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MODULE 1: INTRODUCTION TO MORTGAGE 
LOAN UNDERWRITING 
SECTION 1: OVERVIEW OF MORTGAGE LOAN UNDERWRITING 

1.1 WHAT IS MORTGAGE LOAN UNDERWRITING? 

Mortgage loan underwriting is the process of evaluating the risk associated with 
providing a mortgage loan to a borrower. This assessment is based on a variety 
of factors, including the borrower's credit history, income, employment 
stability, and the property's value. The primary goal of underwriting is to 
determine the likelihood of the borrower repaying the loan and to protect the 
lender from potential losses. 

1.2 THE IMPORTANCE OF MORTGAGE LOAN UNDERWRITING 

Mortgage loan underwriting plays a crucial role in the homebuying process. It 
helps lenders: 

• Assess the borrower's ability to repay the loan 
• Determine the appropriate interest rate and loan terms 
• Minimize the risk of default and financial loss 

For borrowers, a thorough underwriting process can lead to: 

• A better understanding of their financial situation 
• Access to competitive interest rates and loan terms 
• A smoother and more efficient homebuying experience 

1.3 KEY COMPONENTS OF MORTGAGE LOAN UNDERWRITING 

Mortgage loan underwriting typically involves evaluating the following 
components: 

1. Credit history: The borrower's credit score, payment history, and outstanding debts are 
assessed to determine their creditworthiness. 

2. Income: The borrower's income is evaluated to ensure they have the financial capacity to repay 
the loan. 

3. Employment stability: The borrower's employment history is reviewed to gauge the likelihood 
of consistent income in the future. 

4. Property appraisal: The property's value is appraised to ensure it is sufficient collateral for the 
loan. 
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5. Loan-to-value (LTV) ratio: This ratio compares the loan amount to the property's appraised 
value, helping lenders assess the risk associated with the loan. 

1.4 FANNIE MAE'S UNDERWRITING GUIDELINES 

Fannie Mae, a government-sponsored enterprise (GSE), plays a significant role 
in the mortgage industry by purchasing and guaranteeing mortgages from 
lenders. To ensure the loans they purchase meet specific quality standards, 
Fannie Mae has established underwriting guidelines that lenders must follow. 
These guidelines cover various aspects of mortgage loan underwriting, 
including income assessment, credit history, and property appraisal. 

In the following sections, we will delve deeper into Fannie Mae's underwriting 
guidelines related to income assessment for mortgage loan approval. This 
knowledge will help you better understand and apply these guidelines in your 
professional role. 

 

Quiz: 

1. What is the primary goal of mortgage loan underwriting? 

o [ ] To determine the property's value 
o [ ] To assess the borrower's credit history 
o [x] To determine the likelihood of the borrower repaying the loan 
o [ ] To evaluate the borrower's employment stability 

2. Which of the following is NOT a key component of mortgage loan 
underwriting? 

o [ ] Credit history 
o [ ] Income 
o [ ] Employment stability 
o [x] Property taxes 

3. Why are Fannie Mae's underwriting guidelines important for lenders? 

o [ ] They help lenders attract more borrowers 
o [x] They ensure the loans lenders sell to Fannie Mae meet specific quality standards 
o [ ] They provide lenders with a competitive advantage 
o [ ] They simplify the mortgage loan underwriting process 

SECTION 2: THE ROLE OF UNDERWRITERS 

2.1 WHO ARE MORTGAGE LOAN UNDERWRITERS? 



  MANAULS | SERIES: MTG | MODEL: INCOME | Author: Andrew J. Levitt | NMLS: 918821 

Mortgage loan underwriters are professionals responsible for evaluating the risk 
associated with providing a mortgage loan to a borrower. They play a critical 
role in the homebuying process by assessing the borrower's creditworthiness, 
financial stability, and the property's value. Their primary goal is to protect the 
lender from potential losses while ensuring that borrowers receive appropriate 
loan terms. 

2.2 KEY RESPONSIBILITIES OF MORTGAGE LOAN UNDERWRITERS 

Mortgage loan underwriters have several key responsibilities, including: 

1. Reviewing loan applications: Underwriters carefully examine loan applications to ensure that 
borrowers meet the lender's and Fannie Mae's underwriting guidelines. 

2. Analyzing credit history: Underwriters assess the borrower's credit score, payment history, and 
outstanding debts to determine their creditworthiness. 

3. Evaluating income and employment stability: Underwriters verify the borrower's income and 
employment history to ensure they have the financial capacity to repay the loan. 

4. Appraising property value: Underwriters review property appraisals to ensure that the property 
serves as sufficient collateral for the loan. 

5. Calculating key ratios: Underwriters calculate various ratios, such as the loan-to-value (LTV) 
ratio and debt-to-income (DTI) ratio, to assess the risk associated with the loan. 

6. Approving or denying loan applications: Based on their analysis, underwriters approve or deny 
loan applications and determine the appropriate interest rate and loan terms. 

2.3 SKILLS AND QUALIFICATIONS OF MORTGAGE LOAN UNDERWRITERS 

Mortgage loan underwriters typically possess the following skills and 
qualifications: 

• Strong analytical and problem-solving skills 
• Attention to detail 
• Excellent communication and interpersonal skills 
• Knowledge of mortgage industry regulations and guidelines 
• Familiarity with Fannie Mae's underwriting guidelines 
• Proficiency in using underwriting software and tools 

A bachelor's degree in finance, business, or a related field is often required for 
this role. Additionally, professional certifications, such as the Mortgage Bankers 
Association's (MBA) Certified Mortgage Underwriter (CMU) designation, can 
enhance an underwriter's expertise and credibility. 

