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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communication may have become out of date.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 fithess 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 E lCl |

How Rental Income and Losses are Treated




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:

I taax Credit. Attach Schoecds -

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

Partnerships and S corporations use Form 8825 to report
iIncome 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

Assuming DU is being used, which of the
following types of rental income can be used
for qualifying?

Rent from a second home

Rent from short-term rental property
Rent from a boarder/roommate

Rent from a live-in aide

All of the above

®oo0oTw

The answers are b. and d., and maybe c.

« Short-term rental income is eligible but the income must be reflected on the borrower’s tax returns.
Fannie Mae’s guidelines only allow boarder income if the boarder is a live-in aide or personal assistant.

« Fannie Mae’s HomeReady® option does allow boarder income.
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Required Documentation for Rental Income
Analysis



Let’s Discuss

Paul is reviewing the leases provided by the
seller of a property his borrower is
purchasing. He notices that the appraisal
shows market rents in the area are much
higher.

What would you do?

Find out why the leases are lower.

Are friends or relatives currently renting at a lower amount?

Does the borrower need the higher rents to qualify?
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Documentation

Documentation and rental income analysis
requirements may differ based upon
certain characteristics:

« What kind of transaction is it? Purchase? Refinance? ‘ 3
* |s the property currently rented? ﬁ ) y _'

- - - = 3 — \L :/A
» |s the rental income coming from the subject property or other — R

properties owned by the borrower?

Is or will the property be owner-occupied?

If already owned, how long has the borrower owned the property?
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Documentation Based on Rental Status

Subject properties:
If a purchase, is the subject property currently rented out?

YES NO

* If it'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.

* |f 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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Documentation Based on Rental Status

Subject properties:
If a refinance, is there a history of receiving rents on the property?

YES \[o

» An appraisal with a Comparable Rent Schedule or a
Small Residential Income Property Appraisal and;

» An appraisal with a Comparable Rent Schedule (1-unit)

» The borrower’s most recent year* of signed federal tax or a Small Residential Income Property Appraisal (2-4
returns including Schedule 1 and Schedule E or units).

* |If the property was acquired after the last tax filing year,
a copy of the current lease(s) and/or rental data from
the appraisal should be analyzed.
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Documentation for Non-Subject Properties

Non-subject properties:

« Borrower’s who own investment properties must provide their most recent federal tax

return so Schedule E may be analyzed.
v" Rental income is typically analyzed using the most recent tax return and unlike other forms of
variable income should not be averaged over two years.

« If a property was purchased recently and not reflected
on the borrower’s last tax return, leases should be obtained.
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Analyzing Leases and 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. Agresment to Lease. Landiord agrees to lease o Tenant and Tenan! agrees lo lease from Landiord,
according to the terms and conditions sel forth henein, the Premises.

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

__ayd endigg on (the

4. Rent. Tenant will pay Landiord a monthly rent of ____ for e Term. Rent will be payable in
advance and due on the day of each mon ) duriing he Term. The first rent paymeant is
payable to Landlord when Tenant signs this Agreament. Redfor iy period during the Term which is for
less than one month will be a pro rata porion of the monthly Instaliment. Rent will be paid to Landiond at
Landiord’s address provided herein (or to such othegiabes as directed by Landlord) by mail or in person
Iy cnee of the following methods: and will be pajgble infU.S | Dollars.

5. Guaranty. located at ____ . Iy ")
promises fo unconditionally guaraniee to Ligdiors, the full payment and performance by Tenant of all
financial duies and obligafions arising’ ol of (s Agreement. Guarantor agrees to joint and several
liability with Tenant for Tenant's finilial dulies and obligations under this Agreement including rent,
damages, fees and costs. Guaranil furthids agreas that this guaranty shall remain in full force and effact
and ba binding on Guaranior uciiibis Mpreament is lerminated.

