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Mortgage Partnership Finance” logo is a trademark of the Federal Home Loan Bank of Chicago.

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 date or dates included in this communication, and the information in the 

communication may have become out of date.                    
The MPF Provider expressly disclaims 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.



Determining income or losses 
from a rental properties 

continues to be a challenge

  

Rental income from the
 subject property

• Owner-occupied 2–4-unit properties

• Non-owner-occupied investment 
properties (MPF Xtra® only)

Rental income from 
non-subject properties

• Personally held non-owner-occupied 
investment properties

• Non-owner-occupied investment properties 
held in partnerships or S-corporations



Rental income and losses from 
personally held properties are reported 

on IRS 1040 using Schedule E*

• Properties owned by an individual

• Personally owned with a spouse or 
other individual(s) 

• Single-member LLC

*Non-personally owned properties held in partnerships or s-
corporations will use IRS Form 8825 which flows through to 

Schedule K-1 and Schedule E



Rental Income Calculation Tools

There are many different options to help 
you calculate rental income

Rental Income Worksheets
• Fannie Mae Forms 1038 or 1038A
• Freddie Mac Form 92 (Schedule E only) 
• MI Companies

Fannie Mae’s Rental Income Calculator (NEW)



Using Rental Income 



How Much Rental Income Can You Use?
 

Borrower owns a principal residence or has a current 
housing expense and has at least one year of 
documented property management experience

There is no restriction to the amount of positive rental 
income that can be added to the borrower’s income

Borrower owns a principal residence or has a current 
housing expense and has less than a one-year history 
of documented property management experience

If the subject property is owner-occupied, rental 
income up to the amount of the property’s PITIA can be 
added to the borrower’s income

If the subject property is non-owner occupied (MPF 
Xtra only), the rental income can only be used to offset 
the PITIA of the subject property (zero positive cash 
flow)

Does not own a principal residence or have a current 
housing expense

Rental income from the subject property cannot be 
used for qualifying

Rental Income from a Subject Property



How Much Rental Income Can You Use?

Borrower owns a principal residence or has a current housing 
expense and has at least one year of documented property 
management experience

Does not currently have a housing expense but has at least a 
year of receiving income from the property

Borrower owns a principal residence or has a current housing 
expense and has less than a one-year history of documented 
property management experience

Does not own a principal residence or have a current housing 
expense

Rental income from the subject property cannot be used for 
qualifying

There are no restrictions to the amount of rental income that 
can be used

If a non-subject investment property is newly acquired or 
placed in service less than 1 year ago, rental income can only 
be used to offset the PITIA of the related property (zero positive 
cash flow)

If the borrower’s primary residence is a non-subject property 
that generates rental income, rental income added to the 
borrower’s gross monthly income is restricted to no more than 
the associated PITIA

Rent From a Non-Subject Property



How To Calculate Income or Losses

Owner-Occupied Properties:
• Add the net rent back to the borrower’s income per the allowable limits

• The full amount of the PITIA is used to calculate the DTI housing ratio

Non-Owner-Occupied Properties
• If the qualifying monthly rental income minus the property’s PITIA is positive it may be added 

back to the borrower’s qualifying income per the allowable limits

• If the qualifying monthly rental income is negative after subtracting the property’s PITIA, add it 
to the borrower’s monthly liabilities

• The PITIA for the property should be subtracted from qualifying rental income and should not 
be counted as a monthly obligation

 



Documentation 
Rental Income from a Subject Property



• Owner-occupied 2-4-unit properties

• 1-4-unit non-owner-occupied investment 
properties (MPF Xtra® product only)

• Owner-occupied 1-unit properties with an 
eligible accessory dwelling unit (ADU)*

*ADUs are not eligible with a 2-4-unit dwellings, investment properties, or when a manufactured home is the primary residence. 
 Properties with multiple ADUs are ineligible.

