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Objectives

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



Objective 1

Basic Concepts & Analysis

Reviewing Tax Returns for
rental income/expenses




Underwriting Components

Analyze tax returns for income that is:

Regular

Predictable and consistent

Recurring

Determined by looking at the
history and trends of this
income to help predict the
future of the income stream.
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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. I‘adlan
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Analysis Form 1040

1 Wages, salaries, tips, etc. Attach Fom(gyw-2 . . . . . . . . . . . . . . . . 1
Aftach i 2a Tax-exemptinterest . . . 2a b Taxable interest L. 2b
Sch. Bif i -
required. 3a CQualified dividends . . . 3a b Ordinary dividends . . . . . 3b

J 4a IRAdistributions . . . . 4a b Taxableamount. . . . . . 4b
5a Pensions and annuities . . 5a b Taxable amount. . . . . . 5b
6a Social security benefits . . 6a b Taxableamount. . . . . . 6b
7  Capital gain or (loss). Attach Schedule D if required. If not required, checkhere . . . . & ] T
8  Other income from Schedule 1, line 9 . e e 8
9 Addlines 1, 2b, 3b, 4b, 5b, 6b, 7, and 8. This Is your totalincome . . . . . . . . . W 9

* Married filing 10 Adjustments to income:
Oliing a FromSchedule 1,lne22 . . . 10a
e b Charitable contributions if you take the standard daduction. See Instructions | 10b
» Head of ¢ Add lines 10a and 10b. These are your total adjustments toincome . . . . . . . . » [10c
;?:sgg;ld. | 11 Subtract line 10c from line 9. This is your adjusted gross income . . . . . . . . . W» 11
sifyouchecked 12 Standard deduction or itemized deductions (from Schedule A) 5 c o o o 8 a = o = 12
Syeexireer 43 Qualified business income deduction. Attach Form 8995 or Form 8995-A . . . . . . . . |13
o ons| 14 Addlines 12and 13 . . . . e e oo |14

- - 16 Taxable income. Subtract line 14 from Ilne 11 IT Zero or Iess enter D— e e e 15

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 113208 Form 1040 (2020)
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Analysis

Schedule 1 (Form 1040)

SCHEDULE 1

(Form 1040) Additional Income and Adjustmelits to Income
Department of the Treasury P Attach to Form 1040, 1040-SR, or 1040-NR.
Internal Revenue Service P Go to www.irs.gov/Form1040 for instructions and the latest information.

OMB No. 1545-0074

2020

Attachment
Sequence No. 01

Name(s) shown on Form 1040, 1040-SR, or 1040-NR

Your social security number

-yl Additional Income

Taxable refunds, credits, or offsets of state and local income taxes . 1
Alimony received . 2a
Date of original divorce or separation agreement (see instructions)

Business income or (loss). Attach Schedule C 3
Other gains or (losses). Attach Form 4797 . 4
Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E | 5
Farm income or (loss). Attach Schedule F 6
Unemployment compensation . 7
Other income. List type and amount p 5
Combine lines 1 through 8. Enter here and on Form 1040, 1040-SR, or 1040-NR,

line 8 . 9
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Analysis Schedule E (Form 1040)

Income: | Properties: A B c
3 Rents received 3
4 Royalties received . 4

Expenses:

5 Advertisng . . . . . . .

6  Auto and travel [see instructions)
7  Cleaning and maintenance

8 Commissions.

9 Insurance . C e

10  Legal and other professional fees .

11 Managementfees . . . . . . . . . . o .
12  Mortgage interest paid to banks, etc. (see instructions)
13  Cther interest.

14  Repairs.

15 Supplies

16 Taxes .

17 Utilities. RN

Line 18 18 Depreciation expense or depletion .

Line 19 19 Other (list) ™

20 Total expenses. Add Iines5thmu§h19 .

81333332382 30|0|~0w
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Objective 2

FNMA 1037 and 1038

Rental worksheets in
conjunction with Schedule E
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FNMA 1037 Step 1

Rental Income Worksheet

Princi i , 2- to 4-unit Property: Monthly Qualifying Renta

Documentation Required:

= Schedule E (IRS Form 1040) OR

* Address of Principal Residence:

» | ease Agreement or Fannie Mae Form 1007 or Form 1025

Enter

Rena one. | Rentaront. | Rentaronm

Step 1. When using Schedule E, determina the number of months the property was in service by dividing the Fair Rental Days by 30.

If Fair Rental Days are not reported, the property is considered to be in service for 12 months unless there is evidence of a shorter term of service.

