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About this Material

The information presented in these training materials is for general information only, and is based on guidelines
and practices generally accepted within the mortgage finance industry and is not intended to be all-inclusive. The
MPF® Provider makes no representations or warranties of any kind with respect to the accuracy, completeness or

suitability for any purpose of the information contained in this training. In addition, certain information included
here speaks only as of the particular date or dates included in this communication, and the information in the
communication may have become out of date.

The MPF Provider expressly disclaims any and all warranties, express or implied, including without limitation
warranties of merchantability and fitness for a particular purpose regarding these materials and our training
program. In no event will the MPF Provider be liable for any direct, indirect, incidental, punitive or consequential
damages of any kind with respect the training or materials provided.

All examples are hypothetical and are for illustrative purposes only. This training is not intended and should not
be interpreted or relied upon as legal advice. We encourage you to seek advice from a qualified professional.

“MPF” is a registered trademark of the Federal Home Loan Bank of Chicago and the “MPF
Mortgage Partnership Finance” logo is a trademark of the Federal Home Loan Bank of
Chicago.
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Topics of Discussion

 Required Documentation

 Analyzing Leases/Fair Market Rents

« Analyzing Schedule E Rental Income

 How Rental Income and Losses are Treated

« Multiple Financed Properties
« Using Rental Income to Qualify

e Bonus Content!
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Where to Begin

Determining rental income or losses from a rental property
(or properties) is a common challenge.

Knowing what documentation is required and using a
rental analysis worksheet will help make the process easy
to follow.

Rental income can come from a borrower’s primary
residence (2-4 units), personally held investment
properties or from properties held in partnerships or S-
corporations.”

*Income analysis of properties owned through a partnership or s-corporation will not be
covered in any detail.
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Reporting Rental Income and Expenses

Most real estate investors report the net income or loss from their
rental properties using Schedule E on Form 1040. Generally
speaking, borrowers use the Schedule E if:

 They own rental property in their own name, with your spouse, or
through a single member LLC

Partnerships and S corporations use Form 8825 to report
income and deductible expenses from rental real estate activities,
including net income (loss) from rental real estate activities that
flow through from partnerships, estates, or trusts.
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Knowledge Check

According to Fannie Mae, rental income may not be used for qualifying when it
is derived from which of the following:

A second home

A one-unit primary residence
Short-term rentals

All of the above

S L

The answer is a.
Borrowers are permitted to rent out a second home for a portion of the year but cannot claim that income
for qualifying purposes.

As for b., Fannie Mae may allow certain exceptions when there is boarder income (HomeReady)
or there’s an eligible accessory dwelling unit (ADU).
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Required Documentation for Rental Income
Analysis



Knowledge Check

True or False?

When tax returns are needed to analyze rental
income, data from two years worth of returns must be
used in the calculation.

False.
When tax returns are used to analyze rental income,
the last year of returns will generally supply the most

accurate snapshot of current income and expenses.

Always follow your findings or guidelines to make sure all
required documentation is in the file.

mpf
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Documentation

Documentation requirements may differ based
upon certain characteristics:

 What kind of transaction is it? Purchase? Refinance?
» Is the property currently rented?

» |s the income coming from the subject property or other owned -
properties?

 How many units are in the property?

 If already owned, how long has the borrower owned the
property?
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Purchases



Purchase Transactions

Purchase of a non-owner occupied investment property* (1-4 units) or
an owner-occupied property containing a rental unit/units
(2-4 units)

First determine: Is the property currently rented out?

*Non-owner occupied subject properties are permitted only under the MPF Xtra® product.
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Purchase Transactions

Is the subject property currently rented out?

YES NO

* Ifit's a 1-unit property, make sure the appraisal includes a » Use the Comparable Rent Schedule (Form
Comparable Rent Schedule (Form 1007/1000). 1007/1000) for a 1-unit property.

* If the property consists of 2-4 units, a Small Residential » Use a Small Residential Income Property
Income Property Appraisal Report (Form 1025/72) should Appraisal Report (Form 1025/72) for 2-4 unit
be requested. properties to determine the fair market rental

amount.

» Obtain copies of any current leases to compare with the
appraisal data.
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Appraisals

Either Fannie Mae Form 1007 or Freddie Mac Form 1000 are used for
single family rental properties

Also known as a Single Family Comparable Rent Schedule, this form is provided in addition
to the standard required appraisal (1004/70)

SINGLE FAMILY COMPARABLE RENT SCHEDULE

This form is intended to provide the appraiser with a familiar format to estimate the market rent of the subject property. Adjustments should be made only for
items of significant difference between the comparables and the subject property.

