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For Arch Ml and Arch Ml For Credit Unions

Income Fundamentals 101

The First Step in Understanding
Acceptable Qualifying Income

a BACK TO BASICS course




Legal Disclaimer ¢ Arch | MI

Arch Mortgage Insurance Company is
providing this training to you for use as a
training tool only. These materials are not
intended, nor should they be relied upon
for any other purpose, including
underwriting actual mortgage loans
without independent verification and
testing by your in-house quality control
and/or compliance personnel or actual
preparation of documents, which may be
presented in the materials. All materials
presented are samples for illustrative
purposes only.
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Objectives M¢ Arch | MI

Acceptable Income.
— Stability.
— Continuance.

QIS

Income Categories.
— Employment Income.
— Non-Employment Income.

Income Continuance.
— Expiration Date Not Defined.
— Expiration Date Defined.

— Other.
Taxable vs. Non-Taxable Income. \

Q Arch MI
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Overview of Acceptable

Income
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What Makes Income Acceptable? }%Arch \ MI

Stability

Predictability

Arch Mi
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Stability and Predictability ¢ Arch | MI
Stability Predictability

History Continuance

Arch Mi
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Income Stability ¢ Arch | MI

$

2021 2022 2023

(Year-To-Date)
History
Two years.

Continuance
Three years.

Arch Mi
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Acceptable or Unacceptable? E:’;'rArCh \ MI

Can you document it?

Is there a history?

s it likely to continue?

Arch Mi
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Income Categories
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Income Categories ¢ Arch | M1

Acceptable

Non-
Employment

Employment Qualifying
Income Income Income

Arch MI
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Income Types ¢ Arch | M1

Employment Income

[T~

SELF-
SALARIED EMPLOYED VARIABLE INVESTMENT RENTAL RETIREMENT

\\/

Non-Employment Income

Arch Mi
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Employment Income — Salaried ¢ Arch | MI

= History.

= Continuance.

SALARIED

" Documentation.

" |[ncome Calculation.

Arch Mi
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Employment Income — Special Consideration ¢ Arch | MI

Em ployed by Fam | |y_ = Tax returns for the last two years.
O : = W-2s.
- Owned Business - Paystubs.
m
)
wn
>
; Pa rtia |_Yea r Pa|d = Teachers and others may be paid their yearly salary for fewer than
- 12 months.
m Em ployees = Income must be annualized over full 12 months.
O
Z
(@)
@) - . = Various pay and allowances; some non-taxable.
Z |V||||ta ry Leave and Ea rn|ngs = Reserve pay must be annualized.
m = Allowances other than the Basic Allowance-Housing (BAH)

Statement (LES)

and Basic Allowance-Subsistence (BAS) must be documented
as continuing.

" gcchaMldemy Income Fundamentals 101 13




Employment Income — Special Consideration ¢ Arch | MI

= Required two-year history of receipt.

=$300.

. = 26 pay periods listed in format 00-00.
Postal Service Income * First set of numbers refers to the pay period; second set of

numbers refers to the year.

9 AUtomObIIe AI IOwance = Must be added to income (not used to offset payment).
I

rm

X

W

I:E $1,200/month
™ Seasona| Unem p|oyment » Required two-year history of receipt. for 3 months.
X . = Must be annualized.

8 Compensatlon = Must be verified as likely to continue $1,200 x 3/12
=2

O

@)

<

m
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Paystubs and Earnings Statements l‘t’frArch ] MI

0 Arch MI
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Employment Income — Variable ¢ Arch | MI

= History.
= Continuance.
" Documentation.

" [Income Calculation.

Arch Mi
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Employment Income — Variable ¢ Arch | MI

Commission
A complete income

picture must include
Bonus historical income. Since
this income fluctuates,
qualifying income is
Overtime generally averaged using
current and historical
earnings.

Tips, Fluctuating Hourly, Shift
Differential and Other

0 FNODNI F18VIVA
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Income Categories

Self-

Employment

Arch Mi

s academy

25% or greater
ownership interest
in a business.

¢ Arch | M1

Five
different
business

structures.

Tax returns
are
required.

Income Fundamentals 101 18



Knowledge Check One ¢ Arch | MI

Which of the following is true regarding
Seasonal Unemployment Compensation:

1. Requires a two-year history of receipt.
2. Must be annualized.
3. Must be verified as likely to continue.

4. All the above.

%
e

Arch Mi

‘" academy Income Fundamentals 101 19



Check Your Understanding One }C%Arch \ MI

The correct answer is 4. All the Above.

Employment Income — Special Consideration }:’;'—Arch ‘ MI

= Seasonal Unemployment requires a...