Examples of Subject Properties with 
Rental Income



Documentation for subject properties that currently generate rental income

Purchases:
 

• 2-4-unit properties: Small Residential Income Property Appraisal Report (Form 1025/72)

• 1-unit properties: Single Family Comparable Rent Schedule (Form 1007/1000)

• Current lease(s)

Refinances: 

• Same a purchases plus;

• Federal tax return for the previous tax year



Documentation for subject properties that are not currently generating rental income

Purchases:
 

• 2-4-unit properties: Small Residential Income Property 
Appraisal Report (Form 1025/72) 

• 1-unit properties: Single Family Comparable Rent 
Schedule (Form 1007/1000)

Refinances: 

• Same as above



Documentation
Rental Income from Non-Subject Properties



• Some borrowers may own other 
properties for investment purposes

• The income/loss on these 
properties impacts the borrower’s 
qualifying income

• The rental income and expenses are 
reflected on Schedule E of the 
borrower’s federal tax return

Non-Subject Properties

Documentation

Federal tax returns covering the 
previous tax year

Lease(s) can be used when:
 
• the property was acquired after the 

last tax return was filed*

• the property was not in service 
during the last tax year* 

*If purchased during the last tax filing year, leases may be 
acceptable if federal tax returns have not yet been filed



Analyzing Rental Income
Partial Histories



What if Schedule E shows that a property was in service for 
only a portion of the year or doesn’t show the property at all?

• Confirm the purchase date using a 
settlement statement or other 
documentation

• Fair Rental Days on Schedule E 
must confirm the partial year of 
rental income

Acquired or placed into 
service during last year

Acquired or placed 
into service this year

The property was out of 
service for an extended 

period (i.e., for repairs or 
renovations)

• Confirm the purchase date 
using a settlement statement 
or similar

• Schedule E or the most 
recently filed federal tax return 
must confirm no rental income 
or expenses for the property

• Repair expenses on Schedule E 
must be consistent with the 
renovation project(s)

• Fair Rental Days on Schedule 
E must confirm the number of 
days the rental unit was in 
service which will support the 
unit being in service for all or a 
portion of the year



Properties in Service for Less than One Year

Sally renovated her rental property in 2024 resulting 
in it being out of service for 6 months

Schedule E reflects significant costs for repairs and 
supplies

Can you assume all repair and supply costs are 
nonrecurring? 

No. More documentation is needed to confirm if the 
claimed expenses were all related to the renovation 
and truly nonrecurring



When using a lease to verify rental income it must 
be supported by the following:

• Small Residential Income Property Appraisal Report (Form 
1025/72)

• Single Family Comparable Rent Schedule (Form 1007/1000)

But what if you need to use a lease for a
 non-subject property?

You must confirm the lease has gone into effect

• two months consecutive bank statements or electronic 
transfers of rental payments, or

• for newly executed leases, copies of the security deposit and 
first month’s rent check with proof of deposit 



If there is a situation where you feel that a 

particular situation warrants the use of a lease 

over the information shown on Schedule E, you 

must justify your decision by providing an 

explanation in the file



Analyzing Rental Income Using 
Leases and Fair Market Rents



When are Leases and/or Market Rents Used?

When able to use a lease or market rents to determine rental 
income, 75% of the gross monthly rent(s) is used

The remaining 25% is the estimated cost of potential vacancy 
losses and annual maintenance

Purchases: subject properties that are currently rented out by the seller

Refinances: subject properties or non-subject properties acquired in the 
current year or unrented in the previous tax year



Owner-Occupied 2-Unit Purchase Scenario

Which of the following is true?

a. $2,100 should be added to Bob and Teri’s monthly
      income and they must qualify using the full PITIA 

b. $1,575 can be added to Bob and Teri’s monthly
      income and they must qualify using the full PITIA

c. The rental income can be subtracted from the Bob and Teri’s 
PITIA, allowing them to qualify on an adjusted PITIA of $575

b. The net rental income of $1,575 (75% of $2,100) should be
      added to their income and the full PITIA held against them for
      qualifying

