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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communication may have become out of date.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.



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

• Bonus Content!



Where to Begin

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

• 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.*



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.



Knowledge Check

. 

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

a. A second home
b. A one-unit primary residence
c. Short-term rentals
d. All of the above 

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).



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. 



Documentation 

Documentation requirements may differ based 
upon certain characteristics:

• What kind of transaction is it? Purchase? Refinance?

• Is the property currently rented?

• Is 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?



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.



Purchase Transactions

YES NO

• If it’s a 1-unit property, make sure the appraisal includes a 
Comparable Rent Schedule (Form 1007/1000).

• If the property consists of 2-4 units, a Small Residential 
Income Property Appraisal Report (Form 1025/72) should 
be requested.

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

• Use the Comparable Rent Schedule (Form 
1007/1000) for a 1-unit property. 

• Use a Small Residential Income Property 
Appraisal Report (Form 1025/72) for 2-4 unit 
properties to determine the fair market rental 
amount.

Is the subject property currently rented out?



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)



Appraisals

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

Example Form 1025



Refinances



Refinance Transactions

YES NO

• If the subject property, an appraisal with a Comparable Rent 
Schedule or a Small Residential Income Property Appraisal
and;

• The borrower’s most recent year* of signed federal income tax 
returns including Schedule 1 and Schedule E or

• If the property was acquired after the last tax filing year, a copy of 
the current lease(s).
75% of the gross rents should be used.

• If the subject property, an appraisal with a 
Comparable Rent Schedule (1-unit) or a Small 
Residential Income Property Appraisal (2-4 unit)

• Copies of any current leases (if just recently 
rented out, but not enough to establish a history)

75% of the gross rents should be used.

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

*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.



Analyzing Leases or Fair Market Rents



Leases and Fair Market Rents



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.



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 MI companies have similar worksheets that are also acceptable.



Calculating Leases or Market Rents

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

Fannie Mae’s Form 1038A may also be utilized if there are more than four properties.

1000

750
870

(120)



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 MI companies have similar worksheets that are also acceptable.



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:
 Depreciation
 Interest
 Taxes
 Insurance
 Homeowners’ Association Fees (if applicable)
 Non-recurring expenses may be added back if documented accordingly.



Schedule E Analysis

1

2 3

1. Lists the property address/addresses.

2. Describes the property type.

3. Notes how many days during the tax year the 
property was rented.



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.



Schedule E Analysis



Using a Worksheet to Analyze Schedule E

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



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



Schedule E Analysis

Fill in the property address and the number of 
months the property was in service during the 

last tax year.



Schedule E Analysis Using a Worksheet

14,400
15,745

1,100
3,950
3,120

2,120

8,545

712

869

(157)



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.



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?

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.

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.



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



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.



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. 

The count must include the subject property.

Subject Property 
Occupancy Type

Max Number of 
Financed Properties

Using DU
MPF Xtra and

MPF Traditional

Max Number of 
Financed Properties 

Manual UW
MPF Xtra**

Max Number of 
Financed Properties

Manual UW 
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

* 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).



Multiple Properties

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

a. Commercial real estate
b. A multi-family property consisting of more than 4 units
c. Timeshare properties
d. Vacant lots
e. All of the above

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.



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
included in the property count. 
The subject property and their primary residence are both counted.



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:

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.

Number of Financed Properties Amount of Reserves

One to Four 2% of the aggregate unpaid principal balances for 
any mortgages and HELOCs

Five to Six 4% of the aggregate unpaid principal balances for 
any mortgages and HELOCs



MPF Contacts and Resources

MPF Service Center
Email - MPF-Help@FHLBC.com
Hours - 8:30 am to 4:30 PM CT
Phone: (877) 345-2673

Keep up with MPF product guideline updates by 
subscribing to MPF Announcements:

www.fhlbmpf.com

mailto:MPF-Help@FHLBC.com
http://www.fhlbmpf.com/
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