= Required two-year history of receipt.
= Must be added to income (not used to offset payment).

Automobile Allowance

— Two-year history of receipt, AND

. . . $1,200/month
Seasonal Unemp|0yment = Required two-year history of receipt. P ——
. ® Must be annualized.
Compensatlon = Must be verified as likely to continue $1,200 x 3/12
=5300.

— It must be annualized, AND

@]
=
I
m
)
w
>
=
>
=
=
(w)
P
[}
@]
<
m

= 26 pay periods listed in format 00-00.

POSta| Ser\”ce I ncome = First set of numbers refers to the pay period; second set of
numbers refers to the year.

— It must be verified as likely to
continue.

Arch Mi
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Non-Employment Income ¢ Arch | MI
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Non-Employment Income Types

Mortgage Differential Royalty Mortgage Credit Certificate

Foster Care Housing or Parsonage

Trust
Retirement or Pension Notes Receivable
Rental Income

Dividends and Interest Capital Gain

Disability Alimony or Child Support Public Assistance

Social Security Boarder Income

Arch MI
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Non-Employment Related ¢ Arch | MI

Possibly Employment Related

Investment or Asset Related

Benefit Related

Rental

Retirement

Social Security

Alimony and Child Support

Arch Mi
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Continuance ¢ Arch | M1

Sometimes, you must prove
continuance of Qualifying Income.

Other times, you can assume
continuance of Qualifying Income.

Arch Mi
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Three Years Continuance (?)

AV

Expiration date is NOT
defined.

A A

Expiration date IS defined.

Arch Mi

~= ) academy

Proof of
Continuance
NOT
Required.

Proof of
Continuance
IS Required.

Evidence of
Ability to
Continue is
Required.

Evidence of
Ability to
Continue is
Required.

ZC’;" Arch ‘ MI

Dependent upon the
Depletion of an Asset.

Income Fundamentals 101
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Non-Employment Income —

M
Possibly Employment-Related ¢ Arch | MI

Income received from
allowing someone to
use your property.
Royalty payments for
the use of patents,

Income received from
providing foster-care Foster

services. Typically, a Care
two-year history of

receipt is required.

copyrighted works,
natural resource are
most common.

Or borroywey has
_ Providiy
Mcome is less +

total gros hau 307 of

S Are L
enerate r@\/@vxme\?‘.’\mm% / § q““"ﬁf'% Income,

snenally leaall

12+ VMOW+MS
9 service and +i,,

Arch MI
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Non-Employment Income —

<M
Possibly Employment-Related (continued) ¢ Arch | MI

Housing

Mortgage

. . or
Differential p
on :

crn U W 0oV W\O{\OV\S darsonage :"Sjv b@‘cowsxd@red Aalifiiy
O orate elotd , ome i docmmawmﬂom f J
ik corpot? o't 45 oSt recent 4 o
gd a5 WO e and +), 2 Mowths exist

0 US . t offs - ¢ allovaye s likely +¢

mor ¥4 oriine for the nex three

Years,

An employer subsidy used to
pay all or part of interest
differential between
employee’s present and
proposed mortgage payment.

An allowance paid for use

toward housing expenses,
such as that received by
clergy. Not military quarters
allowance.

Arch MI
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Non-Employment Income —
Investment- or Asset-Related

Capital
Gains

Notes
Lp pwoear VISt Receivable
and 0\00(/\W\@vﬁ’60\ eN\ din e
lice-assets cow e 50 oricol
| Fuknre, averane N

\V\

Verify income <

When a capital asset
is sold for more than
the purchase price.

Formed when a loan is made, and

a promissory note is signed. Income received from

money that has been
Account from which
the beneficiar
\ ou\vmcm(]i | fic y.
s frec 41 receives a distribution
swwed free and clear) an

: e.g., inheritance).
ld ¥he wote for vow, +hat 19 .8 |
MONoJr@sWZ@cc\\m\a\e/ Twucome.

Reported on a personal tax return
as “installment sale income” on
Form 6252.

One-time transaction
should not be used as
qualifying income.

Arch MI
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Non-Employment Income —

Investment- or Asset-Related (continued)

Dividends
Al pistor and Interest
. \Weo
r@ﬂ“}‘f\iﬂ@ ¢ +nree mor
con \4@0\‘(5

Earning generated from
investments such as
savings accounts and

certificates of deposit, or
stock ownership.
Considered income for that
tax year rather than a
capital gain.

