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Evaluating & Calculating 
Rental Income
Presented by: Sandra Sweeney, Senior Customer Trainer
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Legal disclaimer: 

The materials included in this presentation are intended for general information only. This 
presentation is not intended to be complete or all-inclusive regarding the matters discussed herein, 
and nothing contained in this presentation is intended, or should be relied upon, as legal, 
accounting, compliance or other professional advice. 

Although MGIC believes the information set forth in this publication is generally accurate, the 
information may be outdated due to the rapidly changing nature of the residential mortgage industry, 
and MGIC does not warrant the accuracy, reliability or completeness of any information contained in 
this publication. 

The information in this publication is culled from a variety of business and mortgage industry 
sources. Attribution is given where deemed necessary. Opinions and insights expressed herein do 
not necessarily represent the views of MGIC.
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Objectives

Eligibility and underwriting

Documenting rental income

Calculating rental income/loss

Multiple financed properties
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Rental 
income 

fundamentals 
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Are you using rental income to qualify?  

Include 
PITIA in DTI

No Let’s 
continue 
on…

Yes
However, documentation 

of gross rents
is still required.
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The fundamentals
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Source

• Subject 2- to 4-unit primary residence
– Purchase or refinance

• Subject 1- to 4-unit investment property
– Purchase or refinance

• Non-subject investment property
• Subject 1-unit primary residence (boarder income)
• Accessory units
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History

How long has property been owned or in service?
– Prior calendar year (and beyond) 

– Schedule E or combination of documentation

– Current calendar year (no taxes)
– Lease or Forms 1007 or 1025
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Subject property; 
Primary 
2-4 unit

Purchase

Form 
1025/72 
required

Lease(s)          
(if available)

Refinance

Form 
1025/72 
required

Lease(s)          

Schedule E

If lease(s) being 
transferred,

VERIFY 
it does not contain 

provision that
could impede

1st lien position.

Source, history & 
documentation
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Subject property; 
Investment
1- to 4-unit

Purchase

Form 
1007/1025 

required

Lease(s)          
(if available)

Refinance

Form 
1007/1025 

required

Lease(s)          

Schedule E

If lease(s) 
being 

transferred…

Source, history & 
documentation
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Non-subject 
Investment 

Schedule E

Lease(s)

Source, history & 
documentation
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Can rental income be used?

Arthur and Elizabeth own a beach condo 
that they use as a second home. Their 
tax returns reflect receipt of rental 
income.

Can you use the rental income obtained 
from their seasonal rental of this second 
home as part of the qualifying income?
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Rental income
documentation
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Form 1007

• 1-unit investment property

• Provided in addition to appraisal 
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Fannie Mae Form 1025/
Freddie Mac Form 72

2- to 4-unit property
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Leases
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When can a lease be used?

• Purchase transactions with existing, transferring leases

• Refinance transactions with properties purchased in the last year

• Refinance transactions for a property that experienced rental 
interruptions  (file contains verification of documented event)

• Conversion of a principal residence to investment property
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Lease agreement requirements

Fannie Mae and Freddie Mac – New Guidelines Fannie Mae and Freddie Mac – Old Guidelines

• Form 1007/1000 or 1025/70 must support the income 
reflected on the lease agreement OR

• Evidence the terms of lease have gone into effect
• 2 months’ bank statements, copies of cancelled checks, or  

electronic transfers of rent payments OR
• Copy of security deposit and 1st month’s rent check with 

proof of deposit

No evidence was required to ensure that lease was in effect.

Freddie Mac – New Guidelines Freddie Mac – Old Guidelines

Newly Executed Lease Agreements or No Rental History –

Lease must have the first payment due no later than the 1st payment 
on the subject mortgage.

Transferring leases must be current and fully executed in the 
property seller’s name as the landlord.

Newly Executed Lease Agreements or No Rental History –

Lease must be for at least one year.  
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Schedule E
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Current docs

• Mortgage statement

• Homeowner’s insurance declaration page

• Property tax bill

• HOA statement (if applicable)
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Calculating
rental income
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Rental 
income 
worksheet
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www.mgic.com/seb

www.mgic.com/seb
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Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has <1-year history of:
• Receiving rental income OR
• Documented property management experience

For 2- to 4-unit primary: rental income limited 
to PITIA of subject property; add to borrower’s 
gross income

Does not own primary residence AND for
FNMA, does not have current housing expense

FNMA - No rental offset or income may be 
used in qualifying *

FHLMC - Rental income limited to PITIA of 
subject property

No restriction on the amount of rental income
that can be used

Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has minimum 1-year history of:
• Receiving rental income OR
• Documented property management experience

Then, for qualifying purposes . . .Rental income from . . . 
For Fannie Mae – If the borrower . . . 