 

Quiz: 

1. What is the primary goal of mortgage loan underwriters? 
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o [ ] To sell mortgage loans to Fannie Mae 
o [ ] To calculate the property's value 
o [x] To protect the lender from potential losses while ensuring appropriate loan terms for 

borrowers 
o [ ] To provide customer service to borrowers 

2. Which of the following is NOT a responsibility of mortgage loan 
underwriters? 

o [ ] Reviewing loan applications 
o [ ] Analyzing credit history 
o [x] Negotiating loan terms with borrowers 
o [ ] Approving or denying loan applications 

3. What is a common qualification for mortgage loan underwriters? 

o [ ] A degree in psychology 
o [x] A bachelor's degree in finance, business, or a related field 
o [ ] A certification in real estate sales 
o [ ] A background in marketing 

SECTION 3: KEY CONCEPTS AND TERMINOLOGY 

3.1 MORTGAGE LOAN UNDERWRITING TERMINOLOGY 

To effectively navigate the mortgage loan underwriting process, it's essential to 
understand key concepts and terminology. In this section, we will discuss some 
of the most important terms related to mortgage loan underwriting. 

1. Loan-to-Value (LTV) Ratio: This ratio compares the loan amount to the property's appraised 
value. A lower LTV ratio indicates a lower risk for the lender, as the borrower has more equity in 
the property. 

2. Debt-to-Income (DTI) Ratio: This ratio compares the borrower's total monthly debt payments to 
their gross monthly income. A lower DTI ratio indicates a borrower has a better ability to 
manage their monthly debt obligations. 

3. Credit Score: A numerical representation of a borrower's creditworthiness, based on their credit 
history. Higher credit scores indicate a lower risk for the lender. 

4. Debt Service Coverage Ratio (DSCR): This ratio compares the borrower's net operating income 
to their total debt service. A higher DSCR indicates a better ability to cover debt payments with 
income from the property. 

5. Adjustable-Rate Mortgage (ARM): A type of mortgage loan with an interest rate that changes 
periodically, typically in relation to an index. The initial interest rate is usually lower than that of 
a fixed-rate mortgage but may increase over time. 

6. Fixed-Rate Mortgage (FRM): A type of mortgage loan with an interest rate that remains constant 
throughout the life of the loan. 

3.2 KEY CONCEPTS IN MORTGAGE LOAN UNDERWRITING 

Understanding the following key concepts will help you better grasp the 
mortgage loan underwriting process: 
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1. Risk Assessment: The primary goal of mortgage loan underwriting is to evaluate the risk 
associated with providing a mortgage loan to a borrower. This assessment considers factors such 
as credit history, income, employment stability, and property value. 

2. Income Assessment: A critical aspect of mortgage loan underwriting is evaluating the 
borrower's income to ensure they have the financial capacity to repay the loan. This includes 
verifying income sources, assessing income stability, and calculating key ratios such as the DTI 
ratio. 

3. Collateral: In mortgage loan underwriting, the property serves as collateral for the loan. 
Lenders require a property appraisal to ensure the property's value is sufficient to secure the 
loan. 

4. Underwriting Guidelines: Lenders and government-sponsored enterprises (GSEs) like Fannie 
Mae establish underwriting guidelines to ensure loans meet specific quality standards. These 
guidelines cover various aspects of mortgage loan underwriting, including income assessment, 
credit history, and property appraisal. 

 
Quiz: 

1. What does the Loan-to-Value (LTV) ratio represent? 

o [ ] The borrower's total monthly debt payments compared to their gross monthly income 
o [x] The loan amount compared to the property's appraised value 
o [ ] The borrower's net operating income compared to their total debt service 
o [ ] The interest rate of an adjustable-rate mortgage 

2. Which of the following is a key concept in mortgage loan underwriting? 

o [ ] Property taxes 
o [ ] Mortgage loan marketing 
o [x] Risk assessment 
o [ ] Mortgage loan origination fees 

3. What is the primary purpose of underwriting guidelines? 

o [ ] To increase the lender's profit margins 
o [ ] To simplify the mortgage loan underwriting process 
o [x] To ensure loans meet specific quality standards 
o [ ] To provide a competitive advantage for lenders 

SECTION 4: FANNIE MAE'S UNDERWRITING GUIDELINES 

4.1 INTRODUCTION TO FANNIE MAE'S UNDERWRITING GUIDELINES 

Fannie Mae, a government-sponsored enterprise (GSE), plays a significant role 
in the mortgage industry by purchasing and guaranteeing mortgages from 
lenders. To ensure the loans they purchase meet specific quality standards, 
Fannie Mae has established underwriting guidelines that lenders must follow. 
These guidelines cover various aspects of mortgage loan underwriting, 
including income assessment, credit history, and property appraisal. 
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4.2 KEY COMPONENTS OF FANNIE MAE'S UNDERWRITING GUIDELINES 

Fannie Mae's underwriting guidelines focus on several key components, 
including: 

1. Credit history: Fannie Mae requires borrowers to have a minimum credit score to qualify for a 
mortgage loan. Additionally, they assess the borrower's payment history, outstanding debts, and 
public records to determine their creditworthiness. 