Step 1. Result: The number of months the property was in servic»

Result

Step 2. Calculate monthly qualifying rental income using Step 2A: Schedule E OR Step 2B: Lease Agreement or Fannie Mae Form 1025.
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FNMA 1037 Step2 A

Step 2. Calculate monthly qualifying rental income using Step 2A: Schedule E OR Step 2B: Lease Agreement or Fannie Mae Form 1025.

Step2 A. Schedule E - Part| For each property complete ONLY 2A or 2B

Enter total rents received {from the non-owner-occupied units). May enter rent from
YA . ) Enter : s
individual unit{s) or combine.

A2 [Subtract total expenses. Subtract e 20 fra
A3 [|Add back insurance expense. Add o 9 fro
A4 |Add back mortgage interest paid. Add o 0
A5 [Add back tax expense. Add e 16 fra
16 Add back homeowners’ association dues. This expense must be specifically identified on Add -

Schedule E in order to add it back.
A7 |Add back depreciation expense or depletion. Add e 18 fra
A8 Add back any cne-time extraordinary expense (e.g., casualty |oss). There must be evidence Add T

of the nature of the one-time extraordingry expense.

Equals adjusted rental income. Total Adc ag A
A9 |Divide by the number of months the property was in service {Step 1 Result). Divide Divide by # o

Step 2A. Result: Monthly qualifying rental income {or loss): Result 0




FNMA 1037 Step 2 B — Step 3

Enter the gross monthly rent {from the lease agreement) ar market rent {from Farm 1025

Step 2B. Lease Agreement OR Fannie Mae Farm 1025 Far each property complete OMLY ZA or ZB
This method is used whan the transaction is a purchase, the property was acquired subssqueant to the most recant tax filing.

entity the full amaunt of the as the borrower s primary NOUsIng expanse
and Include it in the debt-te-income ratia,
Use praposed PITIA woen the subject prapertyr existing PIT when not the subject property.,

Bl Ent:
for the applicable rental unit e
i li] r rleet ren 75, it
02 Multiply gross rTwo thly rent or market rent by 75% [.73]. The remaining 25% accaunts for Muttiply 75 TS <75
vacarcy koss, maintenance, ond management expenses.
Equals ranthly rental incame per unit Total 0 0
Combine the manthly rental Incarme of all non-owner-occupled rental units (Up toa
B3 |maximum of 3 rental units since rental income is not eligible on the unit cocupied by the Add i
borrower).
Stop 2B. Result: Monthly qualifying rental incorne: Result a
Stap 3, Determine the qualifying impact using the cambined result of Step 24 ar Step 2B.
38 |Add the monthly gualifying rental income to the borrower’s monthly qualifying income.
0

DU Data Entry Manthly Incame and Comhbined Hausing Expensas

Mortgaga Liabilities

Subject Property Enter the amaount of the monthly qualifying income “Subject Met Cash.”

Include as the borrower's primary hausing
expense. For refinance transactions, identify the
mortgage as a subject property lien.

Non-Subject Enter the amount of the menthly qualifying income “Met Rental.”
Property

Indude as the borrower's primary housing
expense,

Referto the Rentol Incoime topic fn the Seffing Guide for additional guidance.
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FNMA 1037 Shown: Schedule E (Form 1040)

Income: | Properties: A [ B c
3 Rents received 3
4 Royalties received . 4
Expenses:
5 Advertisng . . . . . . . 5
6 Auto and travel [see instructions) . . 6
7  Cleaning and maintenance . . . . . . . . . 7
8 Commissions. 8 |
9 |nsurance . Coe e 9 |
10 Legal and other professionalfees . . . . . . . 10 |
11 Management fees . . . | 11 i

12  Mortgage interest paid to banks, etc. (see instructions) 12
13 Ctherinterest. . . . . . . . . . . . . . 13
1 Bepalm: = ¢ 5 ¢« 2 ¢ 2 & @ % = & & = 14 l
I Eippies s » 35 2 8 o5 o@ smoa o5 v & 3 15 |
16 Tawes . « = o & = & % @ & o o5 A& m @ 16
17 LiliesS.. . & & = & v 5 ow & o % 3 & m s 17
Line 18 18 Depreciation expense or depletion . . . . . . . 18
Line 19 19 Cther {list) > 19
20 Total expenses. Add lines 5 thmugh 19 . . . . . 20 |
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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

Rental Income Worlisheet

Individual Rental Income from Investment Property(s): Monthly Qualifying Rental Income (or Loss)

* Documentation Reauired: Investment Invastment Investment Investment
= Schedule E {IRS Form 1040) OR Property Address | Property Address | Property Address | Property Address

