permanent provided you sign and return the loan 
modification agreement to your servicer and do not opt out of the program.  Prior to the loan modification becoming 
permanent, you must fulfill the requirements of the trial period plan, which include making all three trial period payments 
on time.   


For borrowers in an active Streamlined or other modification trial period plan with a first payment due date on or between 
May 1 and December 1, 2016, that are eligible to have the principal forbearance converted to principal forgiveness, 
servicers will send them an opt-out letter  no later than December 31, 2016.  


8 .  W I L L  A  R E D U C T I O N  I N  P R I N C I P A L  A F F E C T  M Y  T A X E S ?   


It may.  Borrowers whose homes are their primary residence and who otherwise meet the terms of the Mortgage 
Forgiveness Debt Relief Act may be able to benefit from the exclusion of forgiven mortgage debt from taxable income.  
While FHFA designed the program with this aim, the Internal Revenue Service, not FHFA, has jurisdiction over the tax 
treatment of the Enterprises’ Principal Reduction Modification.  All borrowers should consult with a tax advisor regarding 
the tax consequences of accepting a Principal Reduction Modification. 


9 .  I  H A V E  B E E N  P U R S U I N G  A  S H O R T  S A L E  O R  D E E D - I N - L I E U  O F  F O R E C L O S U R E .   A M  I  
E L I G I B L E  F O R  T H E  P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N ?   


Loans subject to an approved short sale or deed-in-lieu of foreclosure transaction are not eligible for Principal Reduction 
Modifications.  If you meet the criteria for the Principal Reduction Modification and do not have an approved agreement 
or sale, you should contact your servicer to see if you may be eligible.  



http://www.fhfa.gov/





 


 
FEDERA L HO USING FINANCE AGENCY •  FHFA.gov  


FREQUENTLY ASKED QUESTIONS: 
PRINCIPAL REDUCTION MODIFICATION  


 


1 0 .  I ’ M  I N  A  F O R E C L O S U R E  P R O C E S S .   A M  I  E L I G I B L E ?  


You should contact your servicer to see if you are eligible.  Servicers may continue to solicit borrowers for a modification 
throughout the foreclosure process and up until 60 days prior to a foreclosure sale date in a judicial foreclosure state or 30 
days prior to a foreclosure sale date in a non-judicial foreclosure state.  Accepting an Enterprise loan modification 
(Streamlined, Principal Reduction, or otherwise) will halt foreclosure proceedings.  Once a foreclosure sale has been 
completed, the mortgage loan no longer exists and cannot be modified.   


1 1 .  A L T H O U G H  M Y  H O M E  W A S  O R I G I N A L L Y  P U R C H A S E D  A S  A N  I N V E S T M E N T  P R O P E R T Y ,  I  
H A V E  M O V E D  I N  P E R M A N E N T L Y  A N D  I T  I S  N O W  M Y  P R I M A R Y  R E S I D E N C E .   H O W  D O E S  T H I S  
A F F E C T  M Y  E L I G I B I L I T Y  F O R  A  P R I N C I P A L  R E D U C T I O N  M O D I F I C A T I O N ?   


Check with your servicer to see if you may be eligible as a result of your current occupancy status.  Servicers will use loan 
purpose data as of origination to exclude investor loans, although borrowers can request that their servicer evaluate them 
for a Principal Reduction Modification if they have subsequently moved into a property that was previously held for 
investment purposes.   


1 2 .  W H Y  I S  E L I G I B I L I T Y  L I M I T E D  T O  O W N E R - O C C U P A N T  B O R R O W E R S  W H O S E  L O A N S  H A V E  
M T M L T V S  G R E A T E R  T H A N  1 1 5  P E R C E N T  A N D  W H O  H A D  A N  U N P A I D  P R I N C I P A L  B A L A N C E  
O F  $ 2 5 0 , 0 0 0  O R  L E S S  A N D  W E R E  9 0  D A Y S  O R  M O R E  D E L I N Q U E N T  A S  O F  M A R C H  1 ,  
2 0 1 6 ?  


FHFA and the Enterprises sought to design a program that balanced FHFA’s obligations to assist struggling borrowers 
and to preserve and conserve the assets of Fannie Mae and Freddie Mac.  FHFA considered a range of eligibility criteria 
in an effort to design a program that could meet both objectives.  The eligibility restrictions strike an appropriate balance 
between these two obligations.   


1 3 .  I  A L R E A D Y  R E C E I V E D  A  L O A N  M O D I F I C A T I O N ;  W H Y  D O  I  H A V E  P R I N C I P A L  
F O R B E A R A N C E  I N S T E A D  O F  P R I N C I P A L  R E D U C T I O N ?   


This program is designed to provide a last chance to avoid foreclosure for at-risk underwater borrowers who have not 
taken up existing loss mitigation opportunities provided by the Enterprises and to provide a more economically promising 
outcome for the Enterprises on loans that otherwise appear to be headed toward a costly foreclosure.  The exclusion of 
borrowers who have already accepted loan modifications is necessary to avoid adverse economic consequences for the 
Enterprises and taxpayers.  



http://www.fhfa.gov/
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Lender Letter LL-2016-02                    
April 14, 2016  


 
To: All Fannie Mae Single-Family Servicers 
 
Fannie Mae Principal Reduction Modification 
 
 
Fannie Mae is introducing a new mortgage loan modification program, the Fannie Mae Principal Reduction 
Modification, as directed by the Federal Housing Finance Agency and jointly developed with Freddie Mac in 
order to help seriously delinquent underwater borrowers recover from home value depreciation that occurred 
as a result of the housing crisis.  The Fannie Mae Principal Reduction Modification offers principal reduction 
and targets mortgage loans with negative equity that are at least 90 days delinquent as of March 1, 2016, and 
meet the eligibility requirements provided below.  
 