2. Income assessment: Fannie Mae's guidelines outline specific methods for evaluating a 
borrower's income, including assessing income stability, verifying income sources, and 
calculating key ratios such as the debt-to-income (DTI) ratio. 

3. Employment stability: Fannie Mae requires borrowers to have a stable employment history, 
typically at least two years, to qualify for a mortgage loan. They also consider factors such as job 
changes, gaps in employment, and the likelihood of continued employment. 

4. Property appraisal: Fannie Mae requires a property appraisal to ensure the property's value is 
sufficient to secure the loan. They also have specific guidelines for appraisers to follow when 
conducting property appraisals. 

5. Loan-to-value (LTV) ratio: Fannie Mae establishes maximum LTV ratios for different types of 
mortgage loans, which can impact a borrower's eligibility and loan terms. 

4.3 FANNIE MAE'S DESKTOP UNDERWRITER (DU) 

Fannie Mae's Desktop Underwriter (DU) is an automated underwriting system 
used by lenders to assess the risk associated with mortgage loan applications. 
DU evaluates loan applications based on Fannie Mae's underwriting guidelines 
and provides lenders with a risk assessment and recommendations for loan 
approval or denial. 

DU considers various factors, such as credit history, income, employment 
stability, property value, and key ratios, to generate a risk assessment. Lenders 
can use DU's findings to make more informed decisions about loan applications 
and ensure compliance with Fannie Mae's underwriting guidelines. 

4.4 IMPORTANCE OF FANNIE MAE'S UNDERWRITING GUIDELINES FOR MORTGAGE 
PROFESSIONALS 

Understanding and applying Fannie Mae's underwriting guidelines is crucial for 
mortgage professionals, as it helps them: 

• Ensure compliance with Fannie Mae's standards, increasing the likelihood of selling loans to the 
GSE 

• Minimize the risk of default and financial loss for their institution 
• Provide borrowers with appropriate loan terms and a smoother homebuying experience 
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By mastering Fannie Mae's underwriting guidelines, mortgage professionals can 
enhance their expertise, improve their decision-making process, and contribute 
to the overall success of their organization. 

 

Quiz: 

1. What is the primary purpose of Fannie Mae's underwriting guidelines? 

o [ ] To increase Fannie Mae's profit margins 
o [ ] To simplify the mortgage loan underwriting process 
o [x] To ensure the loans they purchase meet specific quality standards 
o [ ] To provide a competitive advantage for lenders 

2. Which of the following is NOT a key component of Fannie Mae's 
underwriting guidelines? 

o [ ] Credit history 
o [ ] Income assessment 
o [ ] Employment stability 
o [x] Mortgage loan origination fees 

3. What is Fannie Mae's Desktop Underwriter (DU)? 

o [ ] A manual underwriting process used by Fannie Mae 
o [x] An automated underwriting system used by lenders to assess the risk associated with 

mortgage loan applications 
o [ ] A software program for calculating mortgage interest rates 
o [ ] A database of Fannie Mae-approved appraisers 
o  
o  
o  

o Module 2: Stable and Predictable Income 

SECTION 1: ASSESSING INCOME STABILITY 

INTRODUCTION 

In this section, we will discuss the importance of assessing income stability 
when underwriting mortgage loans. Income stability is a crucial factor in 
determining a borrower's ability to repay their loan and maintain their mortgage 
payments. We will explore various factors to consider when evaluating income 
stability and provide examples for better understanding. 

FACTORS TO CONSIDER 
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When assessing income stability, consider the following factors: 

1. Employment History: A borrower's employment history can provide 
valuable insights into their income stability. Generally, a stable 
employment history of at least two years is preferred. However, job 
changes within the same field or for career advancement are acceptable, 
as long as they do not negatively impact income stability. 

2. Frequency of Income: The frequency of a borrower's income can also 
impact their income stability. Consistent, regular income is more 
predictable and stable than sporadic or irregular income. For example, a 
borrower with a salaried job typically has more stable income than a 
borrower who relies on commissions or bonuses. 

3. Type of Income: Different types of income may have varying levels of 
stability. For instance, a borrower with a base salary and consistent 
overtime may have more stable income than a borrower who relies on 
seasonal work or freelance gigs. 

4. Industry and Occupation: The borrower's industry and occupation can 
also play a role in income stability. Some industries are more susceptible 
to economic fluctuations, which may impact a borrower's income 
stability. Additionally, certain occupations may have more stable income 
than others, such as a tenured professor versus a contract worker. 

EXAMPLES 

Example 1: A borrower has been working as a software engineer for the past 
five years, with consistent annual salary increases. They recently changed jobs 
within the same field for a higher salary. This borrower exhibits stable and 
predictable income. 

Example 2: A borrower works as a freelance graphic designer, with income 
varying significantly from month to month. Although they have a history of 
earning sufficient income to support their mortgage payments, their income 
may be considered less stable due to its unpredictable nature. 

CONCLUSION 

Assessing income stability is a crucial aspect of mortgage loan underwriting. By 
considering factors such as employment history, frequency of income, type of 
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income, and industry and occupation, underwriters can better determine a 
borrower's ability to maintain their mortgage payments and repay their loan. 