ITEM SUBJECT COMPARABLE NO. 1 COMPARABLE NO. 2 COMPARABLE NO. 3
Address
Proximity to Subject l | | ! | l il | l‘
Date Laase Begins i
Date Lease Expires
Monthly Rental If Currentty $ $ 3
Rented: $ -
Less: Litilities
Furniture § : ; '
Adjusted
Monthly Rent 5 . . ; :
Nyl o S T e ~ -
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Appraisals

Fannie Mae Form 1025 or Freddie Mac Form 72 are used for small
residential (two-four unit) income properties.

FEATURE | SUBJECT COMPARABLE RENTAL #1 COMPARABLE REMTAL # 2 COMPARABLE RENTAL # 3
Addrass

Proximity to Subject
Current Monthly Rent  |§ 5 § §
 Rent/Gross Bldg. Area ($ sq. ft. |5 sn. ft. § sq. ft. 3
:-" Rent Cantral [J¥es [IMNa ClYes [No [O¥es [No [(J¥es [JHo

M Data Source(s)
ol Diate: of Leasa(s)

R -
| acation

Siza Size Size Size
M it Breakdown Rm Count Sq FL Rim Caurt Sq FL Monthly Rent | Rm Count Sq Ft Monthly Rent |Rm Count Sq FL Manthly Rent

Tot |Be (Ba Tot |Br (Ba Tot |Br |Ba Tot |Br [Ba

B
=
=5
=
H
e
Ay |G |G | G
A |G |G | O
o |en |en | e

Litilitias Includeg
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Refinances



Refinance Transactions

Does the borrower have a history of receiving rents on the property?

YES \[o
« |If the subject property, an appraisal with a Comparable Rent « If the subject property, an appraisal _with a
Schedule or a Small Residential Income Property Appraisal Comparable Rent Schedule (1-unit) or a Small
and: Residential Income Property Appraisal (2-4 unit)
» The borrower’s most recent year* of signed federal income tax » Copies of any current leases (if just recently
returns including Schedule 1 and Schedule E or rented out, but not enough to establish a history)
« If the property was acquired after the last tax filing year, a copy of v'75% of the gross rents should be used.

the current lease(s).
v'75% of the gross rents should be used.

*While only a one-year lookback is required to analyze rental income, two years of returns may

be necessary to evaluate the borrower’s other income.
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Analyzing Leases or Fair Market Rents



Leases and Fair Market Rents

State of Rev. 133C5EE

RESIDENTIAL RENTAL
LEASE AGREEMENT

This Lease Agreement (this “Agreement’) i made as of this . by and between
("Landiord™) and ("Tenant”). Each Landlord and Tenant may be referred to
individually as a "Party” and collectively as the “Parties.”

1. Premises. The premises leased is located at
(the “Premises”).

2. Agreement to Lease. Landiord agrees to lease 1o Tenant and Tenant agrees 1o lease from Landlord,
according o the terms and conditions sel forth henein, the Premises.

3. Term. This Agreement will be for a term beginning on
“Term").

__ g endiyg on (the

4. Rent. Tenant will pay Landlord a monthly rent of for e Term. Rent will be payable in
advance and due on the day of each monh during he Term. The first rent payment is
payable to Landlord when Tenant signs this Agreement. Rell for aivy period during the Term which is for
less than one month will be a pro rata portion of the monthly installment. Rent will be paid fo Landlond at
Landiord's address provided henein (or to such othegiaies as directed by Landlord) by mail or in person
by one of the following methods: and will be pajable in'U.S | Dollars.

5. Guaranty. located at_____ 7 % ("Guarantor”)
promizes fo unconditionally guaraniee to Logdlons, the full payment and performance by Tenant of all
financial duties and obligations arising” ol of ks Agreement. Guarantor agrees to joint and several
liability with Tenant for Tenant's findiiiial dulies and 0 s under this Ag including rent,
damages, fees and costs. Guaranil furtfidy agress that this guaranty shall remain in full force and effect
and be binding on Guarantor ugiiMhis Agreement is terminated.

6. Late Fee. Rent paid afiel, the
jpabd within

day of each month will be deemed as late; and if rent is not
¢ duy afer such due date, Tenant agrees to pay a late charge of

7. Additional Ri3t. Tere may be instances under this Agreement where Tenant may be required fo pay
additional charges 0L anglond. All such charges are considered addificnal rent under this Agreement and
will be pakd with the nust regularty scheduled rent payment. Landlord has the same rights and Tenant
has the same obligations with respect to additional rent as they do with rent.

8. Utilities. Tenant is responsible for payment of all uiility and other services for the Premises.
9. Security Deposit. Upon signing this Agreement, Tenant will pay a security deposit in the amount of
to Landiord, The security deposit will be retained by Landiord as security for Tenant's

performance of its obligations under this Agreement. The security deposit may not be used or deducted
by Tenant as the last month's rent of the Term. Tenant will be entiied to a full refund of the security

Lease Agresment (Rev. 133C5EE) 1/6

SINGLE FAMILY COMPARABLE RENT SCHEDULE

This form is intended ta provids the appraiser with a familiar kormal 1o estimate the markat rent af the subject property. Adjustments should be made cly for
items of signiticant difference between the comparables and the subject property.