This Lender Letter covers the following parameters for the Fannie Mae Principal Reduction Modification: 


 Effective Date 


 Fannie Mae Streamlined Modification Solicitations Prior to Implementation 


 Determining Eligibility for a Fannie Mae Principal Reduction Modification 


 Verifying a Disputed Occupancy Status 


 Determining the Fannie Mae Principal Reduction Modification Terms 


 Soliciting a Borrower for a Fannie Mae Principal Reduction Modification  


 Handling a Complete Borrower Response Package 


 Handling an Active Trial Period Plan 


 Sending the Fannie Mae Principal Reduction Modification Opt-Out Letter 


 Preparing the Loan Modification Agreement for Fannie Mae Principal Reduction Modifications 


 Executing and Recording the Loan Modification Agreement with Principal Reduction 


 Completing the Principal Reduction 


 Mortgage Insurer Approval 


 Handling a Payoff Request After a Fannie Mae Principal Reduction Modification Offer 


 Incentive Fees 


 Issuing IRS Form 1099-C for Cancelled Debt 
 


The Fannie Mae Principal Reduction Modification generally follows the processing requirements of Fannie Mae 
Streamlined Modification.  Except as described in this Lender Letter, the servicer must follow the Fannie Mae 
Streamlined Modification requirements in the Servicing Guide: 
 Servicing Guide D2-3.2-08, Fannie Mae Streamlined Modification for the following: 


• Determining Eligibility for a Texas 50(a)(6) loan 
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• Performing an Escrow Analysis 
• Handling a Borrower Response Package if Received 
• Offering a Trial Period Plan and Completing a Fannie Mae Streamlined Modification 
• Handling Fees and Late Charges in Connection with a Fannie Mae Streamlined Modification 


 Servicing Guide F-1-24, Processing a Fannie Mae Streamlined Modification for the following: 
• Obtaining a Property Valuation 
• Preparing the Loan Modification Agreement 
• Executing and Recording the Loan Modification Agreement 
• Adjusting the Mortgage Loan Account Post-Mortgage Loan Modification 


 


Effective Date  
The servicer is encouraged to implement the policies in this Lender Letter as soon as possible; however, the 
servicer must begin evaluating borrowers no later than October 1, 2016. The servicer must not solicit a 
borrower for the Fannie Mae Principal Reduction Modification after December 31, 2016.   
 


Fannie Mae Streamlined Modification Solicitations Prior to Implementation 
On or before July 15, 2016, the servicer must send an additional solicitation for a Fannie Mae Streamlined 
Modification to all eligible borrowers, including any borrower whose mortgage loan is secured by a property 
located in a MyCity Modification location pursuant to the Servicing Guide D2-3.2-11, Fannie Mae MyCity 
Modification, whose mortgage loan is on the Fannie Mae Principal Reduction Eligible List (described below) 
and has a post-modification MTMLTV ratio greater than 115%, if the servicer has not already implemented 
Fannie Mae Principal Reduction Modification by such date.  
 


Determining Eligibility for a Fannie Mae Principal Reduction Modification  
The servicer must not require a complete Borrower Response Package (BRP) to consider a borrower 
for a Fannie Mae Principal Reduction Modification. In order to be eligible for a Fannie Mae Principal 
Reduction Modification, all of the criteria in the following table must be met at the time of evaluation. 
 


 Eligibility Criteria for a Fannie Mae Principal Reduction Modification 
 The mortgage loan must be on the Fannie Mae Principal Reduction Eligible List, which 


requires the following as of March 1, 2016: 
 The mortgage loan must have an unpaid principal balance (UPB), including any 


deferred (forborne) principal, of less than or equal to $250,000, before capitalizing 
eligible arrearages; 


 the mortgage loan must be at least 90 days delinquent; and 
 the property securing the mortgage loan at origination must not be an investment 


property. 
 
The Fannie Mae Principal Reduction Eligible List includes all mortgage loans meeting the 
requirements above and is available on the Fannie Mae website. If a mortgage loan is not 
included in the Fannie Mae Principal Reduction Eligible List but the servicer believes the 
mortgage loan meets the above criteria, the servicer must evaluate the mortgage loan for 



https://www.fanniemae.com/content/job_aid/non-eligible-list-job-aid.pdf
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 Eligibility Criteria for a Fannie Mae Principal Reduction Modification 
all eligibility requirements within this table and submit a request to Fannie Mae through 
HSSN for approval. 


 The mortgage loan must have a post-modification MTMLTV ratio greater than 115%. 


 The mortgage loan must be a conventional first lien mortgage loan. 


 The mortgage loan must be at least 30 days delinquent on the evaluation date. 


 The property securing the mortgage loan may be vacant or condemned.  


 The mortgage loan must not have been originated less than 12 months prior to the 
evaluation date. 


 The mortgage loan must not have been previously modified in accordance with the 
Servicing Guide D2-3.2-05, Fannie Mae Standard Modification, and become 60 days or 
more delinquent within 12 months of the modification effective date without being 
reinstated. 


 The mortgage loan must not have been modified three or more times previously, 
regardless of the mortgage loan modification program or dates of prior mortgage loan 
modifications. 


 The mortgage loan must not be subject to: 
 a recourse or indemnification arrangement under which Fannie Mae purchased or 


securitized the mortgage loan or that was imposed by Fannie Mae after the 
mortgage loan was purchased or securitized;  


 an approved liquidation workout option;  


 an active and performing forbearance plan or repayment plan, unless otherwise 
directed by Fannie Mae; 


 a current offer for another mortgage loan modification or other workout option, 
except as described in Handling an Active Trial Period Plan; or 


 an active and performing Trial Period Plan, except as described in Handling an 
Active Trial Period Plan. 


 The property must not have a scheduled foreclosure sale date within 60 days of the 
evaluation date if the property is in a judicial state, or within 30 days of the evaluation date 
if the property is in a non-judicial state. 


 The borrower must not have previously defaulted on a Fannie Mae Streamlined 
Modification Trial Period Plan or a Fannie Mae Streamlined Modification. 


 The borrower must not have failed a Trial Period Plan under a Fannie Mae Standard 
Modification in accordance with the Servicing Guide D2-3.2-05, Fannie Mae Standard 
Modification, within 12 months of being evaluated for eligibility for a Fannie Mae Principal 
Reduction Modification.  


 The mortgage loan must not be on the most recent Fannie Mae Non-Eligible List at the 
time the servicer is evaluating eligibility for solicitation.   
 


NOTE:  The servicer must check a mortgage loan against Fannie Mae’s most recent Non-
Eligible List prior to sending the borrower an initial or subsequent Fannie Mae Principal 
Reduction Modification Solicitation Letter. If a mortgage loan is on Fannie Mae’s Non-Eligible 



https://www.fanniemae.com/content/guide_exhibit/principal-reduction-solicitation-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-solicitation-letter.doc
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 Eligibility Criteria for a Fannie Mae Principal Reduction Modification 
List, the servicer must pursue receipt of the BRP to evaluate the borrower for another workout 
option in accordance with the requirements in the Servicing Guide.   


 
If the borrower is not eligible for principal reduction in accordance with the requirements of this Lender Letter 
and the servicer determines that there are acceptable mitigating circumstances that should be considered by 
Fannie Mae, the servicer must submit a request to Fannie Mae through HSSN for approval.   
   