6. Late Fee. Rent paid afie the| o day of each month will be deemed as late; and if rent is not
ipaild within ¢ duy afer such due dale, Tenant agrees lo pay a late charge of

7. Additional Ré'3t. Tlere may be instances under this Agreement where Tenant may be required fo pay
additional charges U0 Lanclord, All such charges are considered additional rent under this Agreamant and
will be pakd with the nost regularty scheduled rent payment. Landlord has the same rights and Tenant
has the same obligations with respect lo additional rent as they do with rent.

8. Utilities. Tenant is responsible for payment of all ufility and ofher services for the Premisaes.
9. Security Deposit. Upon signing this Agreement, Tenant will pay a security deposit in the amount of
to Landlord, The security deposit will be retained by Landlord 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 enftitied to a full refund of the security

Lease Agreement (Rev. 133C5EE) 1/86

SINGLE FAMILY COMPARABLE RENT SCHEDULE

This form i intended ta provide the appraiser with a familiar bormal 1o estimate the markat rent of the subject property. Adjustments should bs made only for
items of significant difference between the comparables and the subject property.

ITEM SUBJECT |

COMPARABLE MO. 1 COMPARABLE NO. 2 COMPARABLE MO. 3

Address

rointy ws[[[J]]]

Date Laass Begins
Date Laage Expires.

Monthly Rental  Currenty
Rentpd: §

Less: Utinties

Furniture ¥ ! *
Adiushec
Manthly Rent

Dita Source

RENT ADJUSTMENTS | OSSCRIPTION | DESCRIPTION (=) 8 Adustmest | DESCRIPTION | +(-)SAdustmeet | DESCRIPTION | +i-1% Adusimert

Runt |
Sotesws__(IIIIIIE

Location/View

Design and Appeal

AgarCondition

Above Grade ool | e | faba | ol | B | Satta CHCHT |
FRoom Count H f ] ' v i 1
ianss Living Area E1 Sen X

Other (2., basement, H
etc.) A

Other:

Wt Ag). (10t
Indicaled Manthly
Marke! Rent
Comments on market data, including the range of rents for single family properties, an estimate of vacancy far single family rental properties. the ganeral trend
of fents and vacancy, and support lor the above adustments. (Rent cancessions should be adjusted to the market, nat 1o the subject property.}

Final Raconciation of Market Rant

| (WE) ESTIMATE THE MONTHLY MARKET RENT OF THE SUBJECTASOF TOBES
SIGNATURE Review Appraistr SIGNATURE _
(I awicabie)
HAME § HAME

o ] Ove= Ofe [OVes _Ole OV _Ote

Small Residential Income Property Appraisal Report s

[ A= There any physical Beficencies or advarss condilions that afiact the livabilly, soundness, or skuckural iniegrity of f1e proparty? | Yes ] No I Yes, descibe

Dices the property generally conform to

{funcsonal utiity, e, condition. use. constuction. ate)? [ Yes [INo I No. describa
T

is the propany subject 1o rent control? [ Yes [INo_If Yes, describe

[The following properies represent the most current, similar, and proximate comparsbls rental properiies b the subject propery. This anlysis s intendsd to support the
oinicn of the market rent forthe subject progerty.

FEATURE | SUBJECT COMPARABLF RENTAL # 1 COMPARABLF RENTAL £ 7 COMPARABLE RENTAL #3

[Current Monthiy Rent |5 B [s

Preni Groes Bidg, Area [§ 5. it AR sq.fi B sa.tt B 0.t

CYes [IHo

o Count M 52 | \orhly Rart [ Count £

Sg.FL Monthiy Rent

Tot |80 [Ba Tot [6 [Bs Tol]Er [ Tot & [Ba

W@ e
W@ e

Utifties Included

[Analysis of rental data and support for esimated markat rents for the individual SUbjec units raportad below (including tha adequacy f the comparabes, rantal concessions,
etc)

[Rent Schedule: The appraiser must raconcile e appiicabie indicated montnly market rants o pravide an opinion of the markat rent for each unitin the subject proparty.