Arch MI
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Employment-
Related
Assets

LIncome caley|
(?@W&il+f6§ +

comsid@mﬁows + Monj
Vmormag@) / WloH-g

Monthly income stream
calculated using
employment-related assets
(severance package,

retirement package/
account that borrower has
full access to, and
distributions are not set up.

Income Fundamentals 101

ation = Balgpee
Marke+ fluctuatioy,
€S Used ‘For
a9¢e term,
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Non-Employment Income — Benefit-Related $§Arch \ MI

Disability

Benefit from a disability
policy. Borrower’s disability
benefit eligibility, amount,

payment frequency must

be determined.

Arch MI

g/ academy

Mortgage
Credit
Certificate

lender vyl
the estimatey LNT WPl State or local government

credit oy 4 VVIOM?—V;;OMM-{— Of Sl certificate that allows a tax
addition ncom Y-basis as credit for mortgage
Potential I, ¢ fo help tye interest. Not a tax
ToWer dualify for deduction.
‘H/]G [oav;‘
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Non-Employment Income — Benefit-Related (continued)

Public
st Assistance
Nozfvwe whnew cowtnit
\VJ;\/W@@ or hore %\/\\
noy \et e #i9"
ot frequen
¢ peveft o

Program designed to help
needy families achieve self-
sufficiency. Often referred
to as Temporary Assistance
for Needy Families (TANF).

Arch MI
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¢ Arch | M1

Housing
Choice
Voucher
Program

Acceptable

. source of qualify;

ll/l)/;;oVn@ that does NOT r@;;{; =

Gv;j—orq of receip+ op paqmewf
ence. Copy of Voucher yys+

show Mont|
Y Paymen+ am
and whether i+ is mow-#-am(i;;?b

Federal government
program assisting very low-
income families, the
elderly, and the disabled to

afford housing. Also known
as Section 8 (named for
Section 8 of the U.S.
Housing Act of 1937).

Income Fundamentals 101
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Non-Employment Income — Rental ¢ Arch | MI

Income received for renting either a
Rental residential or commercial property.

Review Sehedule

€ of tax
When propers retury

Subject property can be a 2-4 unit generating ”@V'JF\;fhiijom?f:({ of
A lease

Income primary residence or 1-4 investment can be used for neyy|
property. acauired/rente proP@,,in ce

Income received from personal assistants (can be & \\

boarders/roommates renting shared relative of borrower) are NP‘ZZ 1
Boa rder living space in the principal residence or paid Wy Wedicaid Wm\;/cz(j\:’:/\der\cd
second home. Acceptable ONLY when [ Rt e A

Income e : cceptable stavle oo
(1) there is a live-in personal assistant to as Actep +6 200 of fotal gross

. a borrower with disabilities, (2) Fannie amount Mi\al{iﬂm@ come.
Mae’s HomeReady program. 4

" gcchaMldemy Income Fundamentals 101 32



Non-Employment Income — Retirement },;’;"Arch \ MI

Post-retirement pay received from Asset-based distribution
Retirement employer in the form of distributions “50({(/114-('5 must have
from asset accounts, e.g., 401(K), ~ SMfﬁc(@er funds for +e
Accounts individual retirement account, Keoghs, distributions o continue for
simplified employee pension. three more vears,

AN ot Retirement income can also be in the
\S P form of a traditional pension. Corporate
w()\u\'\w()“ and government pensions continue for
the lifetime of the recipient.

Arch Mi
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Non-Employment Income — Social Security (continued) L:%Arch \ MI

Social

Security
_ hoose ¢4
TZ@J;\\V 661 00\“ V\@o\(/\c@()\ rote &
bene rement |
(2, ful V@X( 0 o AVailable + people of

limited Income ang resources

Supplemental or SSlis a

Federal program which
Retirement benefit provides monthly
continues for the life of payments to people age
the recipient. 65 or older, and to
people who are blind or
disabled.

Q" Arch Mi Income Fundamentals 101 34
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Non-Employment Income — Social Security (continued)

academy

s Arch MI

Social Security
Disability Insurance
(SSDI) can be long-term

or short-term. Short-
term must support
continuance for the
next three years.

Social
ovement Securit
\N“ e (- y
S
\S

Survivor benefits are
paid to widows,
widowers and
dependents of eligible
workers.

25’;" Arch ‘ MI

Age of bcweﬁcmm Is often 4
f&]chor, SO Proof of
continuance for three years
Is required.

Income Fundamentals 101 35



Non-Employment Income — Alimony/Child Support ;;%Arch \ MI

Alimony/
Child
Support
Court-ordered child

Court-ordered spousal

support.

support.