Verifying a Disputed Occupancy Status 
The servicer must obtain a recent credit report for the borrower to verify a disputed occupancy status. 
The following table describes the servicer’s actions after reviewing the borrower’s credit report. 
 
If the current property address on the 
credit report is … 


Then the servicer… 


the borrower’s current principal residence  is authorized to rely solely on the address 
indicated on the credit report to verify the 
property is not an investment property. 


not the borrower’s current principal residence must perform additional due diligence to 
determine whether the property is not an 
investment property.  


 


Determining the Fannie Mae Principal Reduction Modification Terms  
The servicer must determine the borrower’s new modified mortgage loan terms by taking the steps in the 
following table.  The first four steps are the same as a Fannie Mae Streamlined Modification. 
 
Step Action 
1 Capitalize eligible arrearages. 


The following are considered as acceptable arrearages for capitalization: 
 accrued interest, 
 out-of-pocket escrow advances to third parties, 
 any required escrow advances that will be paid to third parties by the servicer during 


the Trial Period Plan, and 
 servicing advances paid to third parties in the ordinary course of business and not 


retained by the servicer, if allowed by state laws. 
 


NOTE:  If applicable state law prohibits capitalization of past due interest or any other 
amount, the servicer must collect such funds from the borrower over a period not to exceed 
60 months unless the borrower decides to pay the amount upfront. Late charges may not be 
capitalized and must be waived if the borrower satisfies all conditions of the Trial Period Plan. 
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Step Action 
See Administering an Escrow Account in Connection With a Mortgage Loan Modification in the 
Servicing Guide B-1-01, Administering an Escrow Account and Paying Expenses for additional 
information. 


2 Set the interest rate to the current Fannie Mae Standard Modification Interest Rate. 


3 Extend the term to 480 months from the modification effective date. 
 


NOTE:   When the mortgage loan is secured by a property where the title is held as a 
leasehold estate, the term of the leasehold estate must not expire prior to the date that is five 
years beyond the new maturity date of the modified mortgage loan. In the event that the 
current term of the leasehold estate would expire prior to such date, the term of the leasehold 
estate must be renegotiated to satisfy this requirement for the mortgage loan to be eligible for 
the mortgage loan modification. 


4 Forbear principal in an amount that is the lesser of: 


 an amount that would create a post-modified MTMLTV ratio of 115% using the interest-
bearing principal balance, or 


 30% of the gross post-modified UPB of the mortgage loan.  


5 Cancel the amount of deferred principal balance no later than 90 days after receipt of the executed 
Loan Modification Agreement from the borrower if the borrower has not opted out of the Fannie Mae 
Principal Reduction Modification as described in the Sending the Fannie Mae Principal Reduction 
Modification Opt-Out Letter section below. 


 
The Fannie Mae Principal Reduction Modification must result in a fixed-rate mortgage loan with a 
monthly P&I payment that is less than or equal to the borrower’s current contractual P&I payment 
obligation.   
 


Soliciting a Borrower for a Fannie Mae Principal Reduction Modification  
Within 15 days of the servicer’s implementation of the program, but no later than October 15, 2016, the 
servicer must mail the Fannie Mae Principal Reduction Modification Solicitation Letter with an Evaluation 
Notice to an eligible borrower who is not in an active Trial Period Plan as described in Handling an Active Trial 
Period Plan, including any borrower whose mortgage loan is secured by a property located in a MyCity 
Modification location pursuant to the Servicing Guide D2-3.2-11, Fannie Mae MyCity Modification.   
 
For purposes of the Fannie Mae Principal Reduction Modification, the servicer must use the Fannie Mae 
Streamlined Modification Trial Period Plan Notice – Based on MTMLTV Ratio Greater Than or Equal to 80% 
Trial Period Plan Evaluation Notice.  Use of the model letter is optional; however, it reflects a minimum level of 
information that the servicer must communicate and illustrates a level of specificity that complies with the 
requirements of the Servicing Guide and this Lender Letter.  The servicer that elects to use the model letter 
must revise it as necessary to comply with applicable law.  The servicer is authorized to continue proactive 
solicitation for a Fannie Mae Principal Reduction Modification at its discretion within the terms of this Lender 
Letter provided that all Fannie Mae Principal Reduction Modification Solicitation Letters are sent on or before 
December 31, 2016. 
 



https://www.fanniemae.com/content/guide_exhibit/principal-reduction-solicitation-letter.doc

https://www.fanniemae.com/content/guide_exhibit/evaluation-model-clauses.doc

https://www.fanniemae.com/content/guide_exhibit/evaluation-model-clauses.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-solicitation-letter.doc
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Handling a Complete Borrower Response Package 
The servicer must process a BRP in accordance with the Servicing Guide and applicable law.  If the servicer 
receives a complete BRP from the borrower during the Principal Reduction Trial Period Plan, the servicer must 
evaluate the borrower for another Fannie Mae mortgage loan modification in accordance with Fannie Mae’s 
Workout Hierarchy.   
 


Handling an Active Trial Period Plan 
A borrower in an active Trial Period Plan for another Fannie Mae mortgage loan modification with a first Trial 
Period Plan payment due date on or after May 1, 2016 but no later than December 1, 2016 is eligible to have 
the UPB reduced in an amount equal to the deferred principal balance.  The servicer must send the borrower 
the Fannie Mae Principal Reduction Modification Opt-Out Letter as described herein, provided:  
 the mortgage loan is on the Fannie Mae Principal Reduction Eligible List; 
 the mortgage loan has a post-modification MTMLTV ratio greater than 115%; 
 the Trial Period Plan includes principal forbearance in accordance with the requirements of the 


applicable mortgage loan modification program; and 
 the borrower successfully completes the Trial Period Plan and executes and returns the Loan 


Modification Agreement. 
 
 


Sending the Fannie Mae Principal Reduction Modification Opt-Out Letter 
The following table provides the servicer’s requirements for sending the Fannie Mae Principal Reduction 
Modification Opt-Out Letter.  
 
If the borrower … The servicer must… 
starts a Trial Period Plan in connection with a Fannie 
Mae Principal Reduction Modification Solicitation 
Letter 


send the Fannie Mae Principal Reduction Modification 
Opt-Out Letter no later than 30 days after the receipt 
of the executed Loan Modification Agreement from 
the borrower.   


is in an active Trial Period Plan in connection with 
another Fannie Mae modification (as described in 
Handling an Active Trial Period Plan)  


send the Fannie Mae Principal Reduction Modification 
Opt-Out Letter the later of:  


 30 days after implementation, or 


 30 days after receipt of the executed Loan 
Modification Agreement from the borrower. 