ITEM SUBJECT | COMPARABLE NO. 1

Address
gy [

Date Lease Begins
Date Leass Expires

Monthly Rental It Currently s
Reetied: §

COMPARABLE NO. 2 COMPARABLE MO. 3

Less: Utities
Furniture

Adjushed

Monthly Rent

Data Sowrce

DESCRIFTION - +1-1 8 Adustment DESCRIPTION | +(~] § Adustmest DESCRIPTION :tl—\lMcllm

Abowe Grade Tl | b | Bave | T | demy | TR CRC TR
Room Count ' : v H " 1 b P
Gross Living Area SR _ 5'1“: SnPI: Sa.f1. |

Oher fe.q.. bassmeni, ]
elc.) i ¢

Other:

el Ad)_ (1ot il ¥ -8 T+ ] : I‘ !
o T
Marhe! Rent H‘ $ s

Comments on market dzta, including the range of rents for single familty propertiés, an estimate of vacancy for single famiy rental {properties, the general trend
of rents and vacancy, and support for the above adjustments. (Rent concessions should be adjusted to the market, nol 1o the ‘subyect property. )

Final Recanciation of Market Rent:

| (WE) ESTIMATE THE MONTHLY MARKET RENT OF THE SUBJECTASOF OB
SIGNATURE Review Appraiser SIGNATURE
(I apiicacie)
NAME HAME

Small Residential Income Property Appraisal Report s

e there any physical Geficincies or adverse candiions that afiect fe vk, sotsiess, or srucural imiegriy of B praperty? L) Yes LMo F Yes, deacre

Svle. condition. use, consvuction. et 1?7 [ ¥es [INa i Na, dascribs

M= ihe property subject i rent control? [ Yes [JNo K Yes, desoibe

The following proparies rapresent the most current. similar, and proximate comperabie renial properiies b he subject property. This analysisis intended fo support e
[oinion of the market rant for the subjact property.

FEATURE | SUBJECT COMPARABLE RENTAL # 1 COMPARABLE RENTAL # 2 COMPARABLE RENTAL #3

[Curvent Momihy Rent_|3 |8 5 5

[RentiGross Bidg. Area |3 sg i 5 i [s 0.7 5 0.7
e Carirt DYes Ot O¥es LMo Cdves Mo Ol¥es LN
[ Data Source(s)
P Date of Leasas)
Py Cocaiion
®
Y Conditon

Gross Buiding Area
Moioaom [0t | o5 [mewn |52 | ooy Rent [ancan | 5% [ vootiyRent [mmcant o 5| Moty Rent

Tet [Br |Ba Tot [Br |Ba Tol|Br |Ba Tot [Br |Ba
5 5

Unit#2 B B
P unit#3 B B
. 5 H

[Analysis of renial dala and support for esimated market rents for the individusl subject unts raport=d below (inchuding The dequacy of the comparables, rental conGassions
eic )

t Schedule: The appraiser must reconle fie appicable indicated monthily merket rans Io pravide an opinion of fhe market rent for each unit in the subjedt property

Leases. “Actual Rent Opinion Of Market Rent
Lease Date Per Uni Total Per Unit Towl
Uit # Bagin Date End Date Unfumished Fumished Rent Unfumished Fumished Rent
1 $ s s B s B
2
3
4
b Comment an lease data Totel Actual Monthy Rent 5 Total Gross Mantrty Rent B
Other Moty Income (iemize) 5 (Other Monthly Income (itemize) B
Total Actual Monthy income 5 Total Estimated Manthly Income s

fities inchuded in astimated rants [ ] Slecyic [ ] Water [ Sewar [] Gas []0i []Cable [ ] Trash calieciion [ ] Other [descrioe)

L
B Commenis on aciual or estimated renis and oiher maordhly income (induding persanal property)
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Calculating Using Leases and/or Market Rents

For transactions where there is no history of receiving rent on a
property, leases and/or market rents* must be used

» Always use 75% of the gross rents (to calculate, multiply the gross monthly rent by .75).

» The remaining 25% of the gross rent is considered as vacancy losses and maintenance expenses.

* Market rents are reported on Form 1007 or Form 1025.
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Leases and Fair Market Rents

When analyzing rental income using leases or fair market rents, we
suggest using Fannie Mae’s worksheet (or an equivalent)

 Fannie Mae Form 1038 has a specific section to accommodate lease or market rent calculations. Up to
four properties will fit on Form 1038.

 Fannie Mae Form 1038A offers the same but accommodates up to ten properties.

