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FOCUS ON FIXED INCOME

Evaluating and Calculating 
Borrower Income
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Legal disclaimer

The information presented in this presentation is provided “AS IS” for general 
informational purposes only and is based on guidelines and practices generally 
accepted within the mortgage finance industry and is not intended to be all-
inclusive. MGIC 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 presentation. MGIC 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 this presentation. In 
no event will MGIC be liable for any direct, indirect, incidental, punitive or 
consequential damages of any kind with respect to the presentation or materials 
provided. All examples are hypothetical and are for illustrative purposes only and 
not for reliance. This presentation is not intended and should not be interpreted or 
relied upon as legal or financial advice. We encourage you to seek advice from a 
qualified professional. Any opinions expressed in this presentation are solely those 
of the presenter and do not necessarily reflect the views and opinions of MGIC. 
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Objectives

Learn about what 
income can be used 

for qualifying 
purposes 

Understand some 
common income 
types and review 
documentation 
requirements

Discuss how to review 
income to calculate 

qualifying income and 
to determine eligibility
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Agenda

• Risk assessment of income

• Three income trios

• General documentation requirements

• Calculation of base income

• Less than 2-year history of employment

• Non-taxable income
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Risk assessment and income

Do the borrowers demonstrate 
the capacity to repay the 
mortgage and other monthly 
obligations?

• How long have they been in their 
current job or field?

• Will there be the potential for 
increased earnings?

• Do they have residual income?
• Will the housing payment remain 

about the same?
• Was the borrower’s income 

impacted by extenuating 
circumstances (i.e. COVID-19)?
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Income Analysis

History –
Do the borrowers have a history of being employed for the last 2 years?

Consistency/stability –
Has the borrower’s income been stable in the last 2 years?

Continuance –
Will the borrower’s income continue for at least 3 years?
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Is the income likely to continue?

Likely to continue

• Base salary
• Bonus, overtime, commission or tip 

income
• Corporate retirement or pension
• Disability income (long-term)
• Foster-care income
• Military income
• Rental income
• Self-employment income
• Social Security, VA or other 

government retirement or annuity

Defined end date

• Alimony, child support or separate 
maintenance

• Distributions from a retirement 
account – e.g., 401(k), IRA, SEP, 
Keogh

• Notes receivable
• Public assistance
• Royalty payment income
• Social Security (not including 

retirement or long-term disability)
• Trust income
• VA benefits (not including retirement 

or long-term disability)
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Income sources

SECONDARY

ADDITIONAL

PRIMARY
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DCAs of Capacity

Document the type of income

Calculate the qualifying income

Analyze the results for stability

D

C

A
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Non-variable or fixed income

Income with a predetermined 
amount that occurs with a 
regular frequency and has a 
defined documentable term 

Stable, predictable and likely to continue 
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Variable income

Fluctuating earnings

Amount is NOT predetermined, 
does NOT occur with regular 
frequency and a definite 
amount is NOT documentable  
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Income documentation

• Paystub dated within 30 days of initial loan application
• W-2s for the prior 2 years

OR

• Verification of employment (VOE), including year-to-date and prior 
year’s earnings 

Pay attention to expiration dates.
No more than 120 days old at time of Note date.
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Income documentation

Verbal VOE for each borrower must be obtained within 10 business days 
prior to the note date

Alternative methods:
• An email exchange

• Obtain most recent paystub
(dated 15 business days prior to the note date)

• Bank statements with direct deposit allowed by Fannie Mae
(dated 15 business days prior to the note date)
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Income documentation

Tax returns may be required for certain income types

Alternative ways to document income:
• Third party vendors

• Through AUS systems
• Desktop Underwriter ® Day 1 Certainty ®

• Loan Product Advisor® AIM
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Income requiring tax returns

• Employed by family

• Employed by interested 
party to the transaction

• Self-employed 

• Interest/dividend income

• Foreign income

• Rental income
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Clues from the loan application 
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Meet the borrowers
Peter and Elizabeth Simon
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• Verification complete?
• Any discrepancies?
• Any red flags? 
• Any questions?  
• Supporting documentation 

needed? 

Validate before you calculate
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CHECK DATE: 6/25/XX
PERIOD ENDING: 6/19/XX
PAY FREQUENCY:  BI-WEEKLY

Required components – Paystub

1. Employer ID
2. Borrower ID
3. Pay Rate 
4. Pay Frequency
5. Period ending date
6. YTD earnings
7. Deductions
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CHECK DATE: 6/25/XX
PERIOD ENDING: 6/19/XX
PAY FREQUENCY:  BI-WEEKLY Use ___________ 

date

Validate paystub 
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Review of W-2s

2024
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Review of W-2s

2024

Social Security 
withholding (box 4) 
should reflect 6.2% 
of total gross income,  

Medicare 
withholding (box 6) 
should reflect 
1.45% of total 
gross income (no 
cap on income)

Max SS wages of
2024 = $168,600
2023 = $160,200
2022 = $147,000
2021 = $142,800
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Verification of 
Employment (VOE)

Optional fields:
11, 14, 15, 16, 17, 18, 19, 24
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Determining pay frequency

Calculation Pay period

(Hourly rate x number of hours per week) x 52) divided by 12Hourly

(Weekly amount x 52) divided by 12Weekly

(Bi-weekly amount x 26) divided by 12Bi-Weekly

(Semi-monthly amount x 24) divided by 12Semi-Monthly

Annual salary divided by 12Annual
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Calculating monthly income example

= $6,500
Bi-weekly

$3,000 x 26 / 12

= $6,000
Semi-monthly
$3,000 x 24 / 12

$500
difference
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Semi-monthly clues

A paycheck will be received twice each month. One check will 
come in the middle of the month, and the other check will come 
at the end of that month or the beginning of the next month.