 
 


 
NOTE:  For a borrower in an active Trial Period Plan for another Fannie Mae mortgage loan modification 
(as described in Handling an Active Trial Period Plan) the servicer must send the Fannie Mae Principal 
Reduction Modification Opt-Out Letter no later than December 31, 2016.  In all instances the servicer is 
authorized to send the Fannie Mae Principal Reduction Opt-Out Letter earlier than as required above. 


 
If the servicer sends the Fannie Mae Principal Reduction Modification Opt-Out Letter prior to determining the 
final deferred principal balance, the servicer must specify in the Fannie Mae Principal Reduction Modification 



https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-solicitation-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-solicitation-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-solicitation-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc
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Opt-Out Letter that the amount of deferred principal balance provided in the Fannie Mae Principal Reduction 
Modification Opt-Out Letter is an estimate, and the precise amount of deferred principal balance will be stated 
in the Loan Modification Agreement when the mortgage loan is permanently modified. The Fannie Mae Principal 
Reduction Modification Opt-Out Letter includes alternative language reflective of this notification requirement.  
 
Use of the model opt-out letter is optional; however, it reflects a minimum level of information that servicer 
must communicate and illustrates a level of specificity that complies with the requirements of this Lender 
Letter.  The servicer that elects to use the model opt-out letter must revise it as necessary to comply with 
applicable law.   
 
The servicer must allow the borrower 30 days to call or write the servicer to exercise their right to opt out of 
principal reduction.  If the borrower elects to opt out of principal reduction, the servicer must not cancel the 
deferred principal balance, which continues to be due and payable in accordance with the Loan Modification 
Agreement.   
 


Preparing the Loan Modification Agreement for Fannie Mae Principal Reduction Modifications 
The servicer must complete the Loan Modification Agreement in accordance with the Servicing Guide F-1-24, 
Preparing the Loan Modification Agreement.  The servicer must incorporate into the Loan Modification 
Agreement (Form 3179) the applicable provisions relating to the deferred principal balance in accordance with 
the requirements in Summary: Modification Agreement Form 3179. 
 


Executing and Recording the Loan Modification Agreement with Principal Reduction  
The servicer must ensure that a mortgage loan modified with principal reduction pursuant to this Lender Letter 
complies with applicable laws, preserves Fannie Mae’s lien position, and is enforceable against the borrower 
as required by the Servicing Guide, taking into consideration cancellation of the deferred principal balance 
associated with the modification. 
 


Completing the Principal Reduction 
The deferred principal balance relating to the Fannie Mae Principal Reduction Modification Trial Period Plan, or 
other active Trial Period Plan as described in Handling an Active Trial Period Plan, must be cancelled following 
conversion to the permanent mortgage loan modification if the borrower does not opt out of the principal 
reduction in accordance with this Lender Letter.  Upon completion of the mortgage loan modification, the 
servicer must notify Fannie Mae of the cancellation of the deferred principal balance by submitting a case into 
HSSN no later than 90 days from receipt of the fully executed Loan Modification Agreement.   
 


Mortgage Insurer Approval 
For purposes of the Fannie Mae Principal Reduction Modification, the servicer must refer to Servicing Guide F-
2-07, Mortgage Insurer Delegations for Workout Options, for the list of conventional mortgage insurers from 
which Fannie Mae has obtained delegation of authority on behalf of all servicers.  The Streamlined Modification 
delegations also apply to the Fannie Mae Principal Reduction Modification. 
 
If the terms of the mortgage loan modification require Fannie Mae’s prior written approval, the servicer must 
request the mortgage insurer’s approval, if required, after receiving notification of Fannie Mae’s terms and 
conditions through HSSN. 
 



https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/guide_exhibit/principal-reduction-opt-out-letter.doc

https://www.fanniemae.com/content/legal_form/3179w.doc

https://www.fanniemae.com/content/legal_form/3179w.doc

https://www.fanniemae.com/content/legal_form/3179.doc
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Handling a Payoff Request after a Fannie Mae Principal Reduction Modification Offer 
The servicer must provide payoff statements in accordance with the Servicing Guide C-1.2-03, Processing 
Payments in Full.  Mortgage loan payoff statements do not include the impact of principal reduction until the 
Loan Modification Agreement has been executed by the borrower, received by the servicer and the borrower 
has made their opt-out selection.   
 


Incentive Fees 
The servicer is eligible for incentive fees in accordance with Servicing Guide F-2-03, Incentive Fees for 
Workout Options as described for a Fannie Mae Streamlined Modification. 
 


Issuing IRS Form 1099-C for Cancelled Debt 
The Servicers must complete the appropriate reporting to the IRS in accordance with Servicing Guide C-4.2-
01, Filing IRS Forms 1099-A, 1099-C and 1099-MISC and F-1-34, Reporting to Third Parties.  
 
 


***** 
 
 
The servicer should contact its Servicing Consultant, Portfolio Manager, or Fannie Mae’s Single-Family 
Servicing Servicer Support Center at 1-800-2FANNIE (1-800-232-6643) with any questions regarding this 
Lender Letter.  
 
 
 
Malloy Evans  
Vice President  
Single-Family Servicing 
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SUBJECT: FREDDIE MAC PRINCIPAL REDUCTION MODIFICATION 


This Bulletin announces the Freddie Mac Principal Reduction Modification. This temporary offering, which was 
designed at the direction of FHFA, significantly leverages the existing Freddie Mac Streamlined Modification with 
minor eligibility adjustments incorporated specifically to assist Borrowers who are most at risk of foreclosure. 
Under this initiative, the Servicer will send each eligible Borrower a Streamlined Modification Trial Period Plan and 
a solicitation letter that commits the Servicer, and therefore Freddie Mac, to forgive principal following the 
Borrower’s successful completion of a Streamlined Modification Trial Period Plan and settlement of the 
modification. After the Trial Period Plan is completed and the Mortgage has converted to a permanent 
modification, the Servicer will forgive all forbearance amounts created as a result of the Streamlined Modification, 
unless the Borrower chooses to opt out of principal reduction (e.g., due to tax considerations). As described in 
more detail below, Borrowers in Active Trial Period Plans during the term of this temporary offering, including 
those that are not Streamlined Modification Trial Period Plans, may also be eligible.  