(Selling Guide B3-3.1-08)

Non-subject property in service 
for at least 1 year

No restrictions on the amount of rental 
income that can be used

No restrictions on the amount of rental 
income that can be used

No current housing expense, AND
Has at least 1-year history of receiving rental income 
from subject property

Currently owns a principal residence (or has a current 
housing expense), AND 
at least a 1-year history of receiving rental income OR 
at least 1 year of documented property management 
experience

Subject property 
OR Non-subject property

Principal residence, income not exceeding PITIA of 
the subject can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the subject 

Subject property

Non-subject property (new or 
newly in service)

Currently owns primary residence
(or has current housing expense), AND
has < 1-year history of receiving rental income OR
documented property management experience

Does not own primary residence AND
does not have current housing expense

Subject property 
OR Non-subject property Rental income cannot be used

Principal residence, income not exceeding PITIA of 
the property can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the related property
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Freddie Mac – Use of rental income

Source:  Freddie Mac Rental Income Matrix
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Rental income needed

Theo currently lives with his parents rent-
free. He does have a 24-month history of 
paying the monthly utilities. He is 
purchasing a 2-unit primary residence and 
will occupy one of the units.

Rental income is needed to qualify from the 
other unit of the subject property, which 
has a market rent of $1,200.00.

25



3/27/2024

26

Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has <1-year history of:
• Receiving rental income OR
• Documented property management experience

For 2- to 4-unit primary: rental income limited 
to PITIA of subject property; add to borrower’s 
gross income

Does not own primary residence AND for
FNMA, does not have current housing expense

FNMA - No rental offset or income may be 
used in qualifying *

FHLMC - Rental income limited to PITIA of 
subject property

No restriction on the amount of rental income
that can be used

Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has minimum 1-year history of:
• Receiving rental income OR
• Documented property management experience

Then, for qualifying purposes . . .Rental income from . . . 
For Fannie Mae – If the borrower . . . 

(Selling Guide B3-3.1-08)

Non-subject property in service 
for at least 1=year

No restrictions on the amount of rental 
income that can be used

No restrictions on the amount of rental 
income that can be used

No current housing expense, AND
Has at least 1-year history of receiving rental income 
from subject property

Currently owns a principal residence (or has a current 
housing expense), AND 
at least a 1-year history of receiving rental income OR 
at least 1-year of documented property management 
experience

Subject property 
OR Non-subject property

Principal residence, income not exceeding PITIA of 
the subject can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the subject 

Subject property

Non-subject property (new or 
newly in service)

Currently owns primary residence
(or has current housing expense), AND
has < 1-year history of Receiving rental income OR
documented property management experience

Does not own primary residence AND
does not have current housing expense

Subject property 
OR Non-subject property Rental income cannot be used

Principal residence, income not exceeding PITIA of 
the property can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the related property

26



3/27/2024

27

Freddie Mac - Use of rental income

Source:  Freddie Mac Rental Income Matrix
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Subject 2- to 4-unit 
Primary purchase

• Using the lower of the lease(s) or market rent(s) from Form 1025:
– Enter Gross Monthly Rental amount

– 25% Vacancy Factor automatically deducted

– Adjusted Monthly Rent auto calculated
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Subject 2- to 4-unit 
Primary residence - DTI calculation
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mortgage guaranty
insurance corporation

James & Jessica 
Johnson 

Own 3 rental properties
(Schedule E, page 1)

30
mortgage guaranty
insurance corporation

SS0
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SS0 Please replace pics of borrowers - suggested photo on slide
Sandra Sweeney, 2024-01-29T17:32:43.420
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Schedule E 
Page 1

Compare to REO 
section of URLA
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Subject 1- to 4-unit 
Investment refinance
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Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has <1-year history of:
• Receiving rental income OR
• Documented property management experience

For 2- to 4-unit primary: rental income limited 
to PITIA of subject property; add to borrower’s 
gross income

Does not own primary residence AND for
FNMA, does not have current housing expense

FNMA - No rental offset or income may be 
used in qualifying *

FHLMC - Rental income limited to PITIA of 
subject property

No restriction on the amount of rental income
that can be used

Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has minimum 1-year history of:
• Receiving rental income OR
• Documented property management experience

Then, for qualifying purposes . . .Rental income from . . . 
For Fannie Mae – If the borrower . . . 

(Selling Guide B3-3.1-08)

Non-subject property in service 
for at least 1=year

No restrictions on the amount of rental 
income that can be used

No restrictions on the amount of rental 
income that can be used

No current housing expense, AND
Has at least 1-year history of receiving rental income 
from subject property

Currently owns a principal residence (or has a current 
housing expense), AND 
at least a 1-year history of receiving rental income OR 
at least 1-year of documented property management 
experience

Subject property 
OR Non-subject property

Principal residence, income not exceeding PITIA of 
the subject can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the subject 

Subject property

Non-subject property (new or 
newly in service)

Currently owns primary residence
(or has current housing expense), AND
has < 1-year history of Receiving rental income OR
documented property management experience

Does not own primary residence AND
does not have current housing expense

Subject property 
OR Non-subject property Rental income cannot be used

Principal residence, income not exceeding PITIA of 
the property can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the related property
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Schedule E

$6,050/12 months = $504/month 

Verify mortgage payment: credit report, monthly or 
year-end statement. Verify with statements: HOA 
dues, flood insurance, etc.

