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 Understanding Desktop Underwriter- The Basics
 Understanding Loan Product Advisor- The Basics
 Calculating Income Part I: Income Documentation and Review
 Review and Calculate Miscellaneous Employment Income 

 Review and Calculate Miscellaneous Non-Employment Income 

Recommended Prerequisites 



Income Calculation
Annual Salary/ 12 months
Weekly- Every Week Weekly Base x 52 / 12 months
Bi-Weekly- Every Two Weeks Bi-Weekly Base x 26/ 12 months
Bi-Monthly- Twice a Month Bi-Monthly Base x 2
Hourly- Per Hours Worked Hourly Rate x # of Hours Per Week x 52/ 12 months 
Pier Diem, Commissions, OT… Average over 24 month Period

Always show your work!





Calculators

https://enactmi.com/self-employed-borrower-calculators

https://enactmi.com/self-employed-borrower-calculators


Income Calculation Exercises

Keep in Mind:

Sometimes there are 
several ways to calculate 

income!



Two year history is required on the 1003 for all applicants
• Spell out the full, complete business name and address.
• Correctly identify type of employment:

• Does the borrower receive a W-2 or 1099?
• If the borrower owns 25% or more of the business, they are self-employed.
• Note- A borrower may be self-employed and get a W-2 from that business.

• Years on job and employed in line of work will be compared to job title and credit report.
• Title/Type of Business should convey enough information to:

• Convey what duties the borrower performs.

Verifying Employment History



A minimum history of two years of employment is recommended. However, in certain circumstances 
income that has been received for a shorter period of time may be acceptable. Each file is reviewed 
individually.   
Base Pay (Salary and Hourly)

Obtain the following documents:
• A Completed Verification of Employment,  (VOE) a/k/a  Form 1005 or
• The Borrower’s Recent Paystub & W-2 Forms (covering the most recent two-year period). A 

written VOE may be required to document the income types included on the W-2.
• The paystub must be dated no earlier than 30 days prior to the initial loan application and it 

must include all y-t-d earnings.
• They must be computer generated or typed by the employer.

• A Verbal Verification of Employment (VVOE)- Fannie Mae
• PCV- Freddie Mac

• Fannie Mae & Freddie Mac require lenders to have each borrower complete and sign a separate 
IRS Form 4506-C or alternative at or before closing if any income is being used in the transaction.

Verifying the Qualifying Income



• What Income Documents Will Penny Need to Provide?

Meet Borrower Penny 

2022



Verifying Previous Employment History

For Freddie Mac, For A Borrower Who Experienced Recent Employment Gaps (e.g. 30 Days), Although A Letter Of 
Explanation Is Not Required, The Seller Remains Responsible For Establishing The Employment Is Stable, Which 

May Require Analysis Of Recent Employment Gaps; Guide Section 5303.2(a)(i)



How frequently is Penny Paid?

Pay Statement Review



What is Penny’s Base Income?
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What is Penny’s Base Income?
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What is Penny’s Base Income Y-T-D?

14



Which Income is supported?

15



Verifying Non-Employment Income



Can Penny use her Auto Allowance?

17



For an automobile allowance to be considered as acceptable stable income, the borrower must 
have received payments for at least two years. The lender must add the full amount of the 
allowance to the borrower’s monthly income, and the full amount of the lease or financing 
expenditure to the borrower’s monthly debt obligations.

Auto Allowance - Fannie Mae

https://selling-guide.fanniemae.com/
B3-3.1-09, Other Sources of Income (12/15/2021)

https://selling-guide.fanniemae.com/


History of receipt: Two years, consecutive1

Continuance: Must be likely to continue for at least the next three years
Calculation: The Seller may add the full amount of the allowance to the Borrower’s qualifying 
income, and when calculating the Borrower’s debt payment-to-income ratio, the Seller must 
include the full amount of the monthly automobile financing expense in the calculation of the 
Borrower’s monthly debt payment (refer to Section 5401.2). The Seller may not subtract the 
automobile allowance from the monthly automobile financing expense.
Documentation Requirements with Streamline Accept and Standard All of the following:
All of the following:
YTD paystub(s) documenting all YTD earnings, W-2 forms for the most recent two calendar 
years and a 10-day PCV
Or all of the following:
Written VOE documenting all YTD earnings and the earnings for the most recent two calendar 
years and a 10-day PCV

Freddie Mac – Auto Allowance

Freddie Mac Selling Guide 5303.3 Specific requirements for additional employed income

https://guide.freddiemac.com/app/guide/section/5401.2


Can Penny use her Housing Allowance?

