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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

Recommended Prerequisites 

https://new.mortgageinsurance.genworth.com/course-catalog

https://new.mortgageinsurance.genworth.com/course-catalog


Understand the Different Types of Income and How to Document Them
• Capital Gain
• Alimony & Child Support
• Social Security

• Tax Exempt
• Public Assistance
• Foster Care
• Interest or Dividends

Objective



Key concepts of the rule:
• The creditor must make a reasonable and good faith determination that the consumer has the 

ability to repay the loan.
• Mortgage borrowers must provide ample financial documentation; lenders must verify the 

documents.
• In order to be approved for a particular home loan, the borrower must have sufficient income 

and assets to repay the loan in accordance with ATR rule.

Ability-to-Repay (ATR) Rule 



The Mortgage Application 1003/65



Verifying Non - Employment History



Fannie Mae
Resources
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Selling Guide

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

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


Fannie Mae Selling Guide

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

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


Fannie Mae Selling Guide
• B3-3.1-09, Other Sources of Income (12/14/2022)

This topic provides information on documenting and qualifying a borrower’s income from sources other than wages and salaries,
including: • Documentation Requirements for Current 

Receipt of Income

• Alimony, Child Support, or Separate 
Maintenance

• Automobile Allowance

• Boarder Income

• Capital Gains Income

• Disability Income — Long-Term

• Employment Offers or Contracts

• Employment-Related Assets as Qualifying 
Income

• Foreign Income

• Foster-Care Income

• Housing or Parsonage Allowance

• Interest and Dividends Income

• Mortgage Credit Certificates

• Mortgage Differential Payments Income

• Non-Occupant Borrower Income

• Notes Receivable Income

• Public Assistance Income

• Retirement, Government Annuity, and Pension 
Income

• Royalty Payment Income

• Schedule K-1 Income

• Social Security Income

• Temporary Leave Income

• Tip Income

• Trust Income

• Unemployment Benefits Income

• VA Benefits Income

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

https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Documentation.20Requirements.20for.20Current.20Receipt.20of.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Documentation.20Requirements.20for.20Current.20Receipt.20of.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Alimony.2C.20Child.20Support.2C.20or.20Separate.20Maintenance
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Alimony.2C.20Child.20Support.2C.20or.20Separate.20Maintenance
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Automobile.20Allowance
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Boarder.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Capital.20Gains.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Disability.20Income.20.E2.80.94.20Long-Term
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Employment.20Offers.20or.20Contracts
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Employment-Related.20Assets.20as.20Qualifying.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Employment-Related.20Assets.20as.20Qualifying.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Foreign.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Foster-Care.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Housing.20or.20Parsonage.20Allowance
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Interest.20and.20Dividends.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Mortgage.20Credit.20Certificates
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Mortgage.20Differential.20Payments.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Non-Occupant.20Borrower.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Notes.20Receivable.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Public.20Assistance.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Retirement.2C.20Government.20Annuity.2C.20and.20Pension.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Retirement.2C.20Government.20Annuity.2C.20and.20Pension.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Royalty.20Payment.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Schedule.20K-1.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Social.20Security.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Temporary.20Leave.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Tip.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Trust.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#Unemployment.20Benefits.20Income
https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B3-Underwriting-Borrowers/#VA.20Benefits.20Income
https://selling-guide.fanniemae.com/
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Selling Guide Income Topic 5300 Revised

https://guide.freddiemac.com/app/guide/section/5305.2

https://guide.freddiemac.com/app/guide/section/5305.2


Income continuance charts were added to Topic 5301.1
• Income and earnings types typically without documentable continuance
• Income types with documentable continuance
• Other income types that may or may not have documentable continuance

Income Continuance Requirements

Freddie Mac’s Single-Family Seller/Servicer Guide Series 5000: Origination and Underwriting
Topic 5300: Stable Monthly Income and Asset Qualification Sources
Chapter 5301: General Requirements for All Stable Monthly Income and Asset Qualification Sources



Loan Product Advisor Documentation Matrix

https://sf.freddiemac.com/content/_assets/resources/pdf/update/docmatrix.pdf

https://sf.freddiemac.com/content/_assets/resources/pdf/update/docmatrix.pdf


Non – Employment Income Sources
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Income received from capital gains is generally a one-time transaction; therefore, it should not be 
considered as part of the borrower’s stable monthly income. However, if the borrower needs to rely 
on income from capital gains to qualify, the income must be verified in accordance with the following 
requirements. 