Must review payment history

to determine its suitability as  Fy| e
regular and +ime
4 Payments

stable qualifying income. must Nave beey, bt o
Proposed or voluntary months o lovger. Tucome |/mrmsi<
‘ S

payments should not be continue for at lepst three more
considered as income. vears,

Arch Mi
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Knowledge Check Two ¢ Arch | MI

Is the following True or False?

= All retirement and pension accounts
require documentation to prove the
distributions will continue for three more
years.

Arch Mi
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Check Your Understanding Two L:’;'-Arch \ MI

The correct answer is False. Non-Employment Income — Retirement % Arch ‘ MI
] [ [ 1 'ost-retirement pay received from Asset-based di -
= Asset based distribution retirement S Fostrementpoyeciedrm ;ﬁé Adstrinsion
from asset accounts, e.g., 401(K), SHTTElent funds for +he
i A t gy . d iy
accounts must have sufficient funds for ceounts il et acount Koo,

the distributions to continue for three
more years.

Retirement income can also be in the
form of a traditional pension. Corporate

and government pensions continue for
the lifetime of the recipient.

= Pension funds typically do not require
continuance.

academy
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Income Continuance
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Continuance ¢ Arch | M1

Sometimes, you must prove
continuance of Qualifying Income.

Other times, you can assume
continuance of Qualifying Income.

Arch Mi
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Three Years Continuance (?)

AV

Expiration date is NOT
defined.

A A

Expiration date IS defined.

Arch Mi

~= ) academy

Proof of
Continuance
NOT
Required.

Proof of
Continuance
IS Required.

Evidence of
Ability to
Continue is
Required.

Evidence of
Ability to
Continue is
Required.

ZC’;" Arch ‘ MI

Dependent upon the
Depletion of an Asset.

Income Fundamentals 101
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Expiration Date Is NOT Defined ¢ Arch | MI

Automobile allowance.

Base salary.

Bonus, overtime, commission, or tip income.

DO NOT
need to
document a

Corporate retirement or pension.

Long-term disability income.

three-year Military income (including Base Pay, BAH and BAS).

e[S Ia[o=M Mortgage Credit Certificates.

Part-time, second job or seasonal income.

Rental income.

Social Security, VA or other government retirement.

Arch Mi
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Expiration Date IS Defined ¢ Arch | MI

Alimony or child support.

Mortgage differential payments.

Notes receivable.

MUST
document a Public assistance.

three-year
continuance.

Royalty payments.

Social Security (not including retirement or long-term disability).

Trust income.

VA benefits (not including retirement or long-term disability).

Arch Mi Income Fundamentals 101 43
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Dependent Upon Depletion of an Asset },‘;’;’rArch \ MI

Interest income.

MUST
document
ability of a

Dividend income.

three-year Employment-related asset depletion.
continuance.

Distributions from retirement accounts (401(K), IRA, Keogh, SEP).

Arch MI
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Other ¢ Arch | M1

MUST Capital gains.
document
ownership of

additional
property or
assets.

Arch MI

g/ academy
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Continuance: Will vs. Can }%Arch \ MI

Not the

“ nsame :

—

A
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Knowledge Check Three ¢ Arch | MI

Is the following True or False?

= You must ALWAYS prove continuance of
Qualifying Income.

%
e

Arch Mi
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Check Your Understanding Three }C’frArch \ MI

The correct answer is False. Continuance % Arch | M1

= Sometimes you must prove
continuance of Qualifying Income
and other times, you can assume
continuance of Qualifying Income.

Sometimes, you must prove
continuance of Qualifying Income.

Other times, you can assume
continuance of Qualifying Income.

Arch Mi
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Taxable vs. Non-Taxable
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Non-Taxable Income ¢ Arch | MI

Taxable Non-Taxable

S4,000 Gross S4,000 Gross
S3,000 Net S4,000 Net

Arch Mi
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Non-Taxable Income ¢ Arch | M1

Grossing Up Income

Standard Factor of 25%

$4,000 x 125% = $5,000

Arch Mi
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Non-Taxable Income ¢ Arch | M1

Non-
Child Support Taxable

Some Military

Income Allowances

Some Social Public
Security Assistance and

Benefits Workman’s Food Stamps
Compensation

Arch Mi
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Non-Taxable Income

535,800
* Hoad of

§19.400

* If you checked
vy b unides
Standard

Decicfian,
= instructions.