Typical semimonthly pay schedules are the 1st and the 15th of 
the month OR the 15th and the last day of the month.

Odd hours may be listed on paystub for hours worked
(i.e. 86.67 hours)

If the YTD does not support the monthly qualified income, 
question your determination of frequency of pay.  
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Let’s calculate income



3/24/2025

30

CHECK DATE: 6/25/XX
PERIOD ENDING: 6/19/XX
PAY FREQUENCY:  BI-WEEKLY

Base income calculation

Calculate
Elizabeth’s:
• Monthly income
• YTD average
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Monthly income:  

YTD income:

Most recent year’s W-2: 

Prior year’s W-2:  

What’s the monthly 
qualifying income?
Why? 

Let’s calculate income
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Base income – continued

2024
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Base income – continued

2023
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Monthly income: 

YTD income: 

Most recent year’s W-2:

Prior year’s W-2: 

What’s the monthly 
qualifying income?
Why? 

Let’s calculate income
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Base income – Peter

20XX 20XX
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Teachers

Challenge: Determine whether a teacher is 
a 12-month or 10-month employee.

Income calculation for 10-month employee:
If paid semi-monthly: (Base x 2) x 10 /12  = monthly qualifying income
If paid bi-weekly: (Base x 22) /12 = monthly qualifying income

Verify by:
• VOE
• Teacher’s contract
• County website
• HR department
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Base income calculation

20XX 20XX

Calculate 
Peter’s:
• Monthly income
• YTD average

xx xx
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Monthly income: 

YTD income: 

$Most recent year’s W-2:

$Prior year’s W-2:

What’s the monthly 
qualifying income?
Why? 

Let’s calculate income
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Base income – continued

2024
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Base income – continued

2023
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Monthly income:

YTD income:

Most recent year’s W-2: 

Prior year’s W-2: 

What’s the monthly 
qualifying income?
Why? 

Let’s calculate income
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mgic.com/seb
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< 2 year employment history –
Primary employer

• New to the workforce

• Returning after extended 
absence

• Recent employment gap
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LOX

Employment gap example
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Non-taxable income

Non-
Taxable 
Income

Some Public 
Assistance

Some 
Alimony

Clergy 
Housing

Foster CareSome Military 
Allowances 

Some Social 
Security/Retirement 

Benefits

Child 
Support
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Documenting and calculating 
non-taxable income

Verify source is 
non-taxable with 

tax returns, award 
letters, policy 

agreements or 
other 

documentation

Tax-exempt portion may be 
grossed up by 25%

Shortcut for Social Security 
income: Lender may gross up 15% 

of this income by 25% without 
additional documentation
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Determining non-taxable portion

Income is all 
non-taxable

A portion of 
the income 

is tax-exempt

Some 
benefits are 
non-taxable
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Grossing up non-taxable income

Non-
taxable 
portion

25%
Grossed 

up 
portion

Income Total 
income

$3,000 1.25 $3,750
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Determining non-taxable portion

6a minus 6b = non-taxable portion
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Grossing up non-taxable income – Example #1
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Grossing up SSA benefits – Example #2
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Grossing up SSA benefits – Shortcut
Example #3
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What about alimony?

• Alimony payments: 
Not tax-deductible

• Receipt of alimony:
Not taxable as income 
for divorces entered 
after Dec. 31, 2018
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Learn more 

www.mgic.com/training
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Let us earn 
your business

mortgage guaranty
insurance corporation

Explore Training

& Special Events

mgic.com/training

Get a free MI quote

mgic.com/MIQ

Connect 

MGIC account manger
mgic.com/contact

Training email
Training@mgic.com
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Connect with us

• Twitter: mgic.com/twitter 

• Blog: mgic.com/blog

• LinkedIn: mgic.com/linkedin

• YouTube: mgic.com/youtube   

• Facebook: mgic.com/facebook    
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Thank you!
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https://www.irs.gov/pub/irs-pdf/n703.pdf
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$5,001Monthly income:  $2,308 x 26 / 12

$4,919YTD income:  $27,692 / 5.63 months

Most recent year’s W-2: 

Prior year’s W-2:  

What’s the monthly 
qualifying income?
Why? 

Answer – Slide 31

Let’s calculate income

Period decimal calculation = days in period / days in month

For this example: 19 days into June / 30 days in June = .63 of June
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$5,001Monthly income: $2,308 x 26 / 12

$4,919YTD income: $27,692 / 5.63 months

$4,783Most recent year’s W-2: $57,400 / 12

$4,600Prior year’s W-2: $55,201 / 12

What’s the monthly 
qualifying income?
Why? 

Answer – Slide 34

Let’s calculate income
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$3,708Monthly income:  $1,854 x 24 / 12

$3,708YTD income:  $20,396 / 5.50 months

$Most recent year’s W-2:

$Prior year’s W-2:

What’s the monthly 
qualifying income?
Why? 

Answer – Slide 38
Let’s calculate income
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$3,708Monthly income: $1,854 x 24 / 12

$3,708YTD income: $20,396 / 5.50 months

$3,573Most recent year’s W-2: $42,877 / 12

$3,275Prior year’s W-2: $39,300 / 12

What’s the monthly 
qualifying income?
Why? 

Answer – Slide 41
Let’s calculate income