 

Quiz 

1. What is the significance of assessing income stability in mortgage loan 
underwriting? 

o [ ] To determine the borrower's credit score 
o [x] To determine the borrower's ability to maintain mortgage payments and repay the 

loan 
o [ ] To determine the borrower's eligibility for a specific loan program 
o [ ] To determine the borrower's down payment amount 

2. Which factor is NOT considered when assessing income stability? 

o [ ] Employment history 
o [x] Credit score 
o [ ] Frequency of income 
o [ ] Type of income 

3. Which of the following borrowers is likely to have more stable and 
predictable income? 

o [x] A borrower with a salaried job and consistent overtime 
o [ ] A borrower who relies on seasonal work or freelance gigs 
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MODULE 2: STABLE AND PREDICTABLE 
INCOME 
SECTION 1: ASSESSING INCOME STABILITY 

INTRODUCTION 

In this section, we will discuss the importance of assessing income stability 
when underwriting mortgage loans. Income stability is a crucial factor in 
determining a borrower's ability to repay their loan and maintain their mortgage 
payments. We will explore various factors to consider when evaluating income 
stability and provide examples for better understanding. 

FACTORS TO CONSIDER 

When assessing income stability, consider the following factors: 

1. Employment History: A borrower's employment history can provide 
valuable insights into their income stability. Generally, a stable 
employment history of at least two years is preferred. However, job 
changes within the same field or for career advancement are acceptable, 
as long as they do not negatively impact income stability. 

2. Frequency of Income: The frequency of a borrower's income can also 
impact their income stability. Consistent, regular income is more 
predictable and stable than sporadic or irregular income. For example, a 
borrower with a salaried job typically has more stable income than a 
borrower who relies on commissions or bonuses. 

3. Type of Income: Different types of income may have varying levels of 
stability. For instance, a borrower with a base salary and consistent 
overtime may have more stable income than a borrower who relies on 
seasonal work or freelance gigs. 

4. Industry and Occupation: The borrower's industry and occupation can 
also play a role in income stability. Some industries are more susceptible 
to economic fluctuations, which may impact a borrower's income 
stability. Additionally, certain occupations may have more stable income 
than others, such as a tenured professor versus a contract worker. 
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EXAMPLES 

Example 1: A borrower has been working as a software engineer for the past 
five years, with consistent annual salary increases. They recently changed jobs 
within the same field for a higher salary. This borrower exhibits stable and 
predictable income. 

Example 2: A borrower works as a freelance graphic designer, with income 
varying significantly from month to month. Although they have a history of 
earning sufficient income to support their mortgage payments, their income 
may be considered less stable due to its unpredictable nature. 

CONCLUSION 

Assessing income stability is a crucial aspect of mortgage loan underwriting. By 
considering factors such as employment history, frequency of income, type of 
income, and industry and occupation, underwriters can better determine a 
borrower's ability to maintain their mortgage payments and repay their loan. 

 

Quiz 

1. What is the significance of assessing income stability in mortgage loan 
underwriting? 

o [ ] To determine the borrower's credit score 
o [x] To determine the borrower's ability to maintain mortgage payments and repay the 

loan 
o [ ] To determine the borrower's eligibility for a specific loan program 
o [ ] To determine the borrower's down payment amount 

2. Which factor is NOT considered when assessing income stability? 

o [ ] Employment history 
o [x] Credit score 
o [ ] Frequency of income 
o [ ] Type of income 

3. Which of the following borrowers is likely to have more stable and 
predictable income? 

o [x] A borrower with a salaried job and consistent overtime 
o [ ] A borrower who relies on seasonal work or freelance gigs 

SECTION 3: INCOME SOURCES WITH LESS PREDICTABILITY 
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INTRODUCTION 

In this section, we will discuss various income sources with less predictability 
and how they impact a borrower's stable and predictable income. While some 
borrowers may have consistent, regular income, others may rely on income 
sources that are less predictable, such as commissions, bonuses, or freelance 
work. We will explore these income sources and provide guidance on how 
underwriters should evaluate them when assessing income stability. 

TYPES OF LESS PREDICTABLE INCOME SOURCES 

Some common income sources with less predictability include: 

1. Commissions: Income earned through sales commissions can vary 
significantly from month to month, depending on the borrower's 
performance and market conditions. 

2. Bonuses: Bonuses are often dependent on a borrower's job performance 
or company performance and may not be guaranteed each year. 

3. Freelance/Contract Work: Freelance or contract workers may have 
irregular income, as their earnings depend on the availability of projects 
and clients. 

4. Seasonal Work: Seasonal workers, such as those in the tourism or 
agricultural industries, may have fluctuating income due to the nature of 
their work. 

5. Overtime: Overtime pay can be unpredictable, as it depends on the 
borrower's workload and employer's needs. 

EVALUATING LESS PREDICTABLE INCOME SOURCES 

When evaluating income sources with less predictability, underwriters should 
consider the following factors: 

1. History of Receipt: A borrower with a history of receiving consistent 
income from less predictable sources may be more likely to maintain 
stable income in the future. Generally, a two-year history is preferred. 

2. Frequency of Payment: Regular, consistent payments from less 
predictable income sources can indicate greater income stability than 
sporadic or irregular payments. 
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3. Income Trending: Analyzing the borrower's income trends over time can 
provide insights into the stability of their less predictable income sources. 
For example, a borrower with steadily increasing freelance income may 
have more stable income than a borrower with erratic, fluctuating 
freelance earnings. 

