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Materials
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Please download the PDF

Use the file in the 
File Share box as a 
resource after today’s 
webinar.

You can save it to your 
desktop for future reference.



Today’s session  Review the basic logic of reviewing 
Tax Returns for income/expenses 
when it comes to rental income

 Review the FNMA rental 
worksheets 1037 and 1038 in 
conjunction with Schedule E

 Review the FNMA worksheet 1039 
in conjunction with IRS Form 8825 
when rental income is reported 
through a borrower's business

Objectives
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Basic Concepts & Analysis
Reviewing Tax Returns for 
rental income/expenses

Objective 1
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Underwriting Components

Analyze tax returns for income that is:

Recurring
Determined by looking at the 
history and trends of this 
income to help predict the 
future of the income stream.

Regular
Predictable and consistent
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Various Analysis Methods to Determine Income

FNMA
Form 1037, Form 1038 
and/or Form 1039

Proprietary
Your company or investor 
worksheet, spreadsheet 
calculation form
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Offsetting with rental income

Refer to FNMA’s Selling Guide B3-3. 1-08 for additional details

How are mortgage payments offset with rental income from 
Schedule E?
If rental income is reported on Schedule E, only the rental income that 
relates to properties shown on the list of real estate owned in the borrower’s 
loan application should be included. All regular and ongoing expenses for 
the properties, such as maintenance, advertising, management fees, utilities, 
and supply costs, should be subtracted from the borrower’s cash flow. 
Depending on the approach used to calculate cash flow, adjustments will 
need to be made for depreciation and any one-time extraordinary expenses, 
such as the cost of a new roof in the case of a casualty event.
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Form 1040

Line 8
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Schedule 1 (Form 1040)

Line 5
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Schedule E (Form 1040)

Line 9

Line 12

Line 16

Line 18
Line 19



FNMA 1037 and 1038
Rental worksheets in 
conjunction with Schedule E

Objective 2
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FNMA 1037

Rental Income Derived 
from the Principal 
Residence
Principal Residence, 
2- to 4-unit Property
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FNMA 1037 Step 1



Analyzing Schedule E Rental 
Income

FNMA 1037 Step 2 A

Line 3 from Schedule E

Line 20 from Schedule E

Line 9 from Schedule E

Line 12 from Schedule E

Line 16 from Schedule E

Lines 10, 11, or 19 from Schedule E

Line 18 from Schedule E

Line 19 from Schedule E

Add Lines A1-A8

Divide by # of mos (Step 1)
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FNMA 1037 Step 2 B – Step 3
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FNMA 1037 Shown: Schedule E (Form 1040)

Line 9

Line 12

Line 16

Line 18
Line 19
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FNMA 1038

Rental Income Derived 
from Investment 
Property(s)
Individual Income from 
Investment Property(s)
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FNMA 1038 Step 1
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FNMA 1038 Step 2 A

Line 3 from Schedule E
Line 20 from Schedule E
Line 9 from Schedule E
Line 12 from Schedule E
Line 16 from Schedule E

Line 10, 11, or 19 from Schedule E

Line 18 from Schedule E

Line 19 from Schedule E

Add Lines A1-A8 and enter here

Divide by # of mos (Step 1)
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FNMA 1038 Step 2 B – 3



Review the FNMA 1039 
In conjunction with IRS 
Form 8825 when rental 
income is reported through a 
borrower's business

Objective 3



Form 8825
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Rental Income Reported 
on Business Returns 



FNMA 1039
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Shown: Form 8825

Line 7

Line 11

Line 14
Line 15

Line 9



FNMA 1039
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Rental Income Derived 
from Investment 
Property(s) owned by a 
Business Entity*

* And the borrower is personally 
obligated on the mortgage
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How to find Radian’s SEB Cash Flow Worksheets

1. Click on the Menu on the top left of radian.com
2. Click on Tools
3. Click on Self-Employed Cash Flow Calculator
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How to find Radian’s SEB Cash Flow Worksheets

1. Click on Download
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How to find Radian’s SEB Cash Flow Worksheets

Rental Income
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How to find Radian’s National Training’s Self-
Employed Borrower and Tax Return Resources

1. Click on the Menu on the top left of radian.com
2. Click on Training
3. Find Foundations On-Demand, then click on View Courses under Self-Employed Borrowers
4. Scroll down and you’ll find all our Self-Employed Borrower resources including the Calculator Tutorial
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Thank you for attending 
today’s Radian webinar.
Look for additional 
resources, updates and 
training in the “Thank You” 
email.

Have questions about 
Radian or MI? 
Contact your local 
Radian Account Manager.