20



A housing or parsonage allowance may be considered qualifying income if there is 
documentation that it has been received for the most recent 12 months and the allowance is 
likely to continue for the next three years. The housing allowance may be added to income but 
may not be used to offset the monthly housing payment. 

Fannie Mae Housing or Parsonage Allowance

B3-3.1-09, Other Sources of Income (12/15/2021)
https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


History of receipt: Most recent 12 months
Continuance: Must be likely to continue for at least the next three years
Calculation: Use the documented monthly payment amount
Documentation Requirements with Streamline Accept and Standard Documentation 
Levels: 
• Written verification of employment (VOE), a letter from the employer or paystubs 

documenting the amount of the housing or parsonage allowance and the terms under which 
it is paid, and

• Documented evidence of the most recent 12 months' receipt of the housing or parsonage 
allowance

The housing allowance may not be used to offset the monthly housing payment.

Freddie Mac – Housing or Parsonage Allowance

Housing or parsonage allowance (for military housing entitlements refer to Section 5303.3(d). For housing allowance received 
pursuant to an employee relocation program, refer to Section 4408.3 (c))

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types

https://guide.freddiemac.com/app/guide/content/a_id/1000653
https://guide.freddiemac.com/app/guide/content/a_id/1003305


What Additional Documentation should be 
Reviewed?

23
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What Income Documents Will John Need to Provide?

Meet Borrower John 

Local Iron Workers Union W2’s from various jobs
•Income  ‘21 ’22  `2023

• W2 $52,399 $61,555 
*Y-T-D paystub As of 09-30-2023 $59,765
John  is unemployed seasonally (you are trying to use his 
unemployment to qualify)



What is John’s Base Income?
Local Iron Workers Union W2’s from various jobs
•Income  ‘21 ’22  `2023

• W2 $52,399 $61,555 
*Y-T-D paystub As of 09-30-2023 $59,765



Variable Income
All income that is calculated by an averaging method must be reviewed to assess the 
borrower’s history of receipt, the frequency of payment, and the trending of the amount of 
income being received. Examples of income of this type include income from hourly workers 
with fluctuating hours, or income that includes commissions, bonuses, or overtime.
History of Receipt: Two or more years of receipt of a particular type of variable income is 
recommended; however, variable income that has been received for 12 to 24 months may be 
considered as acceptable income, as long as the borrower’s loan application demonstrates that 
there are positive factors that reasonably offset the shorter income history.

Fannie Mae - Variable Income

https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


Income Trending: After the monthly year-to-date income amount is calculated, it must be 
compared to prior years’ earnings using the borrower’s W-2’s or signed federal income tax 
returns (or a standard Verification of Employment completed by the employer or third-party 
employment verification vendor).
• If the trend in the amount of income is stable or increasing, the income amount should be 

averaged.
• If the trend was declining, but has since stabilized and there is no reason to believe that the 

borrower will not continue to be employed at the current level, the current, lower amount of 
variable income must be used.

• If the trend is declining, the income may not be stable. Additional analysis must be conducted 
to determine if any variable income should be used, but in no instance may it be averaged 
over the period when the declination occurred.

Fannie Mae - Income Trending

https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


The degree of fluctuation and the length of receipt of the income must be considered when 
calculating income used to qualify for the Mortgage. The Seller must evaluate the income trend 
and use the amount that is most likely to continue for the next three years.
Consistent and increasing income trends
If the income is consistent or the trend is increasing, the Seller must average the most recent 
year(s) and YTD income over the applicable number of months documented. However, if the 
increase between the prior year(s) and YTD earnings exceeds 10%, additional analysis is 
required and additional documentation may be necessary to determine income stability in order 
to use the higher amount when calculating the qualifying income. The analysis and 
documentation must support the amount of income used to qualify the Borrower. Acceptable 
factors include, but are not limited to, promotion and income increasing consistently year over 
year.

Freddie Mac - Calculation of Fluctuating Employment 
Earnings 

https://guide.freddiemac.com/app/guide/section/5303.4

https://guide.freddiemac.com/app/guide/section/5303.4


The degree of fluctuation and the length of receipt of the income must be considered when 
calculating income used to qualify for the Mortgage. The Seller must evaluate the income trend 
and use the amount that is most likely to continue for the next three years.
Declining trend
The Seller must use the year-to-date income and must not include the previous higher level 
unless there is documentation of a one-time occurrence (e.g., injury) that prevented the 
Borrower from working or earning full income for a period of time and evidence that the 
Borrower is back to the income amount that was previously earned.