4. Borrower's Financial Reserves: Borrowers with significant financial 
reserves may be better equipped to handle fluctuations in their less 
predictable income sources, reducing the risk of default. 

EXAMPLES 

Example 1: A borrower has been earning commissions as a real estate agent for 
the past three years, with a consistent upward trend in their earnings. Although 
their income is less predictable, their history of receipt and income trending 
indicate a degree of income stability. 

Example 2: A borrower works as a freelance writer, with irregular income that 
varies significantly from month to month. They have minimal financial reserves 
and no consistent upward trend in their earnings. This borrower's income may 
be considered less stable due to the unpredictable nature of their work. 

CONCLUSION 

Income sources with less predictability can pose challenges when assessing a 
borrower's stable and predictable income. However, by considering factors such 
as history of receipt, frequency of payment, income trending, and the 
borrower's financial reserves, underwriters can better evaluate the stability of 
these income sources and make informed decisions about a borrower's ability to 
maintain their mortgage payments and repay their loan. 

 

Quiz 

1. Which of the following income sources is considered less predictable? 

o [x] Commissions 
o [ ] Base salary 
o [ ] Social Security benefits 
o [ ] Pension 

2. What factor should underwriters consider when evaluating less 
predictable income sources? 



  MANAULS | SERIES: MTG | MODEL: INCOME | Author: Andrew J. Levitt | NMLS: 918821 

o [ ] Borrower's credit score 
o [x] History of receipt 
o [ ] Borrower's job title 
o [ ] Borrower's industry 

3. A borrower with a consistent upward trend in their freelance income is 
likely to have: 

o [x] Greater income stability than a borrower with erratic, fluctuating freelance earnings 
o [ ] Less income stability than a borrower with erratic, fluctuating freelance earnings 

SECTION 4: DOCUMENTING PRIOR EARNINGS 

INTRODUCTION 

In this section, we will discuss the importance of documenting prior earnings 
when assessing a borrower's stable and predictable income. Proper 
documentation of a borrower's income history can provide underwriters with 
valuable insights into their income stability and ability to maintain mortgage 
payments and repay their loan. We will explore various methods of 
documenting prior earnings and provide examples to illustrate their 
significance in the mortgage loan underwriting process. 

METHODS OF DOCUMENTING PRIOR EARNINGS 

When documenting a borrower's prior earnings, underwriters may require the 
following documents: 

1. Pay Stubs: Pay stubs can provide a detailed breakdown of a borrower's 
earnings, including base salary, overtime, commissions, and bonuses. 
Underwriters typically require the most recent 30 days' worth of pay stubs 
to verify a borrower's current income. 

2. W-2 Forms: W-2 forms provide a summary of a borrower's annual 
earnings, including wages, tips, and other compensation. Underwriters 
generally require the most recent two years' worth of W-2 forms to verify a 
borrower's employment history and income stability. 

3. Tax Returns: Federal income tax returns can provide a comprehensive 
overview of a borrower's income sources, including self-employment 
income, rental income, and investment income. Underwriters typically 
require the most recent two years' worth of tax returns to verify a 
borrower's income history. 
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4. Employment Verification: Underwriters may also require written or 
verbal verification of a borrower's employment, including their job title, 
start date, and income. This can be obtained from the borrower's 
employer or through a third-party employment verification service. 

IMPORTANCE OF DOCUMENTING PRIOR EARNINGS 

Documenting prior earnings is crucial for several reasons: 

1. Income Verification: Proper documentation of prior earnings allows 
underwriters to verify a borrower's income sources and ensure that they 
have the financial means to repay their mortgage loan. 

2. Income Stability Assessment: By reviewing a borrower's prior earnings, 
underwriters can assess their income stability and determine their ability 
to maintain mortgage payments over time. 

3. Risk Mitigation: Documenting prior earnings helps underwriters identify 
potential risks associated with a borrower's income sources, such as 
income fluctuations or gaps in employment. This information can be used 
to make informed decisions about a borrower's eligibility for a mortgage 
loan. 

EXAMPLES 

Example 1: A borrower has a stable employment history and provides their 
most recent 30 days' worth of pay stubs, two years' worth of W-2 forms, and two 
years' worth of tax returns. This documentation allows the underwriter to verify 
the borrower's income sources, assess their income stability, and determine 
their ability to repay the mortgage loan. 

Example 2: A borrower has a history of freelance work with fluctuating income. 
They provide their most recent 30 days' worth of pay stubs, two years' worth of 
1099 forms, and two years' worth of tax returns. This documentation allows the 
underwriter to analyze the borrower's income trends, assess their income 
stability, and determine their ability to maintain mortgage payments and repay 
the loan. 

CONCLUSION 

Documenting prior earnings is a critical aspect of assessing a borrower's stable 
and predictable income in the mortgage loan underwriting process. By 
obtaining and reviewing various forms of income documentation, underwriters 
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can verify a borrower's income sources, assess their income stability, and make 
informed decisions about their ability to maintain mortgage payments and 
repay their loan. 

