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Legal Disclaimer

The materials included in this presentation are intended for general information 
only. This presentation is not intended to be complete or all-inclusive regarding the 
matters discussed herein, and nothing contained in this presentation is intended, or 
should be relied upon, as legal, accounting, compliance or other professional 
advice. 

Although MGIC believes the information set forth in this publication is generally 
accurate, the information may be outdated due to the rapidly changing nature of the 
residential mortgage industry, and MGIC does not warrant the accuracy, reliability or 
completeness of any information contained in this publication. 

The information in this publication is culled from a variety of business and mortgage 
industry sources. Attribution is given where deemed necessary. Opinions and 
insights expressed herein do not necessarily represent the views of MGIC.



Employment and Other 
Income Worksheet

• Base, OT, Bonus, 
Commission & other 
income

• Non-taxable income

• SSI non-taxable gross up

• YTD or Annualized option

Get the worksheets at:  MGIC.COM/SEB



Variable Income - Agenda

• Defining variable income
• Variable income guidelines
• Analyzing overall risk 
• Calculation of income

• Secondary or part-time income
• Case study examples
• 1099 Borrowers



Variable Income

Fluctuating earnings

Amount is NOT predetermined, 
does NOT occur with regular 
frequency and a definite 
amount is NOT documentable  



Examples of Variable 
Income

Hourly – no 
set hours per 

week

Part-time 
employment

Shift or on-
call

Overtime Bonus Commission



• Verification complete?
• Any discrepancies?
• Any red flags? 
• Any questions?  
• Supporting documentation 

needed? 

Validate before you calculate



Variable Income Guidelines

• 24-month history is recommended – in no event should 
employment history be less than 12 months

• Calculation of income will be determined based on whether 
earning trend is consistent, increasing or decreasing

• Additional analysis should be done when the income 
fluctuates more than 10% from year to year  



Fannie Mae

It pays to read the 
guidelines… 
A FEW times



Freddie Mac
It pays to read the 

guidelines… 
A FEW times



Calculate by Income Trend

• When should I average?

• Can I use the YTD income in my calculation?

• Why isn’t it always the same in every file?

RISK 
VARIES



What is Trending?

Ask yourself which direction is the income going?

Same?

Up?

Down?



Remember The 4 Cs 

•Borrower’s willingness to repay a loan Credit
•Borrower’s ability to repay based on the amount & 

stability of incomeCapacity
•Borrower’s investment in the property from savings & 

other sourcesCapital
•Property’s value & marketability to provide adequate 

security for the loan based on an appraisal  Collateral



Assessing the Overall Risk

Loan File #1

Credit – includes one credit card account with six-
month history

Capital – the LTV is high and the down payment and 
closing costs are coming from gift funds

Collateral – the appraisal identified deferred 
maintenance 

Loan File #2

Credit – reflects good depth with a stellar payment 
history

Capital – the LTV is lower and assets to complete 
the transaction are coming from borrower’s own 
funds

Collateral – the property value is well supported by 
the appraisal



Word Bank:

• higher

• averaged

• lower

• disregarded

1. If the trend in the amount of income is stable or 
increasing, the income amount should be 
____________.

2. If the trend is declining but has since stabilized 
and there’s no reason to believe the borrower 
will not continue to be employed at the current 
level, the ____________ amount of income must 
be used. 

3. If the trend is declining the income may not be 
stable.  Additional analysis must be conducted to 
determine if any income should be used but in 
no instance may it be ____________ over the 
period when the decline occurred

averaged

lower

averaged



Clarifying Questions

• How are you paid?  Hourly, salary, on call

• How often are you paid?  Weekly, bi-weekly, semi-monthly

• Have you had any recent promotions or raises?

• Do you receive regular OT, bonus, commissions, shift diff?

• Have you been off work for any period of time in the past 
24 months (besides vacations)



Hourly – no set hours per 
week

Indicators
• Hours < 40  fluctuating week 

to week

• YTD doesn’t support stated 
hours

• Prior year does not support 

What can you do?
• Obtain multiple consecutive 

paystubs

• Check for seasonality, if so 
provide supporting documents

• Was borrower off work for any 
period? Provide dates



Secondary or Part-Time Income
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Use the 
varies 
drop 

down!





Can Secondary Seasonal Income 
Be Used?