Freddie Mac and many of the Ml companies have similar worksheets that are also acceptable.
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Calculating Leases or Market Rents

Fannie Mae’s Form 1038 section for leases or market rents

Step 2B. Lease Agreement OR Fannie Mae Form 1007 or Form 1025 For each property complete ONLY 2A or 2B
This method is used when the transaction is a purchase, the property was acquired subsequent to the most recent tax filing, or the lender has justification for using a lease agreement.
Enter the gross monthly rent (from the lease agreement) or
B1 | market rent (reported on Form 1007 or Form 1025). Enter
For mufti-unit properties, combine gross rent from all rental units. 1000
B2 |The remaining 25% accounts for vacancy loss, maintenance, and management expenses. |  Multiply %75 ®75 xA5 xA5
Equals adjusted monthly rental income. Total 750 0 0 0
Enter proposed PITIA (for subject property) or existing PITIA (for non-subject
83 prop { ject property) g ( i Subtract 870
property).
Step 2B. Result: Monthly qualifying rental income (loss): Result (120) 0 0 0

Fannie Mae’s Form 1038A may also be utilized if there are more than four properties.
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Analyzing Rental Income/Loss from Schedule E



Schedule E Calculation Methods

When analyzing rental income listed on Schedule E, we also suggest you
use Fannie Mae’s worksheet (or an equivalent)

* Fannie Mae Form 1038 includes a section for Schedule E analysis. It accommodates up to four
properties.

 Fannie Mae Form 1038A is the same but accommodates up to ten properties.

Freddie Mac and many of the Ml companies have similar worksheets that are also acceptable.
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Schedule E Analysis

When analyzing rental income listed on Schedule E, Fannie Mae’s
guidelines refer to this calculation method:

 When using Schedule E to calculate qualifying income, you must add back any of

the following items:
v Depreciation
v' Interest
v Taxes
v" Insurance
v Homeowners’ Association Fees (if applicable)
v Non-recurring expenses may be added back if documented accordingly.
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Schedule E Analysis

ooty | pesen st rast e, o ppbomertad In0ome And LOSS s, mrce sy e SCHEDULE E Supplemental Income and Loss DMES ey 15450074
_ e o 2021 (Form 1040 (From rental real estate, rayalies, partnerships, 5 corporations, estates, trusts, REMICs, ste] [ &) ¢ 24
b Go s weww. i e wrdd e laisai -
Pgsartrret i s Ty ¥ Attach to Form 1040, 1040-5R, 1040-MF, or 1041, ”'i:lw
. e irter=a| Fressum Saroon 49 = Go b0 wwswirs gov' Schediwet for instructions and the labest rformation. e 13
et £ o e it 2 et 5 e o s P A e e o Marnualiy stzmn on rutum ¥iaur social wcarty numbar

A D you masks amy caryreants N 2071 Bat wosid negiUne vou B e Formis) 100 Ses matrchons T1¥m ElNo Tayhor C. HomowTe B NN

L L Yo Dlba Income or Loss From Rental Aeal Estate and Royalties  Mote: If you are in the business. of rening perscnal propssty, wsa

—i8_}Prrymecel ackimas of mach proparty (ainet, oty state, SV code)

A 123 Axh Bowkessrd Ui 4, Bapbary Sohaduls ©. S rstructiors. W you ane an indisdual, repscrt farm rental inoomie oF oss from Fonm 4835 on page 2, Ene 400

: —— A Did you make any payments in 2021 that would require you to file Formi(s] 10997 Ses instructiors . . . . . ] ¥Yes Mo
5 | Typsof Propary | 2 Foar ariial | Poracoal Uam [ r B If “Yes," did you or will you file required Formis) 10297 . . . . P T )T
r e e ' D':' =e \  1a [Physical address of sach property [stresd, city, state, ZIP rud:{-

1 B 1 A |12 Ash Boulevard Unit 4, Magberry, Karsxs 11711 »

o T—— = B |73z Soulh Begonla Path, Mayberry. Kansas 11111

! Smngle Farniy Fancesce 3 Warabon/Short-Term Feml & Land ¥ Sl vt l/ '+

—_— S -

Inzame 1 Traperie: 0 8 & ih | TypeofProperty | 2 Far sach rental real estate property lsted Fair Rental Personal Use A
3 Pectavecwwsd . . . . . . . . . . . . . 3 3] % 4w |\ {from kst below) above, repart the number of fair rental and Crays Drays /]
4 Foywbescecwesd . . . . 4 personal use days. Check the GV boo only -

Eapemuan: A | oo if you meet the requirements 1o file a2 a A 365 L V4
3 Adeadmeg . . . . . . . .. ... s o 2 B ] gualified joint venbure. See instructions. B EED ( 3
a Auric and frovel feee mstrucons) L] I - \
7 Cmsung sd mardensncs . . . . . . . L . T [ 4 [+
S — L B — W Type ot Property N
1M Legal s ctter prohaascrsl e R KT 1 Single Family Pesidence 3 Vacation/Short-Tesmn Aemial 5 Land 7 Self-Rental
::; m:mls ke, . s st :; I‘ﬁ — 2 Multi-Family Residencs 4 Commercial & Hoyalties B Other (describe)