 

Quiz 

1. Which document provides a detailed breakdown of a borrower's earnings, 
including base salary, overtime, commissions, and bonuses? 

o [x] Pay stubs 
o [ ] W-2 forms 
o [ ] Tax returns 
o [ ] Employment verification 

2. How many years' worth of W-2 forms do underwriters typically require to 
verify a borrower's employment history and income stability? 

o [ ] 1 year 
o [x] 2 years 
o [ ] 3 years 
o [ ] 4 years 

3. Documenting prior earnings is important for all of the following reasons 
EXCEPT: 

o [ ] Income verification 
o [ ] Income stability assessment 
o [x] Borrower's credit score improvement 
o [ ] Risk mitigation 
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MODULE 3: VARIABLE INCOME 
SECTION 1: AVERAGING METHODS FOR VARIABLE INCOME 

INTRODUCTION 

Variable income is a type of income that fluctuates over time, such as 
commissions, bonuses, or overtime pay. In this section, we will discuss various 
methods for averaging variable income, which can help underwriters accurately 
assess a borrower's financial stability and ability to repay a mortgage loan. 

AVERAGING METHODS 

There are three primary methods for averaging variable income: 

1. Straight Averaging: This method involves adding up the total variable 
income received over a specific period (usually 12 or 24 months) and 
dividing it by the number of months in that period. This method is useful 
for borrowers with a consistent history of variable income but may not 
accurately reflect recent changes in income levels. 

2. Example: 

3. Total variable income over 24 months: $48,000 

4. Average monthly variable income: $48,000 / 24 = $2,000 

5. Weighted Averaging: This method assigns a greater weight to more 
recent income, reflecting changes in a borrower's income over time. To 
calculate weighted average, multiply each month's income by its 
corresponding weight, add up the results, and divide by the total weight. 

6. Example: 

7. Month 1: $2,500 (weight: 3) 

8. Month 2: $2,000 (weight: 2) 

9. Month 3: $1,500 (weight: 1) 

10.  
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11. Weighted average monthly income: [($2,500 * 3) + ($2,000 * 2) + ($1,500 * 1)] / (3 + 
2 + 1) = $2,166.67 

12. Trailing Averaging: This method calculates the average income over a 
shorter, more recent period (such as the last 3 or 6 months) to better 
reflect a borrower's current income situation. This method is particularly 
useful for borrowers with rapidly increasing or decreasing income. 

13. Example: 

14. Trailing 6-month income: $15,000 

15. Average monthly income over the last 6 months: $15,000 / 6 = $2,500 

CHOOSING THE RIGHT AVERAGING METHOD 

Underwriters should consider the following factors when choosing the best 
averaging method for a borrower's variable income: 

• Consistency of income over time 
• Recent changes in income levels 
• The borrower's job stability and industry trends 

In general, underwriters should use the method that best reflects the borrower's 
current financial situation and ability to repay the mortgage loan. 

QUIZ 

1. What are the three primary methods for averaging variable income? 
2. When might it be appropriate to use the weighted averaging method? 
3. How does trailing averaging differ from straight averaging? 

 
In the next section, we will discuss the importance of considering the history of 
receipt and frequency of payment when assessing variable income. 

SECTION 2: HISTORY OF RECEIPT AND FREQUENCY OF PAYMENT 

INTRODUCTION 

When assessing a borrower's variable income, it's essential to consider the 
history of receipt and frequency of payment. This information can provide 
valuable insight into the borrower's financial stability and ability to repay the 
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mortgage loan. In this section, we'll discuss the importance of these factors and 
how underwriters can evaluate them. 

HISTORY OF RECEIPT 

A borrower's history of receipt refers to the length of time they have been 
receiving variable income. A longer history of receipt indicates a more stable 
income source, while a shorter history may suggest a less reliable source of 
income. 

Underwriters should consider the following factors when evaluating a 
borrower's history of receipt: 

1. Length of time: Generally, a borrower should have at least a two-year 
history of receiving variable income for it to be considered stable and 
reliable. However, exceptions can be made for borrowers with a shorter 
history if they can demonstrate a high likelihood of continued income. 

2. Consistency: The consistency of a borrower's variable income over time is 
another crucial factor to consider. A borrower with a stable history of 
receipt is more likely to have a reliable source of income, even if it 
fluctuates from month to month. 

3. Industry trends: Underwriters should also consider industry trends and 
the borrower's job stability when evaluating the history of receipt. For 
example, a borrower in a high-demand industry with a strong job market 
may have a more stable income source than a borrower in a declining 
industry. 

FREQUENCY OF PAYMENT 

The frequency of payment refers to how often a borrower receives their variable 
income. This factor is important because it can impact the borrower's ability to 
meet their monthly mortgage obligations. 

Underwriters should consider the following factors when evaluating the 
frequency of payment: 

1. Regular vs. irregular payments: Regular payments, such as monthly 
commissions or quarterly bonuses, are easier to predict and plan for than 
irregular payments, such as sporadic overtime or occasional large 
commissions. Underwriters should consider the predictability of a 
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borrower's variable income when assessing their ability to repay the 
mortgage loan. 

2. Seasonality: Some variable income sources may be seasonal, such as 
holiday bonuses or seasonal overtime. Underwriters should account for 
these fluctuations when assessing a borrower's income stability and 
ability to meet their mortgage obligations throughout the year. 

3. Recent changes: Underwriters should also consider any recent changes in 
the borrower's frequency of payment, as this could impact their ability to 
repay the mortgage loan. For example, a borrower who recently switched 
from a salaried position to a commission-based role may experience a 
change in the frequency of their income payments. 

QUIZ 

1. Why is it important to consider a borrower's history of receipt when assessing variable income? 
2. What factors should underwriters consider when evaluating the frequency of payment? 
3. How might industry trends impact a borrower's history of receipt and income stability? 