Leases ‘Actual Rent Opinion Of Market Rent
Lasse Date Per Uni Total Per Unit Tolal
Uit # Begn Date End Data Unfumished Fumished Rent Unfumished Fumished Rent
1 $ s s s $ s
2
3
4
[Comment an lease data Total Actual Monthly Reat 5 Total Gross Montfly Rent B
Othar Monthly Income (temize) 5 Othar Manthy Income (itemizs) B
Total Achual Monthly Income 5 Total Esfimated Manthy Income B

Hilties included in estimated rents [ Elecinic [[] Water [] Sewer [] Gas [] 0il [] Cable [ Trash caliection [] Other (describe)

u
[Comments an aciusl or esiimaled rents and other monthly income (including personal property)

Mortgage

Partnership
Financew



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.

For subject properties, market rents are reported on Form 1007/1000 or the appraisal, 1025/72.
This data should be compared to the leases.
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Leases and Fair Market Rents

All of the Fannie Mae rental worksheets have sections for calculating rental
income using leases and/or market rents

*  Fannie Mae Form 1037 used for owner-occupied, 2-4 unit properties.

 Fannie Mae Form 1038 used when the subject property is an investment property (MPF Xtra only) or a
non-subject investment property.

 Fannie Mae Form 1038A is the same as Form 1038, 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

Using Fannie Mae’s Form 1037 to analyze leases or market rents from
an owner-occupied property (purchase transaction)

Step 2B. Lease Agreement OR Fannie Mae 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.
Enter the gross monthly rent (from the lease agreement) or market rent (from Form
" gross monthly rent (from g ) ( Enter 1500
1025) for the applicable rental unit
Multipl thl t ket rent by 75% (.75). Th ining 25% t
gy |Multiply gross mqn y rent or market rent by 75% (.75). The remaining accounts Multiply 75 <75 <75
for vacancy loss, maintenance, and management expenses.
Equals monthly rental income per unit Total 1125 0 0
Combine the monthly rental income of all non-owner-occupied rental units (up to a
B3 |maximum of 3 rental units since rental income is not eligible on the unit occupied Add 0
by the borrower).
Step 2B. Result: Monthly qualifying rental income: Result 1125
AN
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Form 1037

Form 1037 does not subtract the borrower’s PITIA from the net rent(s).

Form 1037 is for owner-occupied properties that generate rental income.
* Rental income from Form 1037 may be added to the borrower’s qualifying income.

« Use the full PITIA to calculate DTI ratios using the borrower’s income plus the additional
rental income.

 Most calculations on Form 1037 will result in rental income, not a loss.
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Calculating Leases or Market Rents

Fannie Mae Form 1038 section for leases or market rents for
non-owner occupied subject properties*

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 multi-unit properties, combine gross rent from all rental units. 1000 @
B2 |The remaining 25% accounts for vacancy loss, maintenance, and management expenses. Multiply x.7D x.75 x/5 L
Equals adjusted monthly rental income. Total 750 0 0 0
83 ;E)rrm(t)ire:)tryo)f)osed PITIA (for subject property) or existing PITIA (for non-subject aliind 370
Step 2B. Result: Monthly qualifying rental income (loss): Result (120) 0 0 0

*May sometimes be used for non-subject properties not listed on Schedule E (i.e. the property was recently purchased
or a conversion of a departure residence into a rental property).
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Form 1038

Form 1038 is used for non-owner occupied properties

« Since the PITIA is part of the expenses for a non-owner occupied property, is should be
subtracted along with other expenses.

« Some calculations may result in a loss.
« Losses are held against the borrower as a monthly liability

* Income may be added to the borrower’s monthly income (subject to restrictions)
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Analyzing Rental Income/Loss from Schedule E



Schedule E Analysis

Each of the Fannie Mae rental income worksheets include sections for
Schedule E analysis. Use those sections for:

* Refinances of owner-occupied properties with
rental units (2-4 unit properties).

» Refinances of non-owner occupied subject
properties (MPF Xtra only).