If the decline between the prior year(s) and/or YTD earnings exceeds 10%, the Seller must 
conduct further analysis and additional documentation may be necessary to determine whether 
the income is currently stable. This analysis must include the reason for the declining trend, and 
support that the current income has stabilized.

Freddie Mac - Calculation of Fluctuating 
Employment Earnings 

https://guide.freddiemac.com/app/guide/section/5303.4

https://guide.freddiemac.com/app/guide/section/5303.4


Can John Use Unemployment Income to Qualify?
202

02021



Seasonal employment and unemployment compensation 
The Borrower must have a two-year consecutive history of receiving income from seasonal 
employment and the seasonal employment income must be likely to continue for at least the 
next three years in order to consider the income for qualifying. Unemployment compensation 
associated with seasonal employment may be considered qualifying income if the Borrower has 
a two-year history of receipt and the unemployment compensation is likely to continue for at 
least the next three years. The Seller must not use seasonal employment income or 
unemployment compensation to qualify the Borrower unless the income is reported on the 
Borrower's individual federal income tax returns for the most recent two-year period

Seasonal Employment and Unemployment



Verify the borrower has at least a two-year history of seasonal employment and income.
*Unemployment compensation cannot be used to qualify the borrower unless it is clearly 
associated with seasonal employment that is reported on the borrower’s signed federal income 
tax returns. Verify that the seasonal income is likely to continue.
Documentation
Document that the borrower has received the payments consistently for at least two years by 
obtaining copies of signed federal income tax returns.

Seasonal Income and Unemployment - Fannie Mae 

*Unemployment compensation may be used in qualifying a borrower for a high LTV refinance loan whether 
it is seasonal or non-seasonal.

B3-3.1-05, Secondary Employment Income (Second Job and Multiple Jobs) and Seasonal Income (02/03/2021)

https://www.fanniemae.com/content/guide/selling/b3/3.1/09.html#Tip.20Income

B3-3.1-09, Other Sources of Income (12/16/2020)

https://www.fanniemae.com/content/guide/selling/b3/3.1/09.html#Tip.20Income


Seasonal employment may be primary employment (e.g., highway construction and road work 
in colder regions) or secondary employment (e.g., educators teaching summer school). The 
Borrower's earnings may be comprised of base non-fluctuating earnings, fluctuating hourly 
earnings and/or additional employed income.
Additional Requirements
When unemployment income associated with the seasonal employment is being used as stable 
monthly income:
A documented two-year history of seasonal employment and income receipt is required, and
The requirements for unemployment income associated with seasonal employment in Section 
5303.3 must be met

Freddie Mac – Seasonal Employment

https://guide.freddiemac.com/app/guide/section/5303.2

https://guide.freddiemac.com/app/guide/section/5303.3
https://guide.freddiemac.com/app/guide/section/5303.3
https://guide.freddiemac.com/app/guide/section/5303.2


History of receipt: Two years, consecutive1

Continuance: Must be likely to continue for at least the next three years
Calculation: Refer to Section 5303.4(b) for calculation guidance and requirements
Documentation Requirements with Streamline Accept and Standard All of the following:
Proof of receipt of unemployment compensation for the most recent two-year period (e.g., IRS 
Form 1099-G(s) and/or equivalent documentation)

Freddie Mac – Unemployment associated with 
Seasonal Income

Freddie Mac Selling Guide 5303.3 Specific requirements for additional employed income

https://guide.freddiemac.com/app/guide/section/5303.4


Tax Return Review for Unemployment



Requirements for hourly, salary and commission income 
Alternative Methods to verify Employment
• If the employer will not verbally verify employment, the lender can obtain

• a written verification (other than an additional paystub) confirming the borrower’s current employment status within the same 
time frame as the verbal VOE requirements. The written documentation must include the name and title of the person who 
completed the verification for the employer.

• an email exchange with the borrower's employer from the employer's work email address within the same time frame as the 
verbal VOE requirements.

• The lender must conduct additional due diligence to confirm that the email address for the employer is accurate. Examples 
of due diligence include, but are not limited to, searches of domain name on employer website (review for match to 
employer email address), employer directory on the internet, or other professional networking or business profile websites.

• The email exchange must include borrower's name and employer's name; name, title, and work email address of the 
individual contacted at the employer; date of contact; and borrower's current employment status.

• If the borrower is a union member who works in an occupation that results in a series of short-term job assignments (such as a skilled 
construction worker, longshoreman, or stagehand), and the union facilitates the borrower’s placement in each assignment, the lender 
may obtain the verbal VOE from the union.

• If the employer uses a third-party employment verification vendor, the lender must obtain written verification from the vendor of the 
borrower’s current employment status within the same time frame as the verbal VOE requirements.