 
In the next section, we will delve into income trending analysis, which can help 
underwriters better understand a borrower's financial stability and predict their 
future income. 

SECTION 3: INCOME TRENDING ANALYSIS 

INTRODUCTION 

Income trending analysis is a method used by underwriters to evaluate a 
borrower's financial stability and predict their future income. This analysis can 
provide valuable insights into the borrower's ability to repay the mortgage loan, 
particularly for those with variable income. In this section, we will discuss the 
importance of income trending analysis and how underwriters can perform this 
assessment. 

THE IMPORTANCE OF INCOME TRENDING ANALYSIS 

Income trending analysis is crucial for several reasons: 

1. Predicting future income: By analyzing a borrower's income trends, 
underwriters can better predict the borrower's future income, which is 
essential for assessing their ability to repay the mortgage loan. 
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2. Identifying potential risks: Income trending analysis can help 
underwriters identify potential risks associated with a borrower's income 
stability. For example, a borrower with a declining income trend may 
struggle to meet their mortgage obligations in the future. 

3. Making informed decisions: Underwriters can use income trending 
analysis to make more informed decisions about a borrower's eligibility 
for a mortgage loan, ensuring that the borrower has a reasonable chance 
of repaying the loan. 

PERFORMING INCOME TRENDING ANALYSIS 

To perform income trending analysis, underwriters should follow these steps: 

1. Gather historical income data: Collect the borrower's income data for the 
past 2-3 years, including base salary, commissions, bonuses, and any 
other sources of variable income. 

2. Calculate income growth rate: Determine the borrower's income growth 
rate by comparing their income from year to year. This can be done using 
a simple percentage calculation: 

3. Example: 

4. Year 1 Income: $50,000 

5. Year 2 Income: $55,000 

6.  

7. Income growth rate: ($55,000 - $50,000) / $50,000 = 0.1 (10%) 

8. Analyze income trends: Examine the borrower's income trends over 
time, looking for patterns or changes that may impact their ability to 
repay the mortgage loan. Consider factors such as industry trends, job 
stability, and recent changes in income sources. 

9. Project future income: Based on the borrower's income trends and 
growth rate, project their future income for the next 2-3 years. This 
projection can help underwriters assess the borrower's ability to repay the 
mortgage loan over time. 

10. Example: 
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11. Current Income: $55,000 

12. Income growth rate: 10% 

13.  

14. Projected Year 3 Income: $55,000 * (1 + 0.1) = $60,500 

15. Evaluate income stability: Finally, use the income trending analysis to 
evaluate the borrower's income stability and determine their eligibility for 
a mortgage loan. Consider factors such as the consistency of income 
growth, the borrower's job stability, and industry trends. 

QUIZ 

1. Why is income trending analysis important for underwriters? 
2. What are the steps involved in performing income trending analysis? 
3. How can underwriters use income trending analysis to evaluate a borrower's income stability? 

 
In the next section, we will explore examples and case studies that demonstrate 
the application of income assessment methods for borrowers with variable 
income. 

SECTION 4: EXAMPLES AND CASE STUDIES 

INTRODUCTION 

In this section, we will explore examples and case studies that demonstrate the 
application of income assessment methods for borrowers with variable income. 
These examples will help underwriters better understand how to apply the 
concepts discussed in previous sections when evaluating a borrower's financial 
stability and ability to repay a mortgage loan. 

CASE STUDY 1: COMMISSION-BASED SALESPERSON 

Background: Jane is a salesperson who earns a base salary of $40,000 per year, 
plus commissions based on her sales performance. Her commissions have 
varied over the past three years, as shown below: 

• Year 1: $12,000 
• Year 2: $18,000 
• Year 3: $24,000 
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Income Assessment: To assess Jane's variable income, an underwriter could use 
the weighted averaging method, assigning greater weight to her more recent 
income: 

Year 1: $12,000 (weight: 1) 

Year 2: $18,000 (weight: 2) 

Year 3: $24,000 (weight: 3) 

 

Weighted average annual commission income: [($12,000 * 1) + ($18,000 * 2) + 
($24,000 * 3)] / (1 + 2 + 3) = $19,200 

The underwriter could also perform income trending analysis to evaluate Jane's 
income stability and predict her future income. With a consistent upward trend 
in her commission income, Jane appears to have a stable and growing source of 
variable income. 

CASE STUDY 2: FREELANCE GRAPHIC DESIGNER 

Background: Mark is a freelance graphic designer who earns income from 
various clients. His income has fluctuated over the past three years, as shown 
below: 

• Year 1: $50,000 
• Year 2: $60,000 
• Year 3: $45,000 

Income Assessment: To assess Mark's variable income, an underwriter could 
use the straight averaging method, as his income has been relatively consistent 
over the past three years: 

Average annual income: ($50,000 + $60,000 + $45,000) / 3 = $51,667 

The underwriter could also perform income trending analysis to evaluate Mark's 
income stability. Although his income has fluctuated, it remains within a 
relatively consistent range, suggesting a stable source of income. However, the 
underwriter should also consider factors such as industry trends and Mark's 
client base when assessing his income stability. 