* Any transaction where the borrower owns
additional investment properties.
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Schedule E Analysis

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

Start with: The total annual rental income for the property

Subtract: The total annual expenses for the property

Add Back: Depreciation
Mortgage Interest
Real Estate Taxes
Insurance
Homeowner’s Association Fees (if applicable)
Non-recurring Expenses (if documented accordingly)
Subtract: The current monthly PITIA for the property

Mortgage
m Partnership
Financew



Schedule E Analysis

SCHEDULE E Supplemental Income and Loss Ol o 1 b0 )
RS- > Attach to Form 040, 1040-5R, $343-MR, or 1041 KoL (Form 1040) {From rental real estate, royalties, partnerships, S corporations, estates, trusts, REMIC, etc) | :
e ot Lo - Hure e —l = N r— » Attach to Form 1040, 1040-5R, 1040-NR, or 1041.
Taytar C Morrecens iernal Aeverun Sarvce 00 » Go to www.irs gov/Scheduwie€ for instructions and the latest information.
oy ol is iy Narmes) shomn on retum Your socw! securty mumber
A Dud you make amy panyrrants 1 2001 Dt woud regure you 50 M Formis) 10090 See matrctons TT Ve Gl No Taylor C. Homoowner XK XK XOOEX
B ¥ “Yen ' dhd you or wil you S reaured Formid 10997 1] Yes E]Ne From Rental " "
‘__m —— o Ty v e o LNe mhomotl.ul rom Real Estate and Royalties Note: If you are in the busness of rertng personal property. use
3 Ash Bocbovard .-.u.l,. Schedule C. See ratructions. If you are an Indiidudl, report farm rental income or ioss rom Form 4835 on page 2, ine 40
Lty il ek ey A Did you make any payments in 2021 ﬁ'utaoddroqure)ou!oflefcrmlsl 10997 Seeinstructions . . . . . LJYes [EJNo
B | Typecf Foperty | 2 For sach retul md wntate croperty intes Vo Rotal | Porsonel Use ™ B ¥ *Yes." did you or willl you file required Formi(s) 10997 . . . . . . v - -« . . ElYes ElNo
L ] Paracial Coa . ik the GV b o Sepe Doy \ 1a |Physical address of roperty (street. 2P code)
¥ yOou Twet the reqrements 1o fhe & & 245 ] \ a each p { City, state, )
) veniure. Ses ruinction ) » ] 1 ) A ]123 Ash Boulevard Unit 4, Mayberry, Kansas 11111 .
Type of Property: : B 4732 South Begonia Path, Mayberry, Kansas 11111
1 Srghe Famiy Rescerce 7 Sat-Parte Cc
A - 3 1b | TypeofProperty | 2 Foreach rental read estate property ksted Fair Rental Personal Use QW
3 o (from kst below) above, reponhembadhrrmlm Days Days ‘
. personal use days. Check the QJV box only )
A if you meet the requrements 1o Sle as a A 365 ! 4
8 Advrting s - 2 S qualffied joirt venture. See instructions. B 335 3 - 3
L] A wrd reve e ratruchore e -
7 Cuarwng and martensnce 7 = C [ \
: Corvresscra : - — Type of Property: \
10 Lege! and oiher professionsl fees o 1 Single Family Residence 3 Vacation/Short-Term Rental 5 Land
" Moagemet e 38 - — 2 Mutti-Family Residence 4 Commercial 6 Royalties
12 Morigage mesest pesd 10 banka, ic. (see ratructonsl | 12 4w 3.2
13 Ofwr mierest 13
" Pepan 14 w 3%
18 Sgphes _2
" Teowm 18 2.0 “ ax
17 Usites 17 -
o % - 1. Lists the property address/addresses.
20 Totw experses. Acd bres 5 Brough 19 El 2 140 314X
n Suttract brw 20 Yom ine 3 pertal and'or 4 royalen) ¥
result = 8 Oossl ses alructors 1 Sed oot F you mest
e Porm 8108 P
2 Decductinm rectal ras etate oo aber ¥rvtston, f ary M
on Porm BSE2 (sew Natr oo |
o D D 2. Describes the property type.
b Totw of o amourts reported on Ine 4 for ol royally propertes
¢ Totu of & arvourts reported on Ine 12 for ol propertes =3 7, XK
d Totul of & arvourts rseported on Ine 18 for ol gropertes ) o
o Tots of @ srrourts reported on Ine 20 for o progerSes e 4 M
M Income. A pawive Mmourts Shown on ine 21. Do not include any s E 303 .
23 Losses. Add royaly lowses Yors bre 21 and rentsl read aniete losses Soen bre 22 Erter total iosses here ) 21330)
e et e et s 3. Notes how many days during the tax year the
hern ¥ Parts IL 3L IV, and brw 40 on page 2 do not apply 10 you, Mso erter tha amount on
Schadbe 1 Form 1040) e 5 Otherwas '\:l&hﬁ."w‘ﬂ’-mmlml‘eﬂ}?? > .2
T et e s ———— 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 of time?