® | ease Agreement or Fannie Mae Form 1007 or Form 1025 Enter

Step 1. When using Schedule E, determine the number of months the property was in service by dividing the Fair Rental Days by 30.
if Fair Rental Days are not reported, the property is considered to be in service for 12 monthsunlescthereisevidence afashadterterm of seuice

Step 1. Result: Enter the number of months the property wa» I Result \

Step 2. Calculate menthly gualifying rental income (loss) using Step 2A: Schedule E OR Step 2B: Lease Agreement or Fannie Vae Form 1007 or Form 1025.
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FNMA 1038 Step2 A

Step 2A. Schedule E- Part | For each property complete ONLY 2A or 2B

A1 |Enter total rents received. Enter . . adule
A2 JEnter total expenses, Subtract e 20 fro ad
A3 |Enter insurance expense, Add a Q fro adule
A4 |Enter mortgage interest paid. Add o N ad
A5 JEnter tax expense. Add 2 10 Trom e

Enter homeowners’ association dues, Add T -
AB This expense must be specifically identified on Schedule E in order to add it back. e e
A7 |Enter depreciation expense or depletion. Add e 18 from Yo

Enter any one-time extraordinary expense (e.g., casualty loss). There must be evidence
A8 , . Add e 19 fro Jo

of the nature of the one-time extraordinary expense.

Equals adjusted rental income. Total Ado es A1-A8 and
A9 |Enter the number of months the property was in service {Step 1 Result). Divide g Divide bv # of mos

.. ‘gv——

Fol 295 montly el e — 1 q

Enter proposed PITIA {for subject property) or
ALD L. s : Subtract

existing PITIA {for non-subject property).

Step 2A. Result: Monthly qualifying rental income (or loss): Result 0 0 0




FNMA 1038 Step2B-3

Step 2B. Lease Agreement OR Fannie Mae Form 1007 or Form 1025 For each property complate ORLY 24 or 2B

This method & used when the transaction s a purchass, the property was acquired subsequent ta the mest recent tax filing, or the lander has justification for using a lease agresmeant,

Enter the gross monthly rent (from the lease agreement) or
g1 |market rent [reported on Form 1007 or Form 1025]. Erter

Far multi-unit properties, combine gross rent from all rental units.

B2 | The remolping 255 aceounts for vaconcy foss, meintenonce. and mansgement expenses, multiply ¥.75 %75 ¥.75 w75
Equals adjusted monthly rental income. Total Q 8] o 0
Enter proposed PITIA {for subject property] or existing PITIA {for nen-subject

B3 Subtract
property).

Step 2ZB. Result: Monthly qualifying rental income {loss): Result Q 0 a &

Step 3. Determine the qualifying impact using the result of Step 2A or Step 2B.

e |
If the result of Step 24 or 28 is positive, add the positive amount to the barrower's monthly qualifying
Income. Becouse the PITIA expense was included in the calcwlotions gbove, do nov add it to the debi-to-income
(DT eotice
—

If the result of Step 24 or 2B is negative, include the amount of the loss in the borrower's monthly
expenses when calculating the OTI ratio.

DU Data Entry Monthly Income and Combined Housing Expenses Meortgage Liabilities

Subject Enter the amount of the monthly qualifying income [positive result) or monthly Faor refinance transactions, identify the mortgage as a subject property
Property qualifying loes (negative result) in "Subject Net Cash.” lien.

Non-Subject Enter the amaount of the monthly qualifying income [positive result) or monthly Identify the mortgage as a rertal property lien.

Property qualifying loes (negative result) in "Net Rental.”

Refer to the Rental Income topic in the Selling Guide for additional guidance.
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Objective 3

Review the FNMA 1039

In conjunction with IRS
Form 8825 when rental
Income Is reported through a
borrower's business

Analyzing Schedule E Rental Income



Rental Real Estate Income and Expenses of a

rental value and Giys WIth DErSOnSl Use. S6e INStructions. See page 2 1o Mt

P

1 |mnmumdc¢nm. For eacn rental real estate proparty isted. repon e nUMDer Of Cays rented at far

Rental Income Reported :
on Business Returns -
Rental Real Cstate InCOme A -] @ [-] D

19 Net gan (i0ss) from Foem 4797, Part I, Ine 17, from the BROSTION of property rom rental real
5310 ACTNTES

208 Net Income (10ss) from rental real estate actvties from partnerships. estates. and trusts n which

s p P Of S COrp 18 3 pariner of y (rom T
Y below the par estates, or trusts fom which net Income (1063) 5 Shown on ine
20a. Attach a schecule If more SPace 1§ Neeced.