This Bulletin contains the requirements for the Principal Reduction Modification, including the eligibility, Borrower 
notification, evaluation hierarchy, and processing and reporting requirements.   


For the purposes of this Bulletin, an “Active Trial Period Plan” is any Trial Period Plan (other than a Principal 
Reduction Trial Period Plan sent to a Borrower within 15 days following Servicer implementation) with the first 
Trial Period Plan payment due on or after May 1, 2016 and on or before December 1, 2016, regardless of whether 
the Trial Period Plan has been completed or if it is still in process. 


SERVICER IMPLEMENTATION  


Servicers must evaluate their Servicing portfolios using the criteria described in the Eligibility Requirements and 
Exclusions section of this Bulletin no later than October 1, 2016. All required solicitations for this modification 
must be sent on or before December 31, 2016. Servicers may implement the Principal Reduction Modification 
prior to October 1, 2016 if they are able to do so.  


REVISIONS TO THE GUIDE 


The Guide will not be updated to include these requirements. Servicers should refer to this Bulletin to ensure 
compliance with Principal Reduction Modification requirements. 


ELIGIBILITY REQUIREMENTS AND EXCLUSIONS 


General eligibility requirements and exclusions 


Eligibility for the Principal Reduction Modification will be determined in two stages. First, Freddie Mac will provide 
the Servicer with a list of Mortgages that, based on loan origination data provided to us at Mortgage delivery 
and/or by the Servicer, meet certain criteria described in the “As of March 1, 2016” row in the Principal Reduction 
Modification Eligibility Requirements table below. This list will be available on the Servicer Performance Profile 
web site under the following path: 


Additional Resources -> Additional Portfolio Analysis -> Other Reports -> Principal Reduction Modification 
Starting Population List 


The list will serve as a starting population for the Principal Reduction Modification. If the Servicer needs access to 
the Servicer Performance Profile web site, it should contact its user administrator or call Customer Support at 
(800) FREDDIE and select option four for Servicing. 
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The Servicer must conduct additional evaluations of the starting population to determine final eligibility in 
accordance with the “As of the Servicer evaluation date” row in the Principal Reduction Modification Eligibility 
Requirements table below. Mortgages that have any of the characteristics described in the Principal Reduction 
Modification Eligibility Exclusions table below are not eligible for a Principal Reduction Modification. Servicer 
evaluations may begin as soon as is feasible, and must be conducted no later than the mandatory effective date 
of October 1, 2016. 


To be eligible for the Principal Reduction Modification, the following eligibility requirements must be met: 


Principal Reduction Modification Eligibility Requirements 


Date Requirements 


As of March 1, 2016 


 


 


 


 The Mortgage must have a UPB less than or equal to $250,000, before 
capitalizing eligible arrearages 


 The Mortgage must be at least 90 days delinquent  


 The property securing the Mortgage must not have been an Investment 
Property at origination 


NOTE: Freddie Mac will provide the Servicer with a list of Mortgages that, 
based on data provided to us at delivery and/or by the Servicer, meet the 
above criteria and will serve as a starting population. The Servicer may 
validate occupancy status as of the evaluation date. The Servicer must 
validate that the Mortgages in the starting population meet the delinquency 
and UPB requirements described above, and must evaluate them using 
the additional eligibility criteria as of the Servicer evaluation date, 
described below. 


As of the Servicer 
evaluation date 


 The Mortgage must have a post-modification mark-to-market loan-to-
value (MTMLTV) ratio greater than 115% (determined in accordance 
with Guide Section 9206.10) 


 The property may be vacant or condemned  


 The Mortgage must have been originated at least 12 months prior to the 
evaluation date for the Modification 


 The Principal Reduction Modification must result in a principal and 
interest (P&I) payment that is less than or equal to the pre-modification 
P&I payment (determined in accordance with Section 9206.10) 


 If the Mortgage is secured by a leasehold estate, the term of the lease 
must not terminate earlier than five years after the maturity date of the 
proposed modified Mortgage. If the current term of the lease terminates 
earlier than five years after the maturity date, the term of the lease must 
be renegotiated in order to satisfy this requirement prior to offering the 
Borrower a Trial Period Plan. 


 The Mortgage must be a conventional First Lien Mortgage currently 
owned or guaranteed in whole or in part by Freddie Mac 


 If the Borrower made monthly mortgage payments after March 1, 2016 
to become less than 90 days delinquent, the Borrower must be at least 
30 days delinquent on the evaluation date 
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 The Mortgage may be subject to an unexpired offer to the Borrower for 
another modification provided the Borrower is eligible to be converted to 
a permanent Principal Reduction Modification in accordance with the 
Eligibility Requirements for a Modification in Progress section in this 
Bulletin 


 The Borrower may be performing under another Trial Period Plan 
provided the Borrower is eligible to be converted to a permanent 
Principal Reduction Modification in accordance with the Eligibility 
Requirements for a Modification in Progress section in this Bulletin 


Principal Reduction Modification Eligibility Exclusions 


The following eligibility exclusions apply for the Principal Reduction Modification: 


 The Borrower was previously offered but failed to comply with the terms of a Streamlined 
Modification or Streamlined Modification Trial Period Plan 


 The Mortgage was previously modified with Freddie Mac Standard Modification terms and the 
Mortgage became 60 or more days delinquent within 12 months of the Modification Effective 
Date 


 The Borrower failed to comply with the terms of a previous Trial Period Plan within 12 months of 
its evaluation date and the terms of the Trial Period Plan were determined in accordance with the 
Standard Modification 


 The Mortgage is subject to an approved short sale or deed-in-lieu of foreclosure transaction 


 The Mortgage is insured by the FHA or guaranteed by the VA or RHS 


 The Mortgage has previously been modified three or more times 


 The Mortgage is subject to an indemnification or recourse agreement 


Eligibility requirements for a modification in progress in the interim between May 1, 2016 and 
December 1, 2016 


To assist more eligible Borrowers, Servicers must evaluate Borrowers who are in, or who have completed, Active 
Trial Period Plans for the Principal Reduction Modification in accordance with the eligibility requirements in this 
section. For such eligible Borrowers, the terms of the existing modification offer (i.e., the MyCity Modification, 
Home Affordable Modification Program (HAMP®) modification, Standard Modification or Streamlined Modification 
terms) will be honored, except that the forbearance amount calculated in accordance with the terms of that 
specific program will be forgiven after the mortgage modification takes effect and settles on Freddie Mac’s 
systems.  