1 OFerndesst . . . . . . . . . 0L 13
4 FMeapms. . . . . . . . . . L L 14 5, 500
14 Bugphes . . . . . . . . .. ... | 13
W Tames . ... L | 18 & 100 4200
1w IHbbea. . . . . L L L L 17 [
C ]
5 Sl 5 1. Lists the property address/addresses.
| Toinl axpansan. Ackd bram S Brough 19 | =0 14 11|
B St w2 e m!-hﬂq.nd.'b-dj'wlhll ¥
rasul i & (lonal, sem rakruciomn i find ool # you sl
fia Form 8108 | =1 <
= Deciuctbin rentsl resl sty oo st Emrisbon, f amy, .
= [ I ]
N e ™ N 2. Describes the property type.
b Toiwl of el amounta reporisd on ine 4 for all ropely properies K= -]
c Tofal of all amounta reporisd on ine 12 for sl prope—es =3 17, X
d Total ol sl smounta seporisd on ine 16 for sl properes =1 [N
= Totsl ol sl srrounts seporisd o ine 2 or sl properSes. E=T 41, M|
B4 Wocumien b gl sl o M 2] I i g i Ex 3l .
= Lossss. Ac noyalty lome fom bre 21 snd restsl resl aviste loxses from ine 22 Ender iolsl icoses Sere =5 2 3it)
T —— 3. Notes how many days during the tax year the
hare F Parta 1L 0L ¥, and e 40 on page 2 do not apely o you, siso enter tha smount on
Sctagdule 1 if orm PAOL e L Oftervan mu:ll'n.mﬂnh‘:ll:ﬂlml':nﬂ? ] e}
Far Papareork Rasdection ACt Rotca, s the separsis msiractions. L Mo 1T B blle & e 1O 0O T property WaS rented
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Partial History of Receiving Rents

What if the property was acquired during the most recent tax year or if the property was
out of service for an extended period?

« If acquired during the last tax year, confirm the purchase date using the closing disclosure or other documentation.

« If acquired during the last tax year or if the property was out of service for a period of time, refer to Schedule E
and use the Fair Rental Days to confirm income and expenses.

» Divide the total amount of fair rental days by 30 to determine how many months the property was in service.

* If Schedule E reflects costs for renovation or rehabilitation, additional documentation may be required to ensure
that the expenses support the amount of time the property was out of service.

2  For each rental real estate property listed Fair Rental Personal Use QJv
above, report the number of fair rental and Days Days
rsonal use days. Check the QJV box only 150

if you meet the requirements to file as a
qualified joint venture. See instructions.

O|m|»
I
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Schedule E Analysis

SCHEDULEE Supplemental Income and Loss. il . 12
(Farm 1040§ [Frorn rervisirasl semws, ropses, e shipy, S corperstions, s truds, AOMIC L, e 21
B Afinch to Formn 5040 1080-5A, S040-MA, o 1041. ”__\___‘
G . e P Een Incorme: | Properties: A
Tins walsid wrusilly made
— ..,.f,m....,m._.‘.lm.m,.;;. _ 3 FRentsreceived . . . . . . _ . . . . 3 | 13,200

i Schadsls C. Sus inetrecion Fyou 5 57 indwidusd regsen faT, wnis icoms or o on Fomn $838 on cage & e 40 .. HGTEM I'E‘:EI'J'E": . . . R _ _ R _ R _ _ R ,.

A U you make ary paryrrets 0 2007 Bt woui regune you B e Formis) 1097 See matrecions. Ll e =] Mo

" o you or will you e regered Fomb S . . . . o o L L L L L L L L L L L L [ E &

El:wrmﬂﬂ'lul:ln;zﬂmJlr-‘ 1{1.“':& 1= e amuﬂ

a1 — — 5  Advertising . . . . . e e e 5

c

T [T e e e R o e &  Auto and travel (ses i‘rEI.I'LIl:‘I‘.!DI'l!-Il e e e e e e B

| e | o e R, B e T Cleaning and malntenance . . . . . . . . . T

: ] ammanmreenkar L & Co a

: = 2 mmisslons. . . . . . . . . . . . . .

|7 =]
e —— _ : 8  INEUFENCS . . - . . . . e oo [E] [ 450
e Tarmty Restiares # Cormmersl e | — 10  Legal and other professional fees 10
Incoma P i A, B [ - . - . . - -

N T eSS I — — 11 Management fees . . . C e e 11 2.450
B fcetieg - . . ... : K 12  Morigage interaest pa]dtnbanhs et (3ee Instructions) 12 4,50
T Clurig el miamarem ¢ L L L 7 X0 13  Otherinferest. . . . _ . . . . . . . . . 13 .

