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"In the finance industry, we can "do better"..." : 1 3 * ___ _'_F'E oy

Government Inconsistency With Student
Debt Calculations is Preventing
Homeownership. That Needs to Change.

The Urban Institute (Ul) says the five government mortgage lenders and their 7o
various ways of accounting for income-driven repayment (IDR) plans are o zz
inhibiting the ability of many potential homebuyers to buy a home. IDR plans
are used by many student loan programs and require special handling in
mortgage underwriting.
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Rate Change Points
Mortgage News Daily

30 Yr. Fixed 7.19% -0.06 0.00
The problem with an IDR arises in the calculation of the debt-to-income (DTI) 15 Yr. Fixed 6.64% -0.04 0.00
ratio., th.e perc.entage of aborrower's income tha.t is committed to debt 30 Yr. FHA 6.62% -0.02 0.00
service including payment on student loans. While there has recently been a
little easing of what had been fairly rigid caps on DTI, higher ratios still limit a 30 Yr. Jumbo 741% -0.04 0.00
borrower's ability to get a mortgage or increase the cost of the loan. 5/1 ARM 7.30% -0.02 0.00
. Freddie Mac
The three government agencies that guarantee mortgages, (FHA, the VA, 30 VT Fixed 7 20% 022 0.00
USDA's Rural Home Loan program) and the two government sponsored
enterprises (GSEs) Fannie Mae and Freddie Mac, each use a different way of 15 Yr. Fixed 6.47% -0.29 0.00
accounting for IDR plans in the DTl calculation. Ul says this is confusing to Mortgage Bankers Assoc.
borrowers and has disadvantaged some potential first-time homebuyers. 30 Yr. Fixed 7.24% +0.11 0.66
Looking at existing student loan debt, the Ul researchers found that about 30 15 ¥r. Fixed 6.75% 011 0.64
percent of borrowers in repayment use an IDR plan. The monthly payment on 30 Yr. FHA 7.01% +0.11 0.94
these plans is typically about 10 percent of the borrower's income above 150 30 Yr. Jumbo 7.45% +0.05 0.56
percent of the federal poverty level and is reset annually. Borrowers with 5/1 ARM 6.64% +0.12 0.87
incomes below that level make no payment. Rates as of: 5/7
Student loans without an IDR plan have a fixed monthly payment which is Recent Housing Data
figured into the DTl in the same manner as other debt. However, each Value Change
government lender has its own method for managing IDRs and most seem not Mortgage Apps Apr24 1967 -2.67%
to take into account that many borrowers who can't afford to make full Building Permits Mar 1.46M  -3.95%
payments on their student loans are still good candidates for mortgages .
e Fannie Mae generally uses the monthly IDR payment, even if it is $0. Housing Starts Mar 1.32M -13.15%
e Freddie Mac uses the monthly IDR payment, unless it is $0, in which New Home Sales Mar 693K  +4.68%
case, it uses 0.5 percent of the loan balance (e.g., $125 per monthon a Pending Home Sales Feb 756 +1.75%
$25,000 loan). Existing Home Sales Feb 3.97M -0.75%

e The FHA and USDA ignore the IDR payment amount and assume a 1
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percent monthly payment ($250 per month on a $25,000 balance). Value Change
e The VA gives lenders the option of using the IDR payment amount or using Shélder@affidencaitstanding¥atance pér  +6.25%
year ($104.17 per month on a $25,000 loan).

In short, Fannie Mae always takes the actual IDR amount into account when calculating DTl ratios; Freddie does so, except
when the payment is $0; the FHA and USDA do not take the actual IDR amount into account; and the VA leaves it up to the
lender.

Ul illustrates how these various methods could affect those applying for a loan. The scenario is a family with a solid
household income of $75,000 per year but extremely high student loan debt of $100,000 which would qualify them for an
IDR plan.

Under a standard repayment plan they would pay about $1,000 per month for their student loans, but under the Revised Pay
As You Earn (REPAYE) IDR plan, they would pay just $303 per month. The chart below shows how that payment would be
treated by each of the five lenders' underwriting policy.

Estimated Monthly Payment of a Mortgage Borrower
with $100,000 in Federal Student Loan Debt,
$75,000 in Income, in an IDR Plan

Calculated monthly
student loan payment

Mortgage lender Debt-to-income ratio

Freddie Mac $303 4.8%
Fannie Mae $303 4.8%
USDA $1.,000 16.0%
VA $416.17 6.7%
FHA $1.000 16.0%

Source: Payment calculations made using the US Department of Education’s Income-Driven
Repayment Estimator.

Note: Estimates assume a family of 4, actual payment of $303/month. and 3.9 percent fixed
interest rate. IDR = income-driven repayment; FHA = Federal Housing Administration; USDA =
US Department of Agriculture; VA = US Department of Veterans Affairs.

The writers urge all five of the government institutions to adopt the same standard for IDR loans. The programs should be
aligned to the fairest and most logical standard for addressing IDR plans and they suggest that the one that makes the most
sense from an underwriting standpoint is to allow the DTl ratio to "count" only the actual amount paid.

Mortgage underwriting assesses only actual income, not income earning potential. If someone is on the steep part of their
earnings curve, the potential earnings are not considered. Similarly, only actual debt service payments should be considered,
not potential payments. The borrower's IDR payments will increase only when their income increases, giving the borrowers
more capacity to repay a mortgage.

Consistency across the five government institutions in taking IDR into account will ensure that no borrower will be
disadvantaged simply because of the program they choose for their mortgage.
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Because Integrity Matters™

Jeffrey has spent the last three decades perfecting an Honest, Open and Transparent (HOT™) loan and closing process that
is laser-focused on enhancing the consumer mortgage experience. By combining old-school, trustworthy customer service
with real-time, mobile-friendly technology, he has successfully built thousands of loyal, raving fans.

Jeffrey Chalmers ‘
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