1a Total amount fram Formi(s) W-2, box 1 (sae instructions) 1a
b Household employee wages not reported on Formis) W-2 . b
¢ Tip income not reported on line 1a (sse instructions) 1e
d Medicaid waiver payments not reported on Form(s) W-2 (see Insu'ucliam} id
a Taxable dependent care banefits from Form 2441, line 26 1e
1 Employer-provided adoption benefits from Form 8839, line 29 11
g Wages from Form 8919, line 6 . | 1g
h Other samed income (see Instructions) . ST 1h
i Nontaxabls combat pay election (see instructions) | 4 |
z Add lines 1a through 1h e e 1z
2a Tax-exempt interest . . . 2a b Taxable interest . 2b
|__8a CQualified dividends . . . 3a b Ordinary dividends . 3b
4a |IRAdistributions . . . . 4a b Taxable ameount . 4b
S5a Pensions and annuities . . S5a b Taxable amount . Sb
|I!a Soclal security benafits . . Ga 24,972 |h Taxable amewunt . 5 - Gb 13,798 |
¢ Ifyou elact to use the lump-sum alection mathod, check here (sae instructions) |
T Capital gain or (less). Attach Schadule D if required. If not required, chack hare . O 7
8  Other income from Schedule 1, line 10 - B
9  Addlines 1z, 2b, 3b, 4b, 5b, Bb, 7, and &. Thlsisya.rlnulhnnma- . 9
10  Adjustments to income from Schedule 1, line 28 : 10
| 11 Subtract line 10 from line 9. This is your adjusted gross income 11
12  Standard deduction or itemized deductions (from Schedula A) 12
13 Qualified business income deduction from Form B985 or Form B895-A . 13
14  Addlines 12 and 13 . 14
16  Subiract line 14 from line 11. Il’zamarlass enter -n- 'I"hia Is your tudllu i'mnm-n 15

Arch Mi

~= ) academy
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Non-Taxable Income ¢ Arch | M1

Step One ®* Document non-taxable status with tax returns.
: : " |t is sometimes possible to use award letters, policy agreements,
Verlfy the Income is Non- account statements or other documentation that addresses the
Taxable. non-taxable status of the income.

Step Two

= Multiply the gross income by 125% (gross up factor of 25%).
Gross u P the Non-Taxable = You may use a higher factor, if the tax bracket warrants.

Income.

Z
O
=
>
x
>
o
—
m
=z
0O
O
<
m

Special Note for Child Support
and Military
Allowances/Entitlements

= Child support and military entitlements are never taxable.
= There is no need to collect documentation to prove non-taxable status.

Arch Mi
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Acceptable or Unacceptable? E:’;'rArCh \ MI

Can you document it?

Is there a history?

s it likely to continue?

Arch Mi
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Resources
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Arch MI Resources

ArchMI.com for Mortgage Lenders

Origination & Senvicing v Underwriting v Training v Resources v _ContagtUs v,

4 Arch ‘ MI
V< .
WA | -

Welcome to Arch MI

Arch M offers credit risk enhancement products, expert
risk management and financial solutions to help lenders
and investors reduce their exposure to mortgage risk.

VAN
X

Get a Quote Order MI & Service Loans Look Up Loan Status

Fun a quote using Ratestar, the Log In to CONNECT to order Mi Need to know the underwriting status of

industry's preferred risk-bzsed MI pricing and service your policies ina safe, your Mi request in a hurry? Our Loan

platform. Learn more > secure environment. Learn more > Status Lookup s here to help.

ajond e 199

N 43p10

0
o
2
o
]
o
)
1
=
@

¢ Arch | M1

ArchMICU.com for Credit Unions

Origination & Servicing v Underwriting v Training v Resources v _ContactUs v

Welcome to Arch Ml

Arch Ml offers credit risk enhancement products, expert
risk management and financial solutions to help lenders
and investors reduce their exposure to mortgage risk.

3¢ Arch | MI

VA N
X

Get a Quote Order MI & Service Loans Look Up Loan Status

Run a quote using RateStar, the Log in to CONNECT to order Mi Need to know the underwriting status of

industry's preferred risk-based MI pricing and service your policies in a safe, your Mi request in a hurry? Our Loan

platform. Learn more > secure environment. Learn more > Status Lookup is here to help.

B GlLToN-RED)

1IN 13p10

)
3
2
8
2
o
8
5
a
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"< Arch ‘ MI

Diana Swifi:

~ Senior National Trainer and

Llnkedln ArchMortgage Insurance Company : : ok ti LDesi
e = - Instructiona e5|gnerr ==

(@archml us)

.,!,facehook com (Facebook. com/Arch-Mortgage- 1nsura11te) : : : :
= Instagram (archm| us) - e pis
~ Vimeo (archmi_us) e ' = _ e

dswift@archmi.com |

Arch Mi
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