B Commmsom. . . . . . . . . . . . . . B

s T 14 FRepairs. . . . . . . . . . . . . . .. 14 [ 750
1: :.-m ardd citer preteaaees S - 1: pﬂ.l

1M Morsgemed fess . . . . . . . . . . . . 11 Z 4% 15 Sup-phers e e e e e e e e e e e e e 15

= Meort, et 1o banks, wic [sem al 12 4 S0y 11,200

1:r.'t--“‘r:-r|u.p.-d ........... 13 16 Tawes . . . _ . _ _ - - - - - . . . . 16 | &, 10
14 PFepws. . . . . . L L L L L L L L. 14 15 3,500

il R R 2 : — ir Uiities . . . . C e e e e e 17

woe oo [ i ] 18 Deptemallune:penseurdeplellnn e e 18 [ 1,450
1a e s i 18 Othesr |:|I'5t| = 18

2 Totsl axpensen. Add ke S Brough T | = 2 14 I I e P — - as
| o1 i om0 o e 3 s s 4 i 20 Total expenses. Mdllnesﬁmmt.lghm e e o 0 [ 12144

el o @ (loxal. s instrecions o find oot # you st .

8 Pimhnctae et et ot s e s, Py, [ 21  Subtract line 20 from line 3 (rents) andior 4 (rovalties). If

e e va o ah | g = o ' result s a (loss), see nstructions to find out if you must

C Tots ol sk vt eprtac e £ i kv« . L L e = fleForm&198 . . . . . . . . . . . . . Fa | Q6
d Totsl of sl amounts ssporisd on ine 18 for sl prope—riSes. E==] 4 0

a Totsl of sl amounts rseporied on ine 211 for &l pope—Ses. E=1] 1.2.

M Incoma. Add postye amounts shoen on ine 21 Dunuh'\d.lh:.-y-ml i 1,34

B3  Losssm. Adcroyely lomen fom bre 2 snd metsl resl axists lcasen from ine 2. Ender tolsl icoses bers = 330]

2 Tobd renisl real exisbs snd royaRy incoma o fosa). Combne ke 28 and 35 Exfer e el

hara F Pasta I 0L I, asd e 35 on page 2 do not soply o you, sles e e ssoust on

Echeriule 1 iFoem 3T Ine £ Othersas, nciude this smount n e tolel on e 41 :nE? -] 1, 1)
Far Pagere ork Psdection ACt Notcs, s the ssparsis matrections. G Mo 1T S Bl b (- v 1O DT
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Using a Worksheet to Analyze Schedule E

Step 2A. Schedule E - Part | For each property complete OMLY 2A or 2B
A1 |Enter total rents received. Enter
a3 |Enter total expenses. Subtract
&3 |Enter insurance expense. Add
A4 |Enter mortgage interest paid. Add
a5 |Enter tax expense. Add

Enter homeowners' association dues.
This expense must be specifically identified on Schedule Ein order to add it bock.

AR Add

A7 |Enter depreciation expense or depletion. Add

Enter any one-time extraordinary expense (e.g., casualty loss). There must
¥ ry EXp 2.8,

AR . . . . . . Add
be evidence of the noture of the one-time extraordinary expense.

Equals adjusted rental income. Total ol ol ol ol
AR |Enter the number of months the property was in service (Step 1 Result). Divide o] H | H | |
Equals adjusted monthly rental income Total | | O] H |
Enter proposed PITIA (for subject property] or ub
AlD existing PITIA (for non-subject propertyl. ubtract
Step 2A. Result: Monthly qualifying rental income [or loss): Result DI DI DI D'

This is the section of Fannie Mae Form 1038 which helps to analyze Schedule E data.
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Analysis Scenario

Justin wants to refinance his primary residence. He also
owns a single family home that he rents out.

You are analyzing Schedule E from his 2021 federal tax
return.

His current monthly payment on the rental property
breaks down as follows:

Principal and Interest: $517.00

Real Estate Taxes: $260.00
Insurance: $92.00
Total PITIA: $869.00
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Schedule E Analysis