« 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 Qv
above, report the number of fair rental and Days Days
personal use days. Check the QJV box only
if you meet the requirements to file as a 150
qualified joint venture. See instructions.

O|m|>»
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Schedule E Analysis

Income and Loss Ol N 10N
(From rentsl resl sstane. royaites. patrer $hpe, § COporations. estates. trusts, REMICK enc) 21
-n—nur--oqm“-u-m Poeioncoe
» Go 1s waw.is. e e lntest Sagunein o 13
—

ome o ¥y e 1 T Dumtans of rlng DEACrE PUDET) a8
Schedule C. See iatractions. ¥ you aw a0 reividud reporn e setsl ncorme o Ges Yoe Fomm 4838 on sege 2. ke &
A Dud you make amy paryrrants n 2021 Bat woukd regure you 1 e Formis) 10297 Ses matrctions L] Yea ElNo
B ¥ “Yeu' o you or will you e required Formisd 10097 Ll Yes ClNo
s mmdmmu_ aLn— £¥ coow
A 1133 Auh Bosbevard Uret & Maybery Kavess 111
e 71J Seuth bl s Path Mayberry Kanass 11111

1 | Typect Mopety | 2 Foreach retel el estate sropenty inted Ve Raeial | o
(Yom It beioa |

4200

Otver by »
20 Totw experses. Acd bees 5 Brough 19 _a 2 140
Suttract bow 20 fom ine 3 pents) ndior 4 poyaiies) ¥

e Form 6108
22 Decluctiie rental resl et ous aber Srvtaton, f any,
on Form 3382 (zee Natrucionm L2 ]
s Totd of & arourts reported on Ine 3 for al rental propertes 43 400
L
€
]
-

Totwd of & arrOures reported on ine 4 for al royaly propertes
Totsl of &l armourts reported on Ine 12 for ol propertes

Totud of & arroures reported on Ine 18 for & progertes 4470
Totsd of & arrourts reported on Ine 20 for off propertes 5 3
M Income. Adi powtve Mmouts Shown on e 21. Do Rot inchade vy s EX 1 303
23 Losses. ASS royslty lowses hors bre 27 and rentel read enite lonses Sorn bre 22, Erter iotal iouses here =3 ]
20 Totsl rertsl resd eniste and royalty ncome or Joss). Cortre bres 24 and 25 Evter w senalt
her ¥ Parts Il 5L IV, and brw 40 on page 2 do not spply 10 you, M0 erter ths amount on

Scraxdbe 1 Form 100L e S OPerwae nolude the smourt n S totsl on bre 41 on pece 2 x> o)
For Pagerw ot Badecton At Nofice see e seserste imstractione G Mo 11MA L T

Income: | “Properties:

Rents received

13,200

Royalties received .

-l

Expenses:

Advertising

Auto and travel (see vnstmct:ons)
Cleaning and maintenance
Commissions.

Legal and other professional fees .
Management fees

Mortgage interest paid tobaMs etc (see mstmcbons)
Other interest.

Repairs.

Supples

Taxes .

