
Qualifying for a Mortgage with 
IBR Student Loans

STUDENT LOAN PAYMENTS

If you’re reading this report, I ’m going to step out on a limb and assume two things. 
First, you have student loan debt. Second, you want to know what that means in 
terms of qualifying for a mortgage. 

This is a complex topic and it’s impacting more Americans than ever before. In 2006, 
there were just over $480 billion of student loans outstanding. Today, that number 
has skyrocketed to over $1.4 trillion with the average student borrower carrying a 
balance of $27,857.  

How these loans are repaid makes all of the difference in determining their impact on your 
mortgage qualifications. 

Over the course of this report, we’re going to outline the different ways your loan payments 
can be calculated and then discuss how each repayment method is treated under the many 
mortgage programs available to you.   



DEFERRED PAYMENTS

Most students understand deferred 
payments. While you remain a student 
in good standing, most federal student 
loan programs defer any monthly 
payments to a point in the future. 
Typically repayment is deferred until 
leaving school, either by graduation or 
for other reasons. 

LEVEL AND GRADUATED
REPAYMENT 

Level payments and graduated payments are 
both repayment plans that will pay off your loan 
at the end of the loan term. Level and Graduated
payments are fully amortized. A level payment 
will remain the same throughout the entire 
repayment period, while graduated payments 
will start lower and increase over time. 

FORBEARANCE 

Forbearance is similar to deferment in 
that there are no required monthly 
payments on the loan. The difference 
is that the lender is voluntarily 
foregoing payments for a period of 
time during the repayment period, 
often to assist with a hardship on the 
part of the student borrower. 

WHAT ARE THE REPAYMENT TYPES 
AND HOW DO THEY DIFFER?

●  Deferred payments 

●  Forbearance 

●  Level repayment 

●  Graduated repayment 

●  Income Based Repayment (IBR)  

INCOME BASED REPAYMENT PLANS

An income based repayment (IBR) plan is exactly what it sounds like. Instead of a payment 
calculated using your loan terms (interest rate, loan amount, loan term), IBR programs provide a 
monthly payment based off of a percentage of the residual income you have left over after 
covering your monthly living expenses. 

There are a number of different income based repayment programs. Which type of IBR plan you 
are on depends on several factors like the type of student loans you have and when you took 
them out.  

Here is a very basic breakdown of the repayment calculation under various IBR plans: 

LEVEL AND GRADUATED REPAYMENT FORBEARANCE 

INCOME BASED REPAYMENT PLANS

●  Generally 10 percent of your discretionary income if you’re a new 
borrower on or after July 1, 2014*, but never more than the 10 year 
Standard Repayment Plan amount. 

●  Or, 15 percent of your discretionary income if you’re not a new 
borrower on or after July 1, 2014, but never more than the 10 year 
Standard Repayment Plan amount. 

IBR



The lesser of the following: 
       ●  20 percent of your discretionary income or 
       ●  What you would pay on a repayment plan with a fixed payment     
              over the course of 12 years, adjusted according to your income 

ICR

Generally 10 percent of your discretionary income, but never more than 
the 10 year Standard Repayment Plan amount

PAYE 
(Pay As 
You Earn)

Generally based on a calculation of 10% of your discretionary income. 

REPAYE 
(Revised 
Pay As You 
Earn) 

When a lender underwrites your home loan application, there are four main factors they analyze. These 
factors are often referred to as the 4 C’s: Capacity, Capital, Collateral and Credit. 

Income based repayment plans present a problem with the first of those factors, capacity. Capacity is 
measured by comparing a borrower’s income to their proposed debts as a homeowner. There are actually two 
separate debt to income ratio calculations and only one is impacted by your student loans. 

The first calculation, known as your housing to income ratio,is simply the percentage of your proposed total 
mortgage payment (principal & interest, real estate taxes, homeowner’s insurance and, if applicable, flood 
insurance and mortgage insurance) divided by your monthly gross income. This calculation shows 
the underwriter the percentage of your monthly income that will go to the new house payment. 

The second calculation, the total debt to income ratio, factors in all monthly obligations showing on your 
credit report by measuring those debts and the proposed housing payment against your gross income. 

And here is where IBR payment plans become problematic for lenders.  

Since most mortgages run for 30 years, lenders are looking to confirm you qualify for the new loan today and 
into the future. Income based repayment plans cloud the certainty that underwriters need to evaluate who is 
a good credit risk, as the required IBR payment is reviewed every year which can result in increasing 
payments. 

WHY STUDENT LOANS ARE A PROBLEM FOR LENDERS 



At this point it helps to look a little closer at the meaning of the phrase “fully amortizing loan.” This is the 
type of installment loan most of us are familiar with. Let’s use a car loan as an example. If you finance $20,000 
over 5 years at 3.5% interest, you will make 60 payments of $363.83. 

After those 60 payments are complete, the loan will be paid in full. Your monthly payments of principal and 
interest have “fully amortized” the loan. A fully amortizing payment is always acceptable to mortgage lenders 
as they know exactly how it impacts your ability to repay your mortgage. 