Active Trial Period Plans that are in process or that have been completed are eligible for the Principal Reduction 
Modification, provided that: 


 The Mortgage is on the starting population list provided by Freddie Mac, which is comprised of 
Mortgages that, as of March 1, 2016, meet the following conditions: 


 Prior to capitalization, the UPB of the Mortgage is less than or equal to $250,000, and 


 The Mortgage is at least 90 days delinquent, and 


 At origination, the property securing the Mortgage was not an Investment Property. (NOTE: The Servicer 
may validate occupancy status as of the evaluation date, and in these instances the Mortgage may not be 
on the starting population list, and the Servicer must ensure that all eligibility requirements are met.) 


 The post-modification MTMLTV ratio is greater than 115% as of the Servicer evaluation date 
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 The Trial Period Plan has a first Trial Period Plan payment due date on or after May 1, 2016, and on or 
before December 1, 2016 


 The Borrower successfully complies with the terms of the Trial Period Plan 


 The mortgage modification agreement is executed and returned by the Borrower in a timely manner (in 
accordance with Section 9206.16 or 9205.9, as applicable) 


In these instances, Servicers are not required to send a Principal Reduction Modification Solicitation Letter 
(“solicitation letter”) but must send all such eligible Borrowers a Principal Reduction Modification Opt-Out Letter 
(“opt-out letter”), as described in the Sending an Offer to the Borrower section below, to provide Borrowers with 
the opportunity to opt out of the Principal Reduction Modification.  


SENDING AN OFFER TO THE BORROWER 


The Servicer must solicit each eligible Borrower in accordance with the following requirements: 


Principal Reduction Modification Solicitation Requirements 


Trial Period Plan Status Requirements 


The Borrower is not in an 
Active Trial Period Plan as of 
October 1, 2016   


 


The Servicer must send at least one solicitation letter (a template of 
which is provided as Attachment A to this Bulletin) to each eligible 
Borrower within 15 days of the Servicer’s implementation, and in all 
instances by no later than October 15, 2016, along with the Streamlined 
Modification Trial Period Plan offer. The Servicer must also provide an 
opt-out letter (a template of which is provided as Attachment B to this 
Bulletin), which may be sent with the solicitation letter or at any point 
during the Trial Period Plan, provided the opt-out letter is sent by no 
later than 30 days after the Servicer receives an executed mortgage 
modification agreement. 


The Borrower is in an Active 
Trial Period Plan as of 
October 1, 2016   


The Servicer must send an opt-out letter to each Borrower who is 
eligible for principal reduction in accordance with the Eligibility 
Requirements for a Modification in Progress section in this Bulletin. The 
Servicer may send the opt-out letter as early as is feasible, provided it is 
sent on or before the later of: 


 30 days after the Servicer’s implementation of the Principal 
Reduction Modification, or  


 30 days after the Servicer’s receipt of an executed mortgage 
modification agreement 


In all cases, regardless of the timing of the Servicer’s implementation 
date or the date the Servicer receives an executed mortgage 
modification agreement, the opt-out letter must be sent no later than 
December 31, 2016. 


The Servicer may continue to solicit the Borrower for a Principal Reduction Modification throughout the 
foreclosure process up to 60 days prior to a foreclosure sale date for a judicial foreclosure or 30 days prior to a 
foreclosure sale date for a non-judicial foreclosure, provided that all solicitations cease on or before  
December 31, 2016. 


The Servicer must send the following documents to eligible Borrowers who are not in an Active Trial Period Plan 
as of October 1, 2016: 


 The solicitation letter 







 
                    


   Page 5 


 The Streamlined Modification Trial Period Plan Notice (Review based on MTMLTV Ratio Greater than or 
Equal to 80%) provided in Guide Exhibit 93  


If the Servicer receives a complete Borrower Response Package after the date the solicitation letter is sent to the 
Borrower and prior to sending the modification agreement, the Servicer must acknowledge receipt of the package 
and comply with applicable law with respect to evaluation of that package. 


Additional Streamlined Modification Solicitation Requirements 


If… Then… 


The Servicer has not 
implemented the Principal 
Reduction Modification as 
of July 15, 2016 


The Servicer must send at least one additional Streamlined Modification 
solicitation to all Borrowers with Mortgages that (i) appear on the starting 
population list, (ii) have a post-modification MTMLTV ratio that is greater 
than 115% and (iii) are otherwise eligible for the Streamlined 
Modification. Servicers must solicit these Borrowers for the Streamlined 
Modification regardless of whether the Mortgaged Premises is located in 
an eligible MyCity Modification jurisdiction. Servicers must send this 
solicitation no later than July 15, 2016.  


NOTE: Servicers must evaluate any Borrower who accepts the 
Streamlined Modification Trial Period Plan offer and is in an Active Trial 
Period Plan as of October 1, 2016, for principal reduction in accordance 
with the requirements in the Eligibility Requirements for a Modification in 
Progress section in this Bulletin. For those determined to be eligible, the 
Servicer must send an opt-out letter in accordance with the Principal 
Reduction Modification Solicitation Requirements table in this Bulletin. 


The Servicer has 
implemented the Principal 
Reduction Modification as 
of July 15, 2016 


No additional Trial Period Plan solicitations are required. The Servicer 
must proceed with Principal Reduction Modification evaluations and 
solicitations in accordance with the requirements in this Bulletin.  


EVALUATION HIERARCHY 


Prior to Servicer implementation of the Principal Reduction Modification, there will be no changes to the existing 
Freddie Mac loss mitigation evaluation hierarchy. As described in this Bulletin, under certain circumstances, 
Servicers must evaluate Borrowers who are in Active Trial Period Plans for principal reduction.  


If an eligible Borrower is in an Active Trial Period Plan prior to Servicer implementation and the Mortgage meets 
the requirements described in the Eligibility Requirements for a Modification in Progress section of this Bulletin, 
the Servicer should process the modification in accordance with existing Guide requirements related to that 
specific modification offering. The Servicer must also submit the Principal Reduction Modification request through 
Workout Prospector® as described in the Processing and Reporting section of this Bulletin.  


After the Servicer has implemented the Principal Reduction Modification in its systems and processes, the 
Servicer must solicit all eligible Borrowers for the Principal Reduction Modification, including Borrowers who would 
have otherwise been eligible for the MyCity Modification. Servicers must suppress the MyCity Modification 
solicitation letter and send the solicitation letter and Streamlined Modification Trial Period Plan instead.  