Verbal VOE (VVOE) Requirement- Fannie Mae

B3-3.1-07, Verbal Verification of Employment (08/03/2022)
https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


• Certain union members may work in industries where they may switch employers frequently 
and the union facilitates the next position. In that case, the Borrower may have multiple YTD 
paystubs and W-2s, all of which can be used for the verification and calculation of stable 
monthly income. The Borrower's earnings may be comprised of base non-fluctuating 
earnings, fluctuating hourly earnings and/or additional employed income.

• A Borrower may exhibit a stable and consistent employment and income history, regardless 
of the number of employers.

• The Borrower may or may not be in between employers at the time of closing. If the Seller 
determines that the Borrower's employment and income history is stable and it is 
documented that the Borrower has multiple jobs as described above, it may be acceptable to 
obtain the 10-day PCV (refer to Section 5302.2(d)) from the union. The Seller must make this 
determination based on a review of all employment and income characteristics.

Freddie Mac- PCV
Freddie Mac Selling Guide 5303.2 Primary and secondary employment and income

https://guide.freddiemac.com/app/guide/section/5302.2


Neil has Full Time Employment Income
Neil Nurse works Full-time at All Care Clinic and receives a salary 
of $75,000. He has been with the hospital for 22 years.

Neil also has Secondary Income
Neil also works part-time as a RN in a Rehab Center. He started 
his current position June 01, 2022. He makes $25 per hour and is 
scheduled 20 hours minimum per week.
Prior to the Rehab Center Neil worked at Rehab in Style for 8 
years. He left that position April 5, 2022. Neil earned $2,000 a 
month there.

We are looking for Neil’s qualifying Income for a Fannie Mae loan.
You have Neil’s W2’s and both y-t-d paystubs that support the 
information on the application.

Meet Borrower Neil



Neil Nurse works Full-time at All Care Clinic and 
receives a salary of $75,000. He has been with 
the hospital for 22 years.
He is paid Semi Monthly @ $3,125  

Meet Borrower Neil



Neil Nurse works Full-time at All Care Clinic and receives a salary of $75,000. He has been with the 
hospital for 22 years.

Meet Borrower Neil



Neil also has Secondary Income-

Neil also works part-time as a RN in a Rehab Center. He started his current position June 01, 2022. He 
makes $25 per hour and is scheduled 20 hours minimum per week.
Prior to the Rehab Center Neil worked at Rehab in Style for 8 years. He left that position April 5, 2022. 
Neil earned $2,000 a month there.
We are looking for Neil’s qualifying Income for a Fannie Mae loan.

Meet Borrower Neil



Neil also has Secondary Income-

Neil also works part-time as a RN in a Rehab Center. He started his current position June 01, 2022. He 
makes $25 per hour and is scheduled 20 hours minimum per week.
Prior to the Rehab Center Neil worked at Rehab in Style for 8 years. He left that position April 5, 2022. 
Neil earned $2,000 a month there.
We are looking for Neil’s qualifying Income for a Fannie Mae loan.

Meet Borrower Neil



Meet Borrower Neil
Neil also works part-time as a RN in a Rehab Center. He started his current position June 01, 2022. He 
makes $25 per hour and is scheduled 20 hours minimum per week.
Prior to the Rehab Center Neil worked at Rehab in Style for 8 years. He left that position April 5, 2022. 
Neil earned $2,000 a month there.
We are looking for Neil’s qualifying Income for a Fannie Mae loan.



Verification of a minimum history of two years secondary employment income is recommended. 
However, income that has been received for a shorter period of time (but, no less than 12 
months) may be considered as acceptable income, as long as there are positive factors to 
reasonably offset the shorter income history.
A borrower may have a history that includes different employers, which is acceptable as long as 
income has been consistently received. In no instance may the borrower have any gap in 
employment greater than one month in the most recent 12-month period, unless the secondary 
employment is considered seasonal income

Fannie Mae- Secondary Income

B3-3.1-05, Secondary Employment Income (Second Job and Multiple Jobs) and Seasonal Income (12/15/2021)
https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


• Your Borrower has documented Social Security Benefits.
• The Annual Benefit is $6,800.
• You have Tax Returns documenting the amount of the benefit that is taxable.

What is the amount of income that may be used as Qualifying Income for Fannie Mae?

Social Security Income- Taxable or Non-Taxable?



• Your Borrower has documented Social Security Benefits.
• The Annual Benefit is $6,800.
• You do not have Tax Returns documenting the amount of the benefit that is taxable.

What is the amount of income that may be used as Qualifying Income for Freddie Mac?