Bob and Teri are selling their condo 
and purchasing a duplex. They plan to 
live in one unit and rent out the other

The rental unit is currently occupied 
by a long-time tenant paying $2,100 
per month (which is supported by the 
rental market data on the appraisal)

The proposed monthly PITIA for the 
duplex is $2,675



Bob and Teri’s Rental Income Analysis Using Fannie Mae Form 1037

                   

Enter the gross monthly rental 
income

Multiply by .75 (the worksheet 
calculates this for you

Add the monthly rental income to 
the borrower’s qualifying income

Hold the entire PITIA against the 
borrower

Remember, the amount of rental income you can add to the borrower’s income may be limited based on whether 
the borrower has a current housing payment and/or property management experience 



Don’t Forget the Rules

What if the net rent for the tenant’s unit was $2,900 
which is $225 more than Bob and Teri’s PITIA for the 
property. Could the entire $2,900 be added to their 
qualifying income? 

No. Unless Bob and Teri have at least one year of previous 
property management experience, only an amount equal to the 
subject property’s PITIA can be added to their qualifying income

If Bob and Teri lived rent-free with Bob’s aunt for the 
last 4 years, would that change anything? 

Yes. If neither of them owned a primary residence or had a 
housing expense, the rental income cannot be added to their 
qualifying income



Analyzing Rental Income/Loss from Schedule E



Schedule E Review

• Property Address

• Type of Property

• Fair Rental Days



Fair Rental Days

Properties with less than 365 
rental days require extra 
research and documentation

• Was the property acquired or placed 
into service during the tax year?

• Was the property out of service due to 
renovations?

• Was the property vacant between 
tenants?

• Days must be converted to months 
for calculating purposes

• NOTE: Rental income from properties 
disclosed as second homes cannot 
be used for qualifying

245

Convert days to months: 245 ÷ 30 = 8.17 months (round up to 9 months)



IRS 1040 Schedule E

• Gross annual rents received

• Expenses related to the property



Fannie Mae’s Rental Income Calculator

The calculator is publicly available!



Fannie Mae’s Rental Income Calculator

Many of the initial fields you encounter are optional

• After accepting the privacy policy, select Income Type from the menu
• Select Rental and the Schedule E analysis option



As you click 
through each 
question, the 

associated line 
from Schedule E 

will highlight



• Occupancy

• Borrower’s 
current housing 
status

• Is the property 
being refinanced

• Property PITIA



Let’s test out a partial year!

Enter the reason for the 
partial year

How long as the borrower 
managed a rental 
property?

Enter the rents received

Enter the annual 
insurance paid



Mortgage interest

Don’t forget to select if 
the field on Schedule E 

contains no amount

Repair costs

Real Estate Taxes

Depreciation

Total Expenses



Other Useful Questions

You can enter homeowners Association Dues 
if applicable

Documented non-recurring expenses 
(large repair items, renovation costs, etc.) 
can be considered into the calculation



Results

Provides guidance 
about how to apply 
the income or loss



Results

Easily review your figures 
from Schedule E

Calculates the monthly 
rental income based on 
the number of months in 
service

Subtracts the PITIA for the 
property to arrive at the 
monthly income/loss for 
the property



Summary

• Always use the calculator or a worksheet to calculate 
rental income/losses

• Even when not using rental income to qualify, calculations 
must be completed

• Rental income calculation methods differ between owner-
occupied and non-owner-occupied properties

• If using leases for a subject property, always compare the 
leases with the appraisal data

• Understand what the limits are for considering rental 
income for qualifying

For more details on rental income 
analysis, refer to the MPF 

Traditional Product and Fannie Mae 
Selling Guides

• MPF Traditional Selling Guide
      5.3.8

• Fannie Mae Selling Guide
      B3-3.1-08



MPF Program Contacts and Resources

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

MPF National Education
mpftraining@fhlbc.com

Keep up with MPF product guideline 
updates by subscribing to 

MPF Announcements:
www.fhlbmpf.com

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