Mortgage Forbearance

What Is a Mortgage Forbearance?

Mortgage forbearance allows lenders to temporarily suspend or reduce mortgage payments for
borrowers experiencing short-term financial hardship. This option can lower or pause your
payments for up to 12 months. After the forbearance period ends, you will need to make up any

missed or paused payments, typically through a lump-sum payment or a repayment plan.
Examples Of Short-Term Hardships:

« Natural disasters causing property damage

e Temporary income loss due to illness or disability

o Death of a co-borrower

o Divorce or separation

e Moving for a job

o Temporary increase in expenses such as medical costs

Steps To Get a Forbearance Agreement

Application: You must apply for forbearance with your lender. This often involves providing

evidence of financial hardship, such as loss of income or medical expenses.

Approval: If approved, your lender will outline the terms of the forbearance, including the
duration of the payment suspension or reduction, which can last up to 12 months or longer,

depending on the agreement.

Payment Suspension/Reduction: During the forbearance period, your mortgage payments are
either reduced or paused. You are not required to make payments during this time, but interest

may still accrue.

Repayment Plan: Once the forbearance period ends, you’ll need to address the missed
payments. This is usually done through a repayment plan, which may involve making a lump-

sum payment or adjusting your regular payments over a specified period to catch up.



Terms and Conditions: Each forbearance agreement may have different terms. It’s important to
understand how missed payments will be handled and how this might impact your future

mortgage payments and overall loan balance.

Forbearance is meant to provide temporary relief, and it's essential to work closely with your

lender to understand and manage the terms of your forbearance agreement.

It’s important to understand that forbearance does not erase any loan amount owed due to
delayed or reduced mortgage payments, nor does it alter the original terms of your mortgage.
After forbearance ends, the lender might require you to repay all missed payments in a lump
sum, offer a repayment plan, or provide a deferral option. Additionally, while lenders typically
do not initiate foreclosure proceedings during a forbearance period, they can still charge you

administrative fees, late fees, accrued interest, and legal fees on the unpaid amounts.
Repayment Options After Forbearance

e Lump-Sum Payment: You make a single payment covering the total amount of missed
payments during the forbearance period, plus any accrued interest and fees. After this
payment, you resume your regular mortgage payments as they were before the
forbearance.

e Installment Plan (Repayment Plan): The lender divides the total missed amount,
including interest and possible fees, into manageable installments. These installments are
added to your regular monthly mortgage payments until the missed amount is fully
repaid. The number of installments is negotiable, typically not exceeding 12, and is based
on your ability to make payments. This plan allows you to pay off the missed payments
gradually.

e Deferral Option: The lender extends the loan term, adding the missed payments to the
end of your mortgage. A lien is attached to your home for the missed payments and any
associated fees. This lien must be settled when you make your final mortgage payment,
sell the home, or refinance—whichever comes first. Interest continues to accrue on the
deferred amount, increasing the overall loan balance. This option offers immediate relief,

with missed payments not needing to be repaid until the end of the loan term.

How Does A Forbearance Agreement Affect Your Credit?



Mortgage forbearance can be less damaging to your credit score compared to missed payments

and can help you avoid foreclosure. During a forbearance period, your account typically won’t

show missed payments, which can help protect your credit score. However, the forbearance itself

may be reported to credit bureaus unless your lender agrees to omit it. This means that while

your credit score might not be negatively impacted by the forbearance, the fact that you’re in

forbearance could still be noted in your credit report, potentially affecting future credit decisions.

Pros And Cons of Mortgage Forbearance

There are distinct benefits and disadvantages to mortgage forbearance:

Pros

Avoid Selling Your House: Mortgage forbearance can afford you an opportunity to get
through a short-term reduction in income or increase in expenses without having to sell
your house or fall behind on mortgage payments.

Reduce Stress: Reduced or suspended mortgage payments during a time of temporary
financial crisis can reduce the stress of coping with job loss, personal loss, or disaster
recovery.

Preserve Your Credit Score: If your lender agrees not to report your loan status as "not
paid as agreed" during your forbearance period, there will be no negative impact on your

credit scores. (More on this below.)

Cons

Hard To Get: If you have less-than-ideal credit (or a spotty history of timely mortgage
payments, which can be a cause of reduced credit scores), your lender could deny your
request for mortgage forbearance. In that case, you'll either have to find resources needed
to keep up with your mortgage payments, sell the house under unfavorable short-sale

conditions, or face foreclosure.

The difference between a forbearance agreement and a mortgage loan modification is that a loan

modification permanently alters the monthly payment. In contrast, a forbearance agreement is a

temporary reduction or postponement of mortgage payments. Consider a Mortgage loan
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modification if you can’t afford to keep up with your current monthly mortgage payment amount

and if it will lower your monthly mortgage payments.
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