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This rule, in short, is what causes all the grief a self employed person may feel when trying to
get a traditional mortgage.

It was created by the Consumer Financial Protection Bureau (CFPB) after the financial
collapse of 2008 that puts the burden on a lender to demonstrate & document that a
borrower has the actual ABILITY TO REPAY the loan they are taking.

Meeting this rule makes the loan a QUALIFIED MORTGAGE and gives the lender more
protection in the event of a foreclosure. 

The intention, ultimately, is to avoid another crash like seen in 2008.





 Do you own 25% or more of the business?1.

 How long have you been filing income from the business you have?2.

 Are you relocating your business when you move?3.

 Do you know your NET income for the past two years (after write offs)?4.

 How much cash can you put down?5.

 Do you have any concerns about your credit, past or present?  Know what your credit score is?6.

 Are you current on your tax liabilities with the IRS?  Payment plans?  Past due, non filing?7.

 What kind of business do you have?  Sole proprietor, partnership, corporation etc?8.





“I make way more than I show..”
Answer- If you told the IRS you had real expenses to run your business, don‘t expect the lender to

ignore that. 

“I pay myself a W2, why can’t I use that income..?” 
Answer- if you are an owner of the company thats paying you a W2, then at its core, the ability of that W2
income to continue, its still on you as the owner to generate that income.  It can be counted, but will still

be averaged.

“I’m doing WAY better this year than last year..”
Answer - Thats great, but it doesnt really help.  Traditional lenders will lean on the income you have filed

and paid taxes on.  A year to date profit and loss may help ascertain that your earnings are in line or
greater than the prior year, but you will not get credit for it for qualifying purposes until you pay taxes on

it.  If year end is near, might want to wait for the current year to be filed to use the income officially.  





1) BE THOROUGH WHEN PROVIDING YOUR TAX DOCUMENTS.

2) ASK THE LOAN OFFICER TO SHARE THEIR INCOME CALCULATIONS.. IF THEY CAN’T OR
WILL NOT, ITS BECAUSE THEY HAVEN’T DONE IT.  THEY WILL WAIT ON THEIR

UNDERWRITER.

3) NEVER TRUST AN ONLINE AUTOMATED PREAPPROVAL WHEN SELF EMPLOYED.  EVER.

4) IF A CLIENT INSISTS ON THEIR BIG BANK, CREDIT UNION OR ONLINE, AS MUCH AS YOU
CAN INSIST, URGE THEM TO GET AN INDEPENDENT MORTGAGE ORIGINATOR GIVE THEM A

SECOND OPINION.  NO CREDIT CHECK REQUIRED.



POP QUIZ!!
1) WHAT RULE CAUSES ALL THE GRIEF FOR SELF EMPLOYED

BORROWERS?

2) WHY WAS THAT RULE PUT IN PLACE?

3) WHAT‘S THE #1 REASON DEALS FALL APART?

4) WHAT IS ONE WAY TO AVOID FAILURE?





If you own 25% of more of the business paying you, you are considered self-
employed.  
We consider your income what you paid taxes on to Uncle Sam.  
Declining income is bad.
We like a stable, predictable, profitable businesses.   
Most businesses fail in the first 5 years.  While two years is a minimum lenders
require, its a pretty risky proposal for a lender. 
Businesses that have been around for 5 years or more are considered a lesser
risk, requiring in many cases to only need a 1 year lookback on taxes.
Stories only go so far.
Even if you had enough cash to buy the house cash, it will not matter.  We have
to meet ATR to the T.



Who Qualifies: 
Borrowers who have at least 2 yrs of filed self employment income.  1 year in very few and far
between cases are acceptable. 
They have reported a NET income on their filed tax returns that would support all of their
current monthly debt obligations plus the new house payment they are looking to take on.
Debts should be no more than 45-50% of the qualifying income. 
Credit scores based on program, but down to 580 on Gov’t & 620 on Conventional. 

Who Doesn’t Qualify:
Borrowers who write off a substantial portion of their gross income, leaving a net too low to
support allowable debt ratios.
Borrowers behind on tax filing (unless on a payment plan) or who have not filed the income at
all.  (unless on an approved extension)
Lower credit scores that do not meet program requirements.





POP QUIZ!!
1) WHAT PERCENTAGE OF OWNERSHIP DOES SOMEONE HAVE TO HAVE

IN A BUSINESS TO BE CONSIDERED SELF EMPLOYED?

2) HOW MANY YEARS OF TAX RETURNS DO YOU NEED FOR A
TRADITIONAL LOAN?

3) HOW DO YOUR SAVINGS AFFECT QUALIFYING FOR THE LOAN?

4) WHATS ONE WAY YOU CAN SNIFF OUT IF THE LO IS DOING THE INCOME
CORRECTLY UPFRONT? 