On the other hand, income based repayment loans do not amortize. By definition, the lender is accepting less 
than an amortizing payment in lieu of the scheduled payment. Since IBR plans set an artificially low payment 
while leaving the interest rate unchanged, the loan will grow over time as your unpaid interest is added to the 
loan balance.  

At this point, you’re probably starting to see how IBR loans can be a concern to a lender trying to make a 
sound underwriting decision. The borrower is allowed to make less than a full payment, the loan balance 
grows over time and the required payment can change every 12 months based off of multiple factors. 

As IBR plans exploded in popularity over the last few years, this uncertainty caused lenders to make drastic 
changes to the way they calculate your future payments for the purposes of qualifying for a home loan. 

Let’s take a quick look at the history of underwriting guidelines relating to income based repayment student 
loans and then transition to what the guidelines look like today, so you can see exactly what this means for 
you.  

1994 -2016   LITTLE TO NO GUIDANCE FROM 
FANNIE, FREDDIE, FHA OR VA

The first Income based student loan payment program, the Income Contingent Repayment (ICR) was created 
in 1994. Remember that as recently as 2006, student loan debt outstanding was 40% of what it is today. In the 
1990’s, less than 1% of student loan borrowers chose income based repayment plans. 

As a result, lenders rarely came across the issue. Almost all written guidance prior to 2016 related to deferred 
payments and/or forbearance. As underwriters began seeing more applicants with income based repayment 
it became clear that Fannie, Freddie, FHA, VA and USDA would need to address the issue with clear written 
guidance to lenders.  

In May of 2016, Fannie Mae introduced changes to the way that mortgages for borrowers with student loans 
are underwritten by requiring that a monthly payment must be included in your debt to income ratio 
calculation. This meant that loans in deferment and forbearance could no longer be ignored. 

Additionally, the payment used in the DTI calculation had to be “fully amortizing.” Since IBR loans do not 
fully amortize, Fannie Mae would no longer allow an IBR payment to be used for qualifying purposes.

2016   LENDERS MAKE DRASTIC CHANGES TO 
STUDENT LOAN GUIDELINES



In the absence of a documented fully amortizing payment, Fannie Mae and FHA created a 
standard calculation of 1% to be used when calculating your debt to income ratio. 

Simply put, use 1% of your total student loan balances as a “payment” that a mortgage 
underwriter would 
count against you as a debt.  

In most cases, the 1% calculation resulted in a payment nearly double what a fully amortizing
payment would be. Needless to say, such a large payment would often push your debt to 
income ratio beyond the limits allowed under most loan programs. 

THE 1% RULE 

In April of 2017, Fannie Mae reversed their stance on income based repayment loans, 
announcing they would accept an IBR payment listed on the credit report. Shortly after, 
they clarified that even a zero payment ($0) could be used as long as you can document that 
the loan is in repayment. 

If your student loan is deferred or in forbearance, the 1% rule still applies. The good news is 
you can now use a Conventional Fannie Mae or Freddie Mac loan using your income based 
payment when calculating your debt to income ratio. 

FHA and USDA loans still require 1% of the balance be used unless your loans are in 
repayment with a documented fully amortized payment.  

APRIL 2017 FANNIE MAE REVERSES 2016 GUIDELINE 

That same month, FHA also updated their guidelines to also require the use of an “amortized” payment when 
calculating the debt to income ratio. This had the same effect for IBR borrowers as the Fannie Mae changes.  

QUALIFYING GUIDELINES BY LOAN TYPE

As of the writing of this report in June 2017, following are the most
recent guidelines for qualifying for a home loan and calculating 

student loan payments.  



CONVENTIONAL HOME LOAN GUIDELINES 

Student Loan Guidelines -  Deferred or forbearance loans use 1% of balance or payment 
calculated using Fannie Mae payment schedule   (see additional resources). Your income 
based payment can be used for qualifying even if the monthly payment is $0. 

●  Minimum Down Payment   5% of the Purchase Price 
●  Minimum Credit Score   620 
●  Debt to Income Ratio   50% 

Special Programs -  HomeReady allows for a 3% down payment and reduced closing costs 
for low to moderate income homebuyers.  

FANNIE MAE

Student Loan Guidelines -  Deferred or forbearance loans use 1% of balance. Can use 
income based payment for qualifying even if payment is $0.00. 

●  Minimum Down Payment   5% of the Purchase Price 
●  Minimum Credit Score   620 
●  Debt to Income Ratio   50% with compensating factors  

Special Programs: Home Possible allows for a 3% down payment and reduced closing costs 
for low to moderate income homebuyers.  

FREDDIE MAC

GOVERNMENT INSURED HOME LOAN GUIDELINES

Student Loan Guidelines  - Deferred, forbearance, or Income Based Repayment loans use 
1% of balance or payment.  

●  Minimum Down Payment   3.5% of the Purchase Price 
●  Minimum Credit Score   580 
●  Maximum Debt to Income Ratio   46.99% / 56.99% 

Special Programs: Allows manually underwriting if automated underwriting system does not 
approve. Must meet manual underwriting guidelines and have compensating factors. See 
resources for more...  