Social Security Income- Taxable or Non-Taxable?



Social Security income for retirement or long-term disability that the borrower is drawing from 
his or her own account/work record will not have a defined expiration date and must be 
expected to continue. 

However, if Social Security benefits are being paid as a benefit for a family member of the 
benefit owner, that income may be used in qualifying if the lender obtains documentation that 
confirms the remaining term is at least three years from the date of the mortgage application.

Document regular receipt of payments, as verified by the following, depending on the type of 
benefit and the relationship of the beneficiary (self or other) as shown in the table on the next 
slide-

Fannie Mae Social Security

B3-3.1-09, Other Sources of Income (12/14/2022)
https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


Fannie Mae Social Security

B3-3.1-09, Other Sources of Income (12/14/2022)

https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


B3-3.1-01, General Income Information 
Using Nontaxable Income to Adjust the Borrower’s Gross Income
The lender should give special consideration to regular sources of income that may be nontaxable, such as 
child support payments, Social Security benefits, workers’ compensation benefits, certain types of public 
assistance payments, and food stamps.

The lender must verify that the particular source of income is nontaxable. Documentation that can be used for 
this verification includes award letters, policy agreements, account statements, or any other documents that 
address the nontaxable status of the income.

If the income is verified to be nontaxable, and the income and its tax-exempt status are likely to continue, the 
lender may develop an “adjusted gross income” for the borrower by adding an amount equivalent to 25% of the 
nontaxable income to the borrower’s income.

If the actual amount of federal and state taxes that would generally be paid by a wage earner in a similar tax 
bracket is more than 25% of the borrower’s nontaxable income, the lender may use that amount to develop the 
adjusted gross income, which should be used in calculating the borrower’s qualifying ratio

Tax Exempt Income - Fannie Mae

https://selling-guide.fanniemae.com/

https://selling-guide.fanniemae.com/


History of receipt: A history of receipt is not required
Continuance: Must be likely to continue to remain tax exempt
Calculation: To determine the amount to adjust (i.e., "gross-up") the Borrower's income, use:
• 25% of the tax-exempt portion of the income or
• The current federal and state income tax withholding tables

Documentation Requirements with Streamline Accept and Standard Documentation 
Levels : Copy of complete federal individual income tax return for the most recent one-year 
period or other documentation evidencing that the income, or a portion of the income, is tax 
exempt.

Tax Exempt Income – Freddie Mac

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types
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Enact Rate Express®
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Enact Underwriting Guidelines
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Enact Training Resources
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Enact Training Resources



• ActionCenter® : 800 444.5664
• Your Local Enact Regional Underwriter
• Your Enact Sales Representative

56

Your Enact Resources
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As Many of you know,  there has been a devastating fire in Lahaina Maui.  There were many lives lost and 
many more people that are still missing.
If any one of you have been there,  you know what a magical place Lahaina is.. With its rich history of the 
Hawaiian Islands.  
Please do what you can to help the people of Hawaii at this time.  
There are links Below of Organizations that you can donate to help.  

Maui Strong - Hawaii Community Foundation
Maui Salvation Army
Maui Food Bank, Inc
Maui Humane Society, Inc

https://www.hawaiicommunityfoundation.org/maui-strong
https://fundraise.salvationarmyhawaii.org/give/508336/#!/donation/checkout
https://mauifoodbank.org/donate/
https://www.mauihumanesociety.org/donate-olx/


Enact Mortgage Insurance is happy to provide you with these training materials. While we strive for accuracy, we also know that any 
discussion of laws and their application to particular facts is subject to individual interpretation, change, and other uncertainties. Our 
training is not intended as legal advice and is not a substitute for advice of counsel. You should always check with your own legal 
advisors for interpretations of legal and compliance principles applicable to your business. 

ENACT EXPRESSLY DISCLAIMS ANY AND ALL WARRANTIES, EXPRESS OR IMPLIED, INCLUDING WITHOUT LIMITATION 
WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE, WITH RESPECT TO THESE MATERIALS 
AND THE RELATED TRAINING. IN NO EVENT SHALL ENACT BE LIABLE FOR ANY DIRECT, INDIRECT, INCIDENTAL, PUNITIVE, 
OR CONSEQUENTIAL DAMAGES OF ANY KIND WHATSOEVER WITH RESPECT TO THE TRAINING AND THE MATERIALS.

58

Legal Disclaimer

Enact Mortgage Insurance offers a comprehensive suite of training opportunities to boost your know-how, benefit your bottom line, and serve your borrowers 
better. Visit EnactMI.com to learn more.
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