The ability to not use tax returns for qualifying is OK. 
Alternatives like bank statements, profit & loss statements, “just
missed” and DSCR options exist here to justify qualifying income.
Generally a larger downpayment helps offset the risk of these
loans for the lender, so expect at best 10% down, but prepare for
up to 20-30% as credit scores will heavily impact whats required.
Risk is largely offset by credit.  Generally only EXCELLENT credit
can borrow 90%. 
These are uninsured loans, so no PMI applies, however higher
rates take their place.



HOW THEY WORK: 

Borrowers provide 12-24 months of bank statements.
Business must be established at least 2 years.
A questionnaire is completed by the borrower that helps describe their business to the lender in
some cases.
Depending on the type of business, an operating expense % from a CPA would be considered.  
Generally an expense ratio of 50% is taken against all deposits with exclusion of abnormal ones. 
Personal & Business Bank Accounts are acceptable but can call in varying qualifying criteria

WHAT TO EXPECT:

Downpayments of 10%+.  Heavily driven by credit score.
No mortgage insurance.
Higher rates and or less favorable terms (prepayment penalties on investments, adjustable rates,
etc)



THIS DOCUMENT INFLUENCES THE
EXPENSE RATIO THE LENDER WILL
USE.  TO USE A LOWER EXPENSE
RATIO, A LETTER FROM A CPA TO
CONFIRM EXPENSE RATIO CAN BE
CONSIDERED.





POP QUIZ!!
1) WHAT IS A STANDARD EXPENSE RATIO ON A BANK

STATEMENT LOAN?

2) CAN YOU USE PERSONAL BANK STATEMENTS FOR A BANK
STATEMENT LOAN?

3) HOW LONG MUST THE BUSINESS HAVE EXISTED? 



HOW THEY WORK: 
Borrowers provide the most recent FILED tax return they have, but to use a more aggressive
income, a YTD AUDITED profit and loss statement is provided. 

WHAT TO EXPECT:
Downpayments of 10%+.  Driven by credit score.
No mortgage insurance.
Steep costs typically to receive an audited P&L from an accountant & time.  
Higher rates and or less favorable terms (prepayment penalties on investments, adjustable
rates, etc)



HOW THEY WORK: 
Exclusively for investors.  Primary residences are ineligible.
An affidavit is signed at closing by the borrower that they will NOT occupy the home at ANY
time that the DSCR loan is on the property.  
Income documents are not required.  The qualification is entirely based on the fair market rent
(as determined by an appraiser) being equal to or great than the full PITIHOA payment.
Reserves are required, varies depending on credit score, downpayment and DSCR Ratio
DSCR stands for “Debt Service Coverage Ratio”.

WHAT TO EXPECT:
Downpayments of 20% or more.
No mortgage insurance.
Prepayment Penalties.
Higher rates and or less favorable terms (prepayment penalties, adjustable rates, etc)
Respectively, easy loans to qualify for. 



THIS DOCUMENT REQUIRES THE
BORROWER TO ATTEST THAT THEY WILL
NOT RESIDE IN THE HOME, NOR WILL
FAMILY AT ANY TIME THE LOAN IS IN
PLACE ON TH PROPERTY.

INVESTORS ONLY.  





Creative combinations of income exist here with a common sense
approach.
Generally, a larger downpayment helps offset the risk of these loans
for the lender, generally at a minimum 20% is required.   
Generally, very good to excellent credit is needed. 
These are uninsured loans, so no PMI applies, however higher rates
typically absorb the savings.
Variable terms are to be expected, potentially even balloon terms.
These lenders retain servicing of the loan, avoiding the need to meet
Fannie, Freddie, FHA, VA or secondary market investor guidelines. 









They are in it to make a quick profit OR invest in a future profit.
Money is meant to typically be shorter term, with balloon payments
of 6-12 months usually.
Generally, at least 20% down is required. 
Credit doesnt need to be excellent, but should be good or average at
best.  
These are uninsured loans, so no PMI applies, however higher rates
typically absorb the savings.
Rates will be high.. usually 4-6% over traditional rates. 
Qualifying can be very flexible but the exit strategy needs to be solid.
Typically for investors but can be for primary home purchases.





POP QUIZ!!
1) WHAT IS A STANDARD EXPENSE RATIO ON A BANK

STATEMENT LOAN?

2) CAN YOU USE PERSONAL BANK STATEMENTS FOR A BANK
STATEMENT LOAN?

3) HOW LONG MUST A BUSINESS GENERALLY EXIST? 

4) HOW MUCH CASH SHOULD SOMEONE PREPARE TO HAVE FOR
THESE OUT OF THE BOX PROGRAMS? 



























TO BOOK OR SEE UPCOMING CLASSES
WWW.LENDINGBOOTCAMP.COM