Verification of Capital Gains Income
Document a two-year history of capital gains income by obtaining copies of the borrower’s signed 
federal income tax returns for the most recent two years, including IRS Form 1040, Schedule D.
Develop an average income from the last two years (according to the Variable Income section of the 
Selling Guide, B3-3.1-01, General Income Information) and use the averaged amount as part of the 
borrower’s qualifying income as long as the borrower provides current evidence that he or she owns 
additional property or assets that can be sold if extra income is needed to make future mortgage 
loan payments.

Fannie Mae Capital Gain Income

Capital losses identified on IRS Form 1040, Schedule D, do not have to be considered when calculating income or liabilities, even if the 
losses are recurring.

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

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


History of receipt: Most recent two-years of realized capital gains
Continuance: Document that sufficient assets remain after closing to support continuance of 
the capital gain income, at the level used for qualifying, for at least the next three years
Calculation: 24-month average
Documentation Requirements with Streamline Accept and Standard Documentation 
Levels
• Copy of complete federal individual income tax returns for the most recent two-year period 

reflecting capital gain income, and,
• Evidence of sufficient assets to support the qualifying income

Freddie Mac Capital Gain Income

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types



Alimony, Child Support or Separate Maintenance Payments
Income from alimony, child support or separate maintenance payments may be considered 
qualifying income if the documentation shows that the payer was obligated to make payments 
to the Borrower for the most recent six months and is obligated to make payment to the 
Borrower for at least the next three years. Evidence that the payments have been received for 
the most recent six months is required. If the payer has been obligated to make payments for 
less than six months, if the payments are not for the full amount or are not received on a 
consistent basis, the income must not be considered for qualifying 

Alimony and Child Support



Document that alimony, child support, or separate maintenance will continue to be paid for at 
least three years after the date of the mortgage application, as verified by one of the following:
• A copy of a divorce decree or separation agreement (if the divorce is not final) that indicates 

the monthly payment and states the amount of the award and the period of time over which it 
will be received.

• Any other type of written legal agreement or court decree describing the payment terms.
• Documentation that verifies any applicable state law that mandates alimony, child support, or 

separate maintenance payments, which must specify the conditions under which the 
payments must be made.

Review the payment history to determine its suitability as stable qualifying income. To be considered stable income, full, regular, and timely payments must 
have been received for six months or longer. Income received for less than six months is considered unstable and may not be used to qualify the borrower for 
the mortgage. In addition, if full or partial payments are made on an inconsistent or sporadic basis, the income is not acceptable for the purpose of qualifying the 
borrower.  

Fannie Mae Alimony or Child Support

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

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


History of receipt: Most recent six months
If the payor has been obligated to make payments for less than six months, if the payments are 
not for the full amount or are not received on a consistent basis, the income must not be 
considered for qualifying.
Continuance: Document and verify the payor is obligated to make payment to the Borrower for 
at least the next three years
Calculation: Use the documented fixed monthly payment amount
Documentation Requirements with Streamline Accept and Standard Documentation 
Levels
• Documentation to evidence receipt of the alimony, child support and/or separate 

maintenance payment amount for the most recent six months, and
• Copy of the signed court order, legally binding separation agreement and/or final divorce 

decree verifying the payor's obligation for the previous six months, including the amount and 
the duration of the obligation, and

• For child support income, proof of the ages of the children for which child support is received

Freddie Mac - Alimony and Child Support

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types



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



History of receipt: A history of receipt is not required
Continuance: Must be likely to continue to remain tax exempt
Calculation: May gross up 15% of the income without obtaining additional documentation.
Documentation Requirements with Streamline Accept and Standard Documentation Levels : 
No documentation when grossing up only 15% of the income. 

Tax Exempt Income – Freddie Mac
*Social Security Only

*Social Security income (i.e., retirement income, disability benefits, survivor benefits and Supplemental Security Income)

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types
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Verify that the income can be expected to continue for a minimum of three years from the date 
of the mortgage application.

Document the borrower’s receipt of public assistance income with letters or exhibits from the 
paying agency that state the amount, frequency, and duration of the benefit payments.