Borrower has worked as a ski instructor during the winter 
months for the past 3 years. At the time of application, he is 
currently not working at this job. Can we use this income?

Answers:  
A: No, he would need to currently be working 
B: Yes, with verification of earnings for the previous 2 
years along with confirmation that he is hired for the 
upcoming season



Case #1: Varied Hours

Borrower is employed in healthcare and 
has been at their current employment 
with Any Hospital for 4.5 years. 

Paystubs show the borrower does not 
work set hours and is paid weekend/night 
shift differential.  

•How would you calculate the qualifying 
income?

•What other questions might you have?



Lumping all Income Together





Case #2: Commissions

Borrower has been employed in the same 
position with the same employer for 15+ 
years. He receives a monthly base income 
of $5,500 that is supported by a VOE. 

Commission earnings need to be included 
from his job as an Account Executive for 
the largest liquor vendor for restaurants in 
the city.

What concerns would you have based on 
the following?
What Income will you use (if any) for 
commissions?



26



To Whom it May Concern,

Effective April 17, 2023 Joe Consumer and More4You Liquors renegotiated terms of his compensation 
based on a recent economic downturn in business.  Post 2020 More4You Liquors has experienced a slight 
reduction in customer base due to closure of several businesses impacted by the pandemic closures.  Our 
earnings as a whole have stabilized after adjusting to the reduction in gross sales. 

The resulting changes to Mr. Consumers base were an increase to his base compensation to $66,000 
annual and a flat rate commission per month providing he meets a minimum of 20 cases sold per month.  
The new commission rate per month is 1400.00 

Meeting this criteria is attainable as evidenced in the earnings received since April 17, 2023.  Mr. 
Consumer has an active 250 count customer base and his monthly commission goal represents 8% of his 
customer base.  Mr. Consumer is also eligible for additional commissions on cases sold exceeding his 
minimum.  Joe has achieved that amount each month since April 2023.

The year do date income reflects his flat rate commission was achieved and we usually experience 
average income during the first quarter of the year due to the post-holiday down time. 

I have attached the most recent fully executed contract as well as commission activity statement for the 
past year and year to date.

Sincerely,

Marilyn Moneybags, Chief HR Officer

Explanation on decline

YTD supports comments

Documentation supports 
calculations

Reiteration of pay structure



Is it okay to average 
declining income?

Could we use this 
income without an 
explanation?



Case #3: Bonus Income

Borrower started their current job as a 
Marketing Specialist 5/20/2020.

Borrower is paid base plus bonus and needs 
both sources to qualify. 

VOE in file shows the following earnings  

Would you use bonus income?
If so, how would you calculate it?



Base Plus Bonus





Annualizing option



How Would You Calculate 
Variable Income With a Gap?

Borrower was on leave due to COVID-19 in 
2022 for two months. Their earnings are 
100% commission income.  

2022 = $60,000
2021 = $50,000

Answers:  
A: $110,000/22 = $5,000.00 
B: $110,000/24 = $4,583.33



1099 Income Borrowers

Independent 
Contractor

Freelance

ClergyTrucker

Traveling 
Nurse



Income Reported on 1099

• Borrower receives income via Form 1099 but 
is not considered an employee or self-
employed

• Documentation path is undetermined    

• Borrower receives income via Form 1099 but 
is not considered an employee or self-
employed

• Documentation path is undetermined    

Challenge:

• Schedule 1 of 1040s as other income
• On Schedule C  
• Schedule 1 of 1040s as other income
• On Schedule C  

Determine how the borrower 
reports income



Reported on Schedule 1



Reported on Schedule C

FHLMC on Schedule C

Can treat as non-SEB if:

1. Gross receipts or sales are equal to 1099
2. Total expenses are <= 5% of gross receipts or 

sales after deducting no-cash expenses
3. Cost of goods sold $0 AND
4. 12 -month history of 1099 income and 

reported expenses are present



Thank You



Freddie Mac - FAQ Question

The written VOE documents fluctuating hourly earnings and a 
raise received this calendar year.  

The written VOE also shows an entry for “average hours per 
week.”  

May this field be used as a verification of the average number 
of hours worked during the prior and current year to calculate 
income using the current rate of pay?

Yes? or No?  Put your response in the chat panel!