FHA

USDA RURAL GUARANTEED 

Student Loan Guidelines -  Deferred, forbearance, or Income Based Repayment loans use 1% 
of balance or payment. 



CREATIVE WAYS TO PAY OFF STUDENT LOANS

We often see young borrowers, and sometimes not so young, that are still burdened with 
student debt. Even if you get a great job after college, the monthly payments on your loans 
can severely reduce your qualifying income. 

In most cases, the payments on these student loans all but eliminate the ability of former 
students to buy the home of their dreams, or any reasonably priced house in today’s market. 

In all cases, if you can reduce or eliminate your student debt before shopping for a home, you
will find that your home buying options are much greater, and your purchasing power will go 
much further. 

Here are 3 creative ways to reduce or eliminate student loans.  

●  Minimum Down Payment   No down payment required   100% financing 
●  Minimum Credit Score   620 
●  Maximum Debt to Income Ratio   Determined by Automated Underwriting System 

Special Programs   There are two different types of USDA financing. The above guidelines 
refer to USDA Guaranteed loans, not USDA Direct loans.  

Student Loan Guidelines -  Deferred or forbearance loans use 1% of balance. IBR payment loans must use 
the following calculation   5% of the loan balance, divided by 12. 

               Example: $20,000 x 5% = $1,000 / 12 = $83.33 

● Minimum Down Payment   No down payment required   100% financing 
● Minimum Credit Score   580 
● Maximum Debt to Income Ratio   Determined by Automated Underwriting System 

Special Programs: Allows manual underwriting if automated underwriting system does not approve. Must 
meet manual underwriting guidelines and have compensating factors.  

VA GUARANTEED

WHAT CAN I DO IF I STILL DON’T QUALIFY?

A GIFT FROM PARENTS
 A common strategy for many new homebuyers is to ask your parents for the money for a down payment on a 
new home. 

While this is a great idea, and a very generous offer, the impact on your purchasing power can be greatly 
diminished when your lender begins to calculate your debt to income ratio including your student loan 
payments. 

Instead of asking parents for a down payment, ask your parents to pay off your student loans!  This will go so 
much further than using that same money for a down payment on a home. 



CO-SIGNING PARENTS HOME REFINANCE
Many parents have cosigned on a student loan.  New Fannie Mae guidelines will now allow a homeowner to pay off 
student loan debt when refinancing their mortgage. 

What is unique about this new guideline is that previously, a debt consolidation loan would carry a higher interest 
rate.  This new guideline eliminates that penalty and keeps the interest rate low.   

WEDDING GIFTS ARE OVER-RATED
Newlyweds?  Instead of a bridal registry, take up a collection to pay off your student loan debt.  This is the best wedding 
gift anyone that loves you can offer! 

In the past few years, we’ve seen many creative strategies for repurposing the concept of the wedding gift into ways to 
raise money for the down payment of your first home. 

Instead of simply getting into the home, paying off your student debt will maximize your monthly cash-flow and make 
your new life that much better.

PREPARING TO BUY

If you know you are going to buy a home in the next few years, add paying off your student loans and other debt to your 
purposeful plan. 

Many aspiring homeowners focus all of their time and energy on saving up for a larger down payment.  There’s another way 
to look at planning that will make homeownership much easier in the long run. 
Instead of trying to put more money down, leverage the minimum down payment of the loan program you are using, and 
focus on reducing your monthly expenses.   

Making a specific effort to pay off monthly recurring debt along with saving up for down payment will get you into more 
home, much faster.  Start by paying off the smallest balances and highest interest rate loans first. 

COMMONLY ASKED QUESTIONS AND ANSWERS

Q:  What are my options if my student loan doesn’t have a payment? 
A:  If your loan is currently deferred, or in forbearance, you have several of options 
     • Request a statement from lender of what the payment would be if it is amortized. 
     • Apply for a repayment plan that you can afford, like an income based repayment plan. 
     • Pay off the loans 
  
Q:  What if my loans are in repayment, but it’s not right on my credit report? 
A:  You can provide your loan officer with a statement from the student loan lender that shows your correct payment, or 
your loan officer can order a credit supplement by calling the student loan lender directly for payment confirmation. 

Q:  Can I qualify with a $0 payment on an income based repayment plan? 
A:  Yes, both Fannie Mae and Freddie Mac conventional guidelines will allow a $0 payment.  You will be required to provide 
documentation showing the loans are in a repayment status, and not deferred. 

Q:  I am pre-approved for a FHA loan, but cannot use 1% for a student loan payment.  Do I have any options? 
A:  If you student loan is not fully amortized, you must use the 1% calculation or you can start making a fully amortized 
payment.  Many new homebuyers think that FHA is the lowest down payment option available, and that’s simply not true. 
 Both Fannie Mae and Freddie Mac conventional loan programs will allow IBR payments with as low as a 3% down payment. 
 Worse case with Conventional is 5% down. 