Fannie Mae Public Assistance

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

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


Existing and established public assistance income:
Evidence of the source, benefit type, payment frequency, amount, duration of benefit eligibility 
and current receipt must be obtained
History of receipt: A history of receipt is not required for the income to be considered stable
Continuance: All public assistance income must be likely to continue for the next three years
Calculation: Use the documented public assistance benefit amount
Documentation Requirements with Streamline Accept and Standard Documentation 
Levels : Document income source, benefit type, payment frequency, pre-determined payment 
amount and duration of benefit eligibility with a copy of the benefit verification letter or other 
equivalent documentation from applicable agency. Age of documentation requirements as 
described in Section 5102.4 do not have to be met.
Document current receipt with a copy of the bank statement, benefit verification letter from 
applicable agency or other equivalent documentation. Age of documentation requirements as 
described in Section 5102.4 must be met.

Public Assistance - Freddie Mac

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types

https://guide.freddiemac.com/app/guide/section/5102.4
https://guide.freddiemac.com/app/guide/section/5102.4


Newly established public assistance income:
Verification of current receipt is not required; however, the finalized terms of the new income 
must be documented. The income must commence prior to or on the first Mortgage payment 
due date.
The terms that must be verified include, but are not limited to, the source, benefit type, duration 
of benefit eligibility, effective date of income commencement, payment frequency and pre-
determined payment amount that will commence prior to or on the first Mortgage payment due 
date.
Documentation: Document the finalized terms of the newly established income including, but 
not limited to, the source, benefit type, duration of benefit eligibility, effective date of income 
commencement, payment frequency and pre-determined payment amount with a copy of the 
benefit verification letter or other equivalent documentation from the applicable agency that 
provides and establishes these terms.
The income must commence prior to or on the first Mortgage payment due date. The 
documentation must be dated no more than 120 days prior to the Note Date. Verification of 
current receipt is not required.

Public Assistance - Freddie Mac



Income received from a state- or county-sponsored organization for providing temporary care 
for one or more children may be considered acceptable stable income if the following 
requirements are met. 

Document that the borrower has a two-year history of providing foster-care services. If the 
borrower has not been receiving this type of income for two full years, the income may still be 
counted as stable income if 
• the borrower has at least a 12-month history of providing foster-care services, and
• the income does not represent more than 30% of the total gross income that is used to 

qualify for the mortgage loan.
Verify the foster-care income with letters of verification from the organizations providing the 
income.

Fannie Mae Foster Care

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

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


History of receipt: Most recent two-years
Continuance: Must be likely to continue for at least the next three years
Calculation: 24-month average
Documentation Requirements with Streamline Accept and Standard Documentation 
Levels : evidence receipt of foster-care income for the most recent two-year period

Freddie Mac – Foster Care

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types



Verify the borrower’s ownership of the assets on which the interest or dividend income was 
earned. Documentation of asset ownership must be in compliance with the Allowable Age of 
Credit Documents policy.

Document a two-year history of the income, as verified by
• copies of the borrower's signed federal income tax returns, or
• copies of account statements.

Develop an average of the income received for the most recent two years.

Subtract any assets used for down payment or closing costs from the borrower’s total 
assets before calculating expected future interest or dividend income.

Fannie Mae Interest and Dividends 

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

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


History of receipt: Most recent two-years
Continuance: Document that sufficient assets remain after closing to support continuance of the 
dividend and interest income, at the level used for qualifying, for at least the next three years
Calculation: 24-month average
Documentation Requirements with Streamline Accept and Standard Documentation Levels : 
Copy of either:
• Complete federal individual income tax returns for the most recent two-year period, or
• Year-end asset account statements for the most recent two years evidencing all dividend and 

interest income for each year for the income producing asset(s),and
• Evidence of sufficient assets to support the qualifying income

Freddie Mac – Interest and Dividends

Freddie Mac Selling Guide 5305.2 Specific requirements for other income types



Enactmi.com
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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

40

Your Enact Resources



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.

41

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.

Collateral Underwriter®, Home Ready® and Desktop Underwriter® or DU® are registered trademarks of Fannie Mae
Loan Product Advisor®, Home Possible®, Loan Collateral Advisor® and Home Value Explorer® (HVE®) are registered trademarks of Freddie Mac
ActionCenter®, Homebuyer Privileges® and Rate Express® are registered trademarks of Enact Mortgage Holdings, LLC
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