If a Borrower is solicited for the Principal Reduction Modification and he or she subsequently submits a Borrower 
Response Package, the Servicer must evaluate the Borrower for all options in accordance with the existing loss 
mitigation evaluation hierarchy. If the Borrower is eligible for a Principal Reduction Modification and instead 
accepts another mortgage modification offer, the Borrower remains eligible for principal reduction, provided that 
the Mortgage is on the starting population list provided by Freddie Mac (refer to the Eligibility Requirements for a 
Modification in Progress section in this Bulletin for the requirements for a Mortgage to be on this list). In these 
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instances, the Servicer must also send the Borrower an opt-out letter and convert forbearance to principal 
reduction as described in this Bulletin. 


BORROWER OPT-OUT PERIOD 


The Servicer must send an opt-out letter to provide eligible Borrowers the opportunity to opt-out of the Principal 
Reduction Modification. The Servicer may send the opt-out as early as the date the solicitation letter is sent, but 
no later than the deadline described in the Principal Reduction Modification Solicitation Requirements section 
above. The opt-out letter must explain how the Principal Reduction Modification will work, inform the Borrower of 
possible tax consequences and describe what action the Borrower must take to opt out of the Principal Reduction 
Modification.   


If the Servicer sends the opt-out letter prior to determining the final deferred principal balance, the Servicer must 
specify that the amount of deferred principal provided in the opt-out letter is an estimate, and the precise amount 
of deferred principal will be stated in the modification agreement when the Mortgage is permanently modified.  


A Borrower must call or write the Servicer within 30 days of the date of the opt-out letter in order to exercise his or 
her right to opt out of the Principal Reduction Modification. 


PROCESSING AND REPORTING  


For Borrowers who are not in Active Trial Period Plans, the Servicer will determine the modification terms and 
process the Principal Reduction Modification as a Streamlined Modification in its proprietary systems through the 
completion of the Trial Period Plan. For all eligible Borrowers, once the modification has settled, the Servicer must 
submit the terms to Freddie Mac to have the deferred principal written off and the Borrower released from liability 
with respect to that amount. 


Workout Prospector 


The Servicer must use the following steps when submitting a Principal Reduction Modification to Freddie Mac: 


1. Determine eligibility and terms per the Principal Reduction Modification requirements described in this Bulletin 


2. Once the Borrower successfully completes the Trial Period Plan and executes the modification agreement, 
enter the terms of the modification and data for all required fields using the Workout Prospector Court-
Mandated Modification/Litigation exception path. Enter forborne principal in the Court-Mandated Modification 
Write-off field. 


3. In the comments section of Workout Prospector: 


 Label as a Principal Reduction Modification  


 Provide a breakdown of the terms, including rate, term, forbearance amount, interest-bearing UPB, 
interest rate change date (effective date of the modification), first payment due date and 
forbearance/forgiven amount.  


4. Submit Guide Form 1128, Loss Mitigation Transmittal Worksheet, to NPL_Settlement@freddiemac.com 


Credits for forgiven amounts will be issued after successful settlement of the workout. If the Borrower opts out of 


the principal reduction post-settlement option, the Servicer must notify Freddie Mac by submitting  


Form 1205, Post Settlement Correction Request, to Post_settlement_correction@freddiemac.com. 


Note: For Borrowers who are in Active Trial Period Plans, once the Borrower successfully completes the Trial 
Period Plan, the Servicer must update the modification terms in Workout Prospector and save the modification in 
Trial Period Approved status. Once the Servicer receives the executed modification documents, the Servicer must 
submit the modification via the Court Mandated Modification/Litigation exception path following the instructions 
above. HAMP modifications should be processed and settled via the existing HAMP process as described in 
Section 9205.9. After settlement, submit Form 1205 to Post_settlement_correction@freddiemac.com to 
request that the forborne principal be forgiven. 



mailto:NPL_Settlement@freddiemac.com

mailto:Post_settlement_correction@freddiemac.com

mailto:Post_settlement_correction@freddiemac.com
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Reporting 


The Servicer must provide Freddie Mac a list of approved Trial Period Plans by the third Business Day of the 
month after solicitations are sent and continue reporting appropriate updates by the third Business Day of each 
month. The report must be sent to Shortsales@freddiemac.com and include the following fields: 


 Title: Principal Reduction Modification Trial Report 


 Freddie Mac Loan Number 


 Servicer Loan Number 


 Servicer Name 


 Date Trial Approved (the date the solicitation offer was sent to the Borrower) 


 Forgiven Amount 


 Date Final Modification Settled 


 Opt-out – Yes or No 


Except for Borrowers in Active Trial Period Plans, the Servicer must report Principal Reduction Modification Trial 
Period Plan activity using default action code TM – “Alternative Modification Trial Period” in accordance with the 
requirements in Section 9206.13. Servicers must report Borrowers who are in Active Trial Period Plans for other 
modifications according to existing reporting requirements.    


OTHER REQUIREMENTS  


Other requirements for the Principal Reduction Modification include: 


 If the Mortgage is subject to mortgage insurance, the Servicer must obtain approval of the Principal Reduction 
Modification from the MI prior to offering principal reduction to a Borrower 


 Mortgage payoffs do not include the impact of the principal reduction under the Principal Reduction 
Modification until the modification agreement has been signed by the Borrower and the Servicer 


 Except as otherwise provided in this Bulletin, Servicers must process a Principal Reduction Modification in 
accordance with, and subject to, the same requirements that are otherwise applicable to processing a 
Streamlined Modification as described in Section 9206.3. If a Borrower who is in an Active Trial Period Plan 
has the forbearance waived, the Servicer should process and report the modification as a HAMP modification,  
MyCity Modification, Standard Modification or Streamlined Modification, as applicable. 


 Except as otherwise provided in this Bulletin, Servicers must not write-off or permanently reduce the UPB, 
delinquent interest or other non-interest arrearages of the Mortgage as required in Section 9206.1 


 The Servicer will be eligible to receive an incentive payment in accordance with the Standard and Streamlined 
Modification tiered payment structure described in Exhibit 96 


 For situations where a Borrower does not meet the eligibility requirements for a Principal Reduction 
Modification, and the Servicer believes it to be the best option for addressing the Delinquency, the Servicer 
may submit a recommendation to Freddie Mac for review 


 Use of the solicitation letter template and the opt-out letter template is optional; however, these templates 
reflect the minimum amount of information and level of specificity that complies with the requirements within 
this Bulletin. Servicers that use the templates must revise them as necessary to comply with applicable law. 