34
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Subject 1- to 4-unit investment 
Refinance - DTI calculation

-$495.83
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Non-subject investment
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Non-subject 
investment

Verify mortgage payment: 
credit report, monthly or 
year-end statement. Verify 
with statements: HOA dues, 
flood insurance, etc.…
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Non-subject investment –
DTI calculation
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What if rental property was 
acquired during tax filing year?

Our borrowers just purchased an 
investment property late last year. The 
tax returns only show 3 months of 
rental income or 90 Fair Rental Days.

How should qualifying rental income 
be calculated?
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Non-subject 
investment

Reverified with current info

Taxes = $1500
HOI = $750

No mortgage 
interest noted
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Can rental income be 
used?

Borrower is purchasing a new primary 
residence and converting their existing 
primary residence into a rental 
property.

Can I use rental income from the 
converted property for qualifying? 

How much rental income can be used?
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Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has <1-year history of:
• Receiving rental income OR
• Documented property management experience

For 2- to 4-unit primary: rental income limited 
to PITIA of subject property; add to borrower’s 
gross income

Does not own primary residence AND for
FNMA, does not have current housing expense

FNMA - No rental offset or income may be 
used in qualifying *

FHLMC - Rental income limited to PITIA of 
subject property

No restriction on the amount of rental income
that can be used

Currently owns primary residence
OR for FNMA, has current housing expense
AND
Has minimum 1-year history of:
• Receiving rental income OR
• Documented property management experience

Then, for qualifying purposes . . .Rental income from . . . 
For Fannie Mae – If the borrower . . . 

(Selling Guide B3-3.1-08)

Non-subject property in service 
for at least 1=year

No restrictions on the amount of rental 
income that can be used

No restrictions on the amount of rental 
income that can be used

No current housing expense, AND
Has at least 1-year history of receiving rental income 
from subject property

Currently owns a principal residence (or has a current 
housing expense), AND 
at least a 1-year history of receiving rental income OR 
at least 1-year of documented property management 
experience

Subject property 
OR Non-subject property

Principal residence, income not exceeding PITIA of 
the subject can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the subject 

Subject property

Non-subject property (new or 
newly in service)

Currently owns primary residence
(or has current housing expense), AND
has < 1-year history of Receiving rental income OR
documented property management experience

Does not own primary residence AND
does not have current housing expense

Subject property 
OR Non-subject property Rental income cannot be used

Principal residence, income not exceeding PITIA of 
the property can be added to the gross income
Investment property, income can only be used to 
offset the PITIA of the related property

42



3/27/2024

43

Freddie Mac - Use of rental income

Source:  Freddie Mac Rental Income Matrix
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Multiple 
property 

ownership
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Multiple property ownership

How many FINANCED properties can a borrower own?

• If DU submission

– Up to 10

• If Loan Product Advisor submission

– Up to 10
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Q:  What’s a “financed” property? 

A: Any 1- to 4-unit property, including 
the subject property, for which the 
borrower is personally obligated.
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How many financed 
properties?

Jaden and Aliyah are on a joint loan request for 
purchase of new beach property in FL, which they will 
use as investment property.  

Jaden has a mortgage on a rental home in Salem, 
WI, and a first lien HELOC on rental condo in Vail, CO.

Aliyah has financed a vacant lot in Lake Geneva, 
WI, as well as a rental townhouse in Dallas, TX, that is 
owned free and clear.

They jointly own a rental condo in Charlotte, NC, that 
is financed.
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Multiple property reserves
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Fannie reserves -- % UPB

% of aggregate unpaid principal balance (UPB)*# of financed properties

2%1 to 4

4%5 to 6

6%7 to 10 (DU only)

* UPB for mortgages and HELOCs

Source: Fannie Selling Guide B3-4.1-01
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Freddie reserves -- PITIA

# of months of PITIA# of financed properties

2 months for each additional property1 to 6

8 months for each additional property7 to 10

Source: Freddie Selling Guide 5501.2 eff 5/1/21
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What questions do you 
have for me?
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mgic.com/seb

SS0
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SS0 New slide - Magic Minutes
Sandra Sweeney, 2024-01-29T16:48:44.963
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Resources

https://fanniemaecourses.s3.amazonaws.com/Evaluating%20Rental%20Income/story.html

https://sf.freddiemac.com/content/_assets/resources/pdf/update/rental.pdf
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Get a free MI quote:
mgic.com/MiQ

Explore training:
mgic.com/training

Connect with your rep:
mgic.com/contact
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Thank you!
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Accessory 
dwelling units 

(ADUs)
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