Depreciation expense or depletion
Other (kst) »

Total expenses. Add lines 5 through 19

Subtract line 20 from line 3 (rents) and/or 4 (royalties). If
result is a (loss), see instructions to find out if you must
file Form 6198

650|] |

plala|e|e|v|e|n

2,490
4,500

13

14

750

15

16

2,100

17

18

1,650

19

12140
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Using a Worksheet to Analyze Schedule E

Step 2A. Schedule E - Part | For each property complete ONLY 2A or 2B
A1 |Enter total rents received. Enter
A2 |Enter total expenses. Subtract
A3 |Enter insurance expense. Add
A4 |Enter mortgage interest paid. Add
A5 |Enter tax expense. Add

Enter homeowners’ association dues.

AS |- : . e : : e
6 This expense must be specifically identified on Schedule E in order to add it back.

Add

A7 |Enter depreciation expense or depletion. Add

Enter any one-time extraordinary expense (e.g., casualty 10ss). There must

A8 $ . ; ¢ Add
De evigence ojthe nature oft've one-time extragorgingary expense.

Equals adjusted rental income. Total 0 0 0 0
AS |Enter the number of months the property was in service (Step 1 Result). Divide 0 0 0 0
Equals adjusted monthly rental income Total 0 0 0 0

Enter proposed PITIA (for subject property) or

Al0 existing PITIA (for non-subject property).

Subtract

Step 2A. Result: Monthly qualifying rental income (or loss):

Result 0 0 0 0

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

Mortgage
m Partnership
Financew



Schedule E Analysis

SCHEDULE E Supplemental Income and Loss OMB No. 1545-0074
(Form 1040) (From rental real estate, royalties, partnerships, S corporations, estates, trusts, REMICs, etc.) \ 2 o
i i o » Attach to Form 1040, 1040-SR, 1040-NR, or 1041. mm;ﬂ
Internal Revenue Service (99) » Go to www.irs.g duleE for instructi and the latest information. Sequence No. 13
Name(s) shown on retum Your social security number
William Homeowner YOO Rental Income Worksheet
Income or Loss From Rental Real Estate and Royalties  Note: If you are in the business of renting personal 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. Docimientation Reguired: Investment Investment Investment Investment
A Did you make any payments in 2020 that would require you to file Form(s) 1099? See instructions . . . . . L] Yes I No o Scndie £ Enae Property Address|Property Address|Property Address|Property Address
B If “Yes," did you or will you file required Form(s)1099? . . . . . . . . . . . . . . . . . . . LlYes |INo ) =>
1a_|Physical address of each property (street, city, state, ZIP code) = SrroTT 1025 Enter |123 Hudson
A | 123 Hudson Street, Anytown, Nebraska Street, Anytown,
B I . Nebraska
—c |
1b Type of Property 2 For each rental real estate property listed Fair Rental Personal Use o Step 1. When using Schedule E, determine the number of months the property was in service by dividing the Fair Rental Days by 30.
(from list below) abosvoer.] avlegggagss n%nr‘g{( ?L éag j%ngxaong' 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.
- : fyoumeet the requrements to fieasa | A = T W T S L e I >
B qualified joint venture. See instructions. B | » 121
C Cc
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 Cc
3 Rentsreoshed . . . . o v oom e o s 3 14,400 = =
A Toptesreomved. . |4 Fill in the property address and the number of
Expenses: | | . . .
§ Advertising . . . . . . . . 5 t h t h rt d t h
6 Auto and travel (see instructions) . 6 mon s e prope y Was In serVIce u rl ng e
7 Cleaning and maintenance . . . . . . . . . 7 1,545
8  Commissions. 8 last tax year.
9 Insurance . TR ELr L K 9 1,100
10 Legal and other professionalfees . . . . . . . 10
11 Monagomentoes . . . . v o s 0 W e & o 11
12 Mortgage interest paid to banks, etc. (see instructions) 12 3,950
18 Ohrineest: . . o s o = o % = oo s » 13
y T R S 14 2,230
50 SO G 5 53 %% B R EEETE W .a B F 15
10 TOWE . o i s s i e v G e el B e 16 3,120
W OUNeB: . i i . v osw w8 8 b 17 1,680
18 Depreciation expense or depletion . . . . . . 18 2,120
19  Other (list) » 19
20 Total expenses. Add lines S5through19 . . . . . 20 15,745
21 Subtract line 20 from line 3 (rents) and/or 4 (royalties). If [ l
result is a (loss), see instructions to find out if you must Mortgage
fleFormé198 . . . . . . . . . . . .. 21 (1,345)
1 1
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Schedule E Analysis Using a Worksheet