SCHEDULE E Supplemental Income and Loss OMB No. 1545-0074
(Form 1040) (From rental real estate, royalties, par hips, S corp ions, estates, trusts, REMICs, ete.) &) ﬂ?zo
. » Attach to Form 1040, 1040-SR, 1040-NR, or 1041. 5
partment of the Treasury Attachment
Intemal Revenue Senice (39) > Go to www.irs ScheduleE for instructi and the latest information. Sequence No. 13
MName(s) shown on retum | Your social security number
Willlam Homeowner REH R0 Rental Income Worksheet
Income or Loss From Rental Real Estate and Royalties  Note: If yeu are in the business of ranting parsonal property, use Individual Rental Income from Investment Property(s): Monthly Qualifying Rental Income (or Loss)
Schedule C. See instructions. If you are an individual, report farm rental income or loss from Form 4835 on page 2, line 40. y "
- - n - 7 See etuctions Vs [ Ho Documentation Required: Investment Investment Investment Investment
B 1 "Ven i oot vl ou e rouied Pl 997 .« =+ e .. lves [INe » Schedule 1% Form 1040) OR oo nacress|property aceress| ropersy Adaress|ropery Adress
1a |Physical address of each property (street, city, state, ZIP code) - e rrorr Iz Enter 123 Hudson
A 123 Hudson Street, Anytown, Nebraska — Street, Anytown,
B Nebraska
c B - - = - -
ib Type of Property 2 For each rental real estate property listed Fair Rental Personal Use Qv Step.:l. When using Schedule E, determine the n.umher.of months the pro.pert',r was in service by dl\fldlhgthe Fair Rental Days by 30. .
(from list below) above, report the number of fair rental and Days Days 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.
A 1 ifyou ﬁégﬁhgarsézucirgen?:nltgelg e oo™ A 365 | .
B qualified joint venture. See instructions. B = ep L. hesu G ;
c [
Type of Property:
1 Single Family Residence 3 Vacation/Short-Term Rental 5 Land 7 Self-Rental
2 Multi-Family Residence 4 Commercial 6 Royalties 8 Other (describe)
Income: | Properties: | A | B c
3 Rentsreceived . . . . . . . . . . . . . 3 14,400 = [
4 Royates recened - 3 Fill in the property address and the number of
Expenses: | | . . .
5 Advertising . . . . . . . 5 t h th t d t h
6 Auto and travel (see instructions) P 6 mon s e pro per y Was I n serVIce u rl ng e
7 Cleaning and maintenance . . . . . . . . . 7 1,545
8 Commissions. 8 Iast tax yea r.
9 Insurance . Coe e e e e e 9 1,100
10 Legal and other professionalfees . . . . . . . 10
11 Managementfees . . . . . . . . . . . . 11
12 Mortgage interest paid to banks, etc. (see instructions) 12 3,950
13 Otherinterest. . . . . . . . . . . . . . 13
14  Repairs. . . . . . . . . . . . . . .. 14 2,230
19 Supplies . . . . . . . .o o oL ... 15
16 Taxes . . . . . . L L L L L. L L L. 16 3,120
17 Utilities. . . . . . . . Lo L oL L 17 1,680
18 Depreciation expense or depletion . . . . . . 18 2,120
18 Other (list) & 19
20 Total expenses. Add lines Sthrough 19 . . . . . 20 15,745
21 Subtract line 20 from line 3 (rents) and/or 4 (royalties). If
result is a (loss), see instructions to find out if you must
fileFormé198 . . . . . . . . . . ? - Al (1,345) Mortgage.
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Schedule E Analysis Using a Worksheet

T T el L e L |

Income: ] Properties: A ! B C
3 Rentsreceived . . . . . .. ... ... |3 14,400
4 PRoyaltiesreceived . . . . . . . . . . .. 4 Step 2A. Schedule E- Part |
EIpEHEES: A1 |enter total rents received. Enter 14,400
] Ad‘.rertising : ] A2 |Enter total expenses. Subtract 15.745
6 Auto and travel (see instructions) . 6 a3 |Enter insurance expense. Add 1.100
7 Cleaning and maintenance . . . . . . . . . |7 1,343 A4 |Enter mortgage interest paid. Add 3.950
8 Commissions. 8 a5 |Enter tax expense. Add 3.120
9 Insurance . G e e e e 9 1,100 Enter homeowners” association dues.
10 LEgE| and other prnfﬂssinnal fems . . . . . . . 10 AB |\ 1his expense must be specifically identified on Schedwe E in order to add it back. Add
1 Managernent fees . . . .. L L. 11 A7 |Enter depreciation expense or depletion. Add 2,120
19 Mﬂﬂgﬂg& interest paid to hEI"IkB, ete. (see IHET.IUEtIDI'IS] i2 1,050 Ag Enter any one-time extraordinary expense (e.g., casualty loss). There must be Add
13 Other interest 13 evidence of the nature of the one-time extroordinary expense.
. S e Equals adjusted rental income. Total 8,545
4 Repairs. . . . . . .. ... ..... |14 2230 -
15 Supplies . . . . . .. ... L L. 15 AS |Enter the number of months the property was in service (Step 1 Result). Divide 12
3120
16 Taxes. e s e 16 Equals adjusted monthly rental income Total 712
17 Utiities. . . . . ... ..o 17 EY Enter proposed PITIA (for subject property) or
18 Depreciation expense or depletion . . . . . . |18 2,120 AL0 | yicting PITIA (for non-subject property). Subtract 869
19 Other (it » 19 Step 2A. Result: Monthly qualifying rental income (or loss): Result (157)
20 Total expenses. Add lines Sthrough19 . . . . . | 20| 15,745 :
21 Subtract line 20 from line 3 (rents) and/or 4 (royalties). If
result is a (loss), see instructions to find out if you must
fleFormé188 . . . . . . ... . ... |[& (1,345)
e o , , - ; ] ] Mortgage

m Partnership
Financew




How Income and Losses are Treated



How Rental Income or Loss is Treated

« If the monthly qualifying rental income minus the full PITIA for the property results in a
positive amount, the positive amount may be added to the borrower’s income.