ADDITIONAL RESOURCES 


We encourage Servicers to: 


 Review the list of Frequently Asked Questions for the Principal Reduction Modification  



mailto:Shortsales@freddiemac.com

http://www.freddiemac.com/singlefamily/service/pdf/prmod_faqs.pdf
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 Visit the Freddie Mac Learning Center for updates. A reference guide and tutorial on the Principal Reduction 
Modification will be available by April 30, 2016. 


CONCLUSION 


If you have any questions about the changes announced in this Bulletin, please contact your Freddie Mac 
representative or call Customer Support at (800) FREDDIE and select option four for Servicing. 


Sincerely, 


 
Yvette W. Gilmore 
Vice President 
Servicer Performance Management  
 



http://www.freddiemac.com/learn/service/





 PRINCIPAL REDUCTION MODIFICATION SOLICITATION LETTER  


Freddie Mac Principal Reduction Modification Solicitation Letter Page 1 of 1                   04/2016 
Attachment A to Bulletin 2016-7  


[Servicer Logo] 
 
 


[Borrower 1 Name] [Borrower 2 Name] 
[Address 1] 
[Address 2] 
[City, State Zip Code] 


[Date] 
 
Reference: [LOAN NUMBER] 


 
Dear [Borrower Name(s)]: 
 


Act Now for a Principal Reduction Modification 


We are pleased to inform you that you are eligible for a loan modification, which includes 
the opportunity to reduce the overall amount you owe on your mortgage. In addition to 
modifying the terms of your loan after you successfully complete the enclosed three-month 
trial period plan, we will cancel a portion of the principal balance of your loan.   


But you have to act now. 


The enclosed trial period plan requires that you make three consecutive monthly payments 
in the amount of [$XX]. The trial period plan payment approximates the monthly payment 
you will pay under the terms of your modified mortgage. Many people in your community 
have benefitted from loan modifications in recent years. Under this modification, we will 
change the terms of your mortgage to allow you to make modified monthly mortgage 
payments over a 40-year period at a low fixed interest rate. We have attached more 
information on the terms of the program for your review.  
 
Principal Reduction 
After you receive a permanent change to the terms of your loan, we will reduce a portion 
of your mortgage balance. We will do so by canceling your “deferred principal amount.” 


The deferred principal amount is described in the attached trial period plan and the 
precise amount of deferred principal will be stated in your modification agreement. 
Reducing the principal balance you owe may have tax implications. Please consult 
your tax advisor to discuss those implications.   


You will receive written instructions on how to decline the principal reduction if you do not want your principal 
balance reduced. You may also decline the principal reduction by calling us at [SERVICER PHONE NUMBER] or by 
writing to the address provided below. It’s not too late. Get in touch with us today to learn more about your options. 


We want to help. Call us today or simply send your first payment. You have options but you need to act now. 
If you do not respond by [DATE – 14 days from date of this letter], foreclosure actions on your home may 
commence or continue. 
 
 
Sincerely, 
Customer Support  
[Servicer Name] 
 
 
 
 
 
 
 
 


Contact a member of our 


customer support team at 


[8XX-XXX-XXXX] to ask 


questions and discuss your 


foreclosure prevention 


options. 


 


 


AVOID 
FORECLOSURE 


ACT BY 


 [Month Day, Year]! 







 PRINCIPAL REDUCTION MODIFICATION OPT-OUT LETTER  


Freddie Mac Principal Reduction Modification Opt-Out Letter Page 1 of 1  04/2016 
Attachment B to Bulletin 2016-7                                                                         


 


[Servicer Logo] 
 
 


[Borrower 1 Name] [Borrower 2 Name] 
[Address 1] 
[Address 2] 
[City, State Zip Code] 


[Date] 
 
Reference: [LOAN NUMBER] 


 
Dear [Borrower Name(s)]: 
 


Important Mortgage Notification – Principal Reduction  
We are pleased to inform you that we are reducing the principal balance of your mortgage loan. Because the 
amount you owe significantly exceeds the value of your home and you meet other eligibility requirements, we are 
canceling the deferred principal balance of your loan. The amount of the deferred principal balance will be 
provided in your modification agreement. You will never have to pay that amount back and no further action by 
you is needed. Reducing the principal balance you owe may have tax implications. Please consult your tax 
advisor to discuss those implications.   
 


Principal Reduction Amount 
The table below shows how your principal balance will be reduced. 


[The Servicer must use the following language if the actual amount of the deferred principal 
balance has not been determined when the Servicer sends this opt out letter: 


The table below shows how your principal balance will be reduced. The amounts provided 
are based on an estimate of your deferred principal balance. The precise amount of the 
deferred principal balance will be stated in your modification agreement when the loan is 
permanently modified.] 


Current Total Principal Balance: 


$[XXX,XXX.XX] 


Amount Reduced (deferred 
principal balance): 


$[XX,XXX.XX] 


New Principal Balance: 


$[XX,XXXX.XX] 


 
All other terms of your modification agreement, including the amount of your monthly principal and interest 
payment, will remain unchanged. Your monthly statement will reflect the new principal balance after cancelation 
of the deferred principal balance as a result of the modification. Please keep a copy of this letter with your 
mortgage documents, for your records.  


 


How to Decline Principal Reduction 
If you do not want us to reduce the principal balance of your mortgage loan, you must contact us at [SERVICER 
PHONE NUMBER] or in writing at the address provided below within [XX] days of the date of this letter. If you 
choose to decline the principal reduction, the deferred principal balance will be due and payable according to the 
terms of your modification agreement. 


 


Questions? 
If you have any questions about this notice, or you do not want us to reduce your principal balance, please 
contact us at [SERVICER PHONE NUMBER] or in writing at the address provided below within [XX] days of the 
date of this letter.  


Sincerely, 
 
Customer Support  
[Servicer Name] 





		Bulletin 2016-7: Freddie Mac Principal Reduction Modification

		Subject: Freddie Mac Principal Reduction Modification

		Servicer implementation

		Revisions to the Guide

		Eligibility requirements and exclusions

		General eligibility requirements and exclusions

		Eligibility requirements for a modification in progress in the interim between May 1, 2016 and December 1, 2016



		Sending an offer to the Borrower

		Evaluation hierarchy

		Borrower opt-out period

		Processing and reporting

		Workout Prospector

		Reporting



		Other requirements

		Additional resources

		Conclusion



		Attachment A: Principal Reduction Modification Solicitation Letter

		Attachment B: Principal Reduction Modification Opt-Out Letter








image1.emf
Principal-Reduction- Modification-Fact-Sheet.pdf