(M) Name @ Employer ioentfication number

21 Net rental real estate Income (I0s8). Combine Ines 18a through 20a. Enter the resutt here and on:
* Form 1085 or 11.208: Schedue K_ ine 2
For Paparwork Reduction Act NOBOS. 54 matructon. Cat. No. 90167

= | radian
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Shown: Form 8825

>
[ (o]
1o
(=]

Line 14 sions) 14
Line 15

16 Total expenses for each property.
|_Adgwes3trougnts . | 16
17 Income o (oss) from each property.

Subtractine 16 fromin@2 . . 17
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FNMA 1039

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

* And the borrower is personally
obligated on the mortgage

Rental Income Worksheet
Buines=s Rental Income from Imrestment Froperti(s): Qunlifying Impact of Mortgaged Imesimem Property PITIA Expense
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Worksheet 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

Tools

Optimize your workflow with our streamlined tools.

MI Rate Finder

Get accurate quotes on a range of M| products.

Self-Employed Cash Flow Calculator

Easily underwrite loan applications from self-employed
borrowers.

Variable Income Analysis Calculator

See if overtime, bonuses and commissions can be considered.

MyRadian Appraisals

Designed for appraisers to streamline and simplify their daily
tasks and communications.
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Worksheet How to find Radian’s SEB Cash Flow Worksheets

1. Click on Download

Cash Flow Analysis

This self-employed income analysis and the included descriptions
generally apply to individuals:

* Who have 25% or greater interest in a business

* Who are employed by family members

* Who are paid commissions

* Who own rental property

* Who receive variable income, have earnings reported on IRS 1099,
or cannot otherwise be verified by an independent and knowable
source

To estimate and analyze a borrower's cash flow situation, enter the
required data into the cash flow analysis calculator according to thb
calculations that appear on the borrower's tax returns. Line by line
explanations are displayed by hovering the cursor over the help buttons
at the beginning of each line. Line item losses are entered with
parenthesis (). Any data from the respective forms and schedules listed
in the cash-flow analysis should be independently reviewed to
determine whether the source was appropriate, can be considered
ongeoing, consistent, and meets investor requirements and guidelines.

radian
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Worksheet How to find Radian’s SEB Cash Flow Worksheets

radian Rental Income Werksheet

Primary Residence: Monthly Qualifying Rental Income

Documentation Required: Address of Principal Residence:
* Schedule E (IRS Form 1040) OR

* Llease Agreement or Appraisal Report

Step 1 When using Schedule E, determine the number of months the property was Enter Rental Unit | Rental Unit | Rental Unit
in service by dividing the Fair Rental Days by 30. Schedule E, Part | Box 2,
A, B, C. If Fair Rental Days are nof reported, the property is considered fo

be in service for 12 months unless there is evidence of a shorfer term of Fair Rental Days divided by 30

service.

Step 1. Result: The number of months the property was in service: Result ‘ 0.00 ‘ 0.00 ‘ 0.00 ‘

Step 2 Calculate the moniHy qun|ifying rental income using Step 2A: Schedule E OR
Step 2B: Lease Agreement or Appraisal Report.

Step 2 A. Schedule E - Part |

Al Enter total rents received (from the nen-ewner-eccupied units|. May enfer renf Enter
from individuaf unitfs) or combine. Line 3

A2  Enter total expenses. Lline 20 Subtract

A3  Add backinsurance expense. Line @ Add

A4  Add back mortgoge interest paid. Line 12 Add

A5  Add back tax expense. Lline 16 Add

A Add back homeowners’ association dues. This expense must 4

identified on Scheduvle £ in order fo add if back  Line 19

A7 Add back depreciation expense or depletion. Lline 18 Re ntal I n come

Add back any one-fime exiroordinary expense (e.g
evidence of the nature of the one-time extraordinary expenses
generally on Line 19. Other one time expenses [new roof or major reT™

AB

be found on the other expense lines.

Frumle mrlivetor] rrngal Tenld 1 FaNaTa) FaWaYa FaaTa)
Instructions—Cash Flow Analysis Calculator Liquidity Test Rental Income-Primary Residen Other Rental Income Worksheet IRS Form 8825 Worksheet
s
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Worksheet How to find Radian’s National Training’s Self-
Employed Borrower and Tax Return Resources

Click on the Menu on the top left of radian.com

Click on Training

Find Foundations On-Demand, then click on View Courses under Self-Employed Borrowers

Scroll down and you'll find all our Self-Employed Borrower resources including the Calculator Tutorial

LN

SEB Calculator Tutorial

Understand and evaluate Self-Employed Borrower (SEB) income to make informed loan decisions.

Watch Video

Self-Employed Borrower
Calculator Tutorial

Self-Employed Borrower

radian
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Conclusion

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.