Positive income cannot be added to income (only offset the PITIA) if the borrower has less
than a one-year history of receiving rental income or documented property management
experience. Additionally, borrowers with no primary housing payment cannot use any
rental income to qualify.

« If the monthly qualifying rental income minus the full PITIA results in a negative amount,
the negative amount must be considered as a monthly obligation/liability.
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Using Rental Income to Qualify



Using Rental Income to Qualify

Albert and Sue currently own a primary residence plus a condo that
they have been renting out for the past four years. They want to
refinance their primary residence. When reviewing the rental income
on the condo, you calculate net income of $140 per month. Can you
add that $140 to their income?

YES

There is no restriction to the amount of rental income
that can be used (it can offset the entire PITIA and still
result in additional qualifying income.

But note: In order to give the borrower credit for a rental surplus, they must have a current housing
payment (mortgage or rent on their primary residence) and at least a one-year history of receiving
rental income or documented property management experience.
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Using Rental Income to Qualify

Janice is moving to a new home and plans to rent out her previous
residence (condo). She’s never been a landlord before but the
additional income made it worthwhile.

If Janice has a positive cash flow on the condo, can that extra
income be added to her other income?

NO
The income can be used to offset the PITIA on the condo but any
surplus rental income cannot be added to her income.

WHY?

She has no experience as a landlord or property management
experience. She is also converting her primary residence to a rental
property.”

*Freddie Mac requirement
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Using Rental Income to Qualify

Pete lives with and cares for his elderly father. He found a wonderful
property that he plans to purchase and rent out*. He crunched the
numbers and it looks like he’ll pocket an extra $350 per month.

Can you consider any of the rental income to qualify?

NO
Pete must be able to qualify without any of the rental income being
considered.

WHY?
He does not own a primary residence and/or has no current housing
payment.

*MPF Xtra only.
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Borrowers with Multiple Properties



Multiple Properties

Depending upon the subject property occupancy type and the
underwriting method, there may be limits to the number of financed
properties a borrower can own.

Max Number of

Financed Properties Max Number of Max Number of
Subject Property Usin DIlOJ Financed Properties Financed Properties
Occupancy Type MPE XtQ:'a and Manual UW Manual UW
MPE Traditional MPF Xtra** MPF Traditional
Primary Residence No limit No limit No limit
Second Home 10* N/A DU Only No limit
Investment Property 10 (MPF Xtra Only) N/A DU Only N/A

The count must include the subject property.

* A minimum credit score of 720 is required if 7-10 financed properties are owned.

**Does not include Fannie Mae’s HomeReady which is limited to 2 financed properties (includes the subject property). N
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Multiple Properties

When personally financed, which of the following can be omitted from
the total financed property count?

Commercial real estate

A multi-family property consisting of more than 4 units
Timeshare properties

Vacant lots

All of the above

©opo T

The answer is e.
Note: While these property types do not have to be included in the overall count, any liabilities
associated with the properties may need to be considered in the total DTI ratio.
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Multiple Properties

Travis and Judy are purchasing a second home. Their primary residence has a
mortgage and they own 7 other residential investment properties that are financed in
the name of an LLC. They are 50% owners of the LLC. How many financed properties
do they own?

a. nine
b. two
C. one
d. eight

The answer is b.

The properties financed in the name of the LLC are not
iIncluded in the property count.

The subject property and their primary residence are both counted.
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Reserve Requirements



Borrowers with Multiple Properties

Additional Reserve Requirements

If using DU or LPA, the AUS will determine the adequate amount of reserves based upon
the overall risk assessment for the loan and whether the borrower has multiple financed
properties.

- If manually underwriting a loan with multiple financed properties (max. is six), additional reserves are
required and must be calculated and documented using the chart below:

2% of the aggregate unpaid principal balances for

One to Four any mortgages and HELOCs

4% of the aggregate unpaid principal balances for

Five to Six any mortgages and HELOCs

The calculation does not have to consider mortgages and HELOCs on the subject property, the borrower’s primary residence,
properties that are sold or pending sale, and accounts that will be paid by closing.
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MPF Contacts and Resources

MPF Service Center Keep up with MPF product guideline updates by

Email - MPF-Help@FHLBC.com subscribing to MPF Announcements:
Hours - 8:30 am to 4:30 PM CT www.fhibmpf.com
Phone: (877) 345-2673

Mortgage
m Partnersh P Subscribe MPF Guides =~ AllRegs Guides ‘ eMPF Login @
Financen
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