Income: ] Properties: A B c
3 Rentsreceived . . . . . . .. .. ... 3 14,400
. =
4 ROyanleS OO . 5 w5 & ¥ & s e 4 Step 2A. Schedule E - Part |
Expenses: A1 |Enter total rents received. Enter 14,400
5  Advertising oo 5 A2 |Enter total expenses. Subtract 15,745
6 Autoand travel (see mstruchons) ; 6 a3 |Enter insurance expense. Add 100
7 Cleaningand maintenance . . . . . . . . . |7 1,545 A4 |Enter mortgage interest paid. Add 3.950
8 Commissions. 8 A5 |Enter tax expense. Add 3,120
9 Insurance . 9 1,100 Enter homeowners’ association dues.
10 Legal and other pfOfGSSIOﬂﬁI feeS T P 10 A6 | 7his expense must be specifically identified on Schedule E in order to add it back. Add
1 Management fees . . . . . 1 A7 |Enter depreciation expense or depletion. Add 2,120
12 Mortgage interest paid to banks, etc. (see mstructnons) 12 3950 p 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 extraordinary expense.
14 Repairs. S 14 2230 Equals adjusted rental income. Total 8,545
15 SUDDNCS T T T T 15 A9 |Enter the number of months the property was in service (Step 1 Result). Divide 12
6 Taxes. . . .. ... ........ |16 3120
Equals adjusted monthly rental income Total 712 _
17 Utilities. . . . . BN 17 1.680 :
— Enter proposed PITIA (for subject property) or 869
18 Depreciation expense or depletlon ¢ oo 000 |18 2,120 A10 | existing PITIA (for non-subject property). SRR
19 Other O e, 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
flektFom6198 . . . . . . . . ... .. |2 (1,345)
aa & .. N D o u o, " | | Mortgage
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How Income and Losses are Treated



How Rental Losses are Treated

If your calculation on Form 1038 results in a loss, that loss should be
held against him as a monthly liability

- e We just used Schedule E and Form 1038 to
sbwac | 15745 determine Justin’s income/loss on his rental
Add 1100 .
: 3 950 property. We arrived at a loss so...
e s 1120
15 T $157 must be added to his monthly liabilities.
'i:i Tota 8,545
a5 |E t mber of mo oty 1 | Divid 12
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How Rental Income is Treated

If your calculation on Form 1037 or 1038 results in a gain, that amount
may be considered as additional income for the borrower

Let’s look at the guidelines for adding income...
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How Rental Income is Treated

Guidelines for adding rental income to a borrower’s qualifying income

1. The borrower does not own a a. Rental income added to the
primary residence (or have a housing payment) borrower’s income cannot exceed the

total PITIA for the property.
2. The borrower has a primary residence (or a

housing payment) but does not have at least b. No rental income can be added to the
one year of property management experience. borrower’s monthly income.

housing payment) and has over one year o rental income that can be added to

3. The borrower has a primary residence (or c. There is no limit to the amount of
1/
property management experience. the borrower’s monthly income.
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Summary

Always use a worksheet to calculate rental income/losses.
« Even when not using rental income to qualify, calculations must be completed

» Calculation methods differ between owner-occupied properties with rental income and
non-owner occupied investment properties.

 If using leases for a subject property, compare the rents with the appraisal data.

» Keep in mind that there are additional reserve requirements for borrowers with multiple
investment properties and sometimes limits to the amount of properties a borrower can
own.
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MPF Program Contacts and Resources

MPF Service Center Keep up with MPF product guideline updates by

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

MPF National Education mpf e D | GEEE
mpftraining@fhlbc.com L e
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