CASE STUDY 3: SEASONAL WORKER 
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Background: Emily works as a seasonal retail employee, earning most of her 
income during the holiday season. Her income over the past three years is as 
follows: 

• Year 1: $20,000 
• Year 2: $22,000 
• Year 3: $25,000 

Income Assessment: To assess Emily's variable income, an underwriter could 
use the trailing averaging method, focusing on her most recent income: 

Trailing 12-month income: $25,000 

Average monthly income: $25,000 / 12 = $2,083.33 

The underwriter should also consider the seasonality of Emily's income when 
assessing her ability to meet her mortgage obligations throughout the year. For 
example, the underwriter could require Emily to provide additional 
documentation, such as bank statements, to demonstrate her ability to manage 
her finances during periods of lower income. 

QUIZ 

1. In Case Study 1, why might the weighted averaging method be more appropriate for assessing 
Jane's variable income? 

2. How could an underwriter use income trending analysis to evaluate Mark's income stability in 
Case Study 2? 

3. What additional factors should an underwriter consider when assessing Emily's income in Case 
Study 3? 

 
Congratulations! You have completed Module 3: Variable Income. In the next 
module, we will discuss Continuity of Income and how underwriters can assess 
income sources with and without defined expiration dates. 
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MODULE 4: CONTINUITY OF INCOME 
SECTION 1: INCOME WITH AND WITHOUT DEFINED EXPIRATION DATES 

INCOME WITH DEFINED EXPIRATION DATES 

In some cases, borrowers may have income sources that come with a defined 
expiration date. This can include, but is not limited to: 

• Contract work 
• Temporary employment 
• Seasonal employment 
• Bonuses or commissions with a set end date 

When assessing the continuity of income with defined expiration dates, 
underwriters must consider the borrower's history of receipt, the likelihood of 
continued receipt, and the borrower's ability to replace the income source once 
it expires. 

KEY POINTS 

• Income with a defined expiration date may be less stable than income without a defined 
expiration date. 

• Underwriters must assess the borrower's ability to replace the income source once it expires. 
• Documentation requirements may include contracts, pay stubs, or written verification from the 

borrower's employer. 

INCOME WITHOUT DEFINED EXPIRATION DATES 

Income sources without defined expiration dates are generally considered more 
stable and predictable. Examples of such income sources include: 

• Salary 
• Hourly wages 
• Overtime pay 
• Bonuses or commissions without a set end date 

When assessing the continuity of income without defined expiration dates, 
underwriters must consider the borrower's employment history, job stability, 
and the likelihood of continued receipt of the income source. 

KEY POINTS 
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• Income without a defined expiration date is generally considered more stable and predictable. 
• Underwriters must assess the borrower's employment history and job stability. 
• Documentation requirements may include pay stubs, W-2 forms, or written verification from the 

borrower's employer. 

QUIZ 

1. Which of the following is an example of income with a defined expiration 
date? 

o A. Salary 
o B. Hourly wages 
o C. Contract work 
o D. Overtime pay 

2. When assessing the continuity of income without a defined expiration 
date, underwriters should consider: 

o A. The borrower's employment history and job stability 
o B. The borrower's ability to replace the income source once it expires 
o C. The borrower's history of receipt and frequency of payment 
o D. The borrower's income trending analysis 

3. What documentation might be required for income with a defined 
expiration date? 

o A. Contracts 
o B. Pay stubs 
o C. Written verification from the borrower's employer 
o D. All of the above 

Answers: 1. C, 2. A, 3. D 

SECTION 2: DOCUMENTING LIKELIHOOD OF CONTINUED INCOME 

When underwriting a mortgage loan, it is crucial to assess the likelihood of the 
borrower's continued income. This helps determine whether the borrower will 
be able to meet their mortgage payment obligations in the future. In this 
section, we will discuss the factors that underwriters should consider and the 
documentation requirements for verifying the likelihood of continued income. 

FACTORS AFFECTING LIKELIHOOD OF CONTINUED INCOME 

Underwriters should consider the following factors when assessing the 
likelihood of continued income: 

1. Employment history: A stable employment history with minimal job changes in the same line of 
work indicates a higher likelihood of continued income. 
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2. Job stability: The borrower's current job stability, including the length of time they have been 
employed and the nature of their employment (e.g., full-time, part-time, temporary, or 
contract), can impact the likelihood of continued income. 

3. Industry trends: The stability of the borrower's industry and the demand for their specific job 
skills can affect the likelihood of continued income. 

4. Income trends: A consistent upward trend in the borrower's income over time is a positive 
indicator of continued income. 

5. Expiration of income sources: For borrowers with income sources that have defined expiration 
dates, underwriters should assess the borrower's ability to replace the income source once it 
expires. 

DOCUMENTATION REQUIREMENTS 

To verify the likelihood of continued income, underwriters may require the 
following documentation: 

1. Employment verification: Written verification from the borrower's employer, confirming the 
borrower's employment status, job title, length of employment, and likelihood of continued 
employment. 

2. Pay stubs and W-2 forms: Recent pay stubs and W-2 forms can help underwriters assess the 
borrower's income stability and trends. 

3. Contracts or agreements: For borrowers with income sources that have defined expiration 
dates, underwriters may require contracts or agreements that outline the terms and conditions 
of the income source. 

4. Industry research: Underwriters may conduct research on the borrower's industry to assess its 
stability and the demand for the borrower's specific job skills. 

QUIZ 

1. Which of the following factors should underwriters consider when 
assessing the likelihood of continued income? 

o A. Employment history 
o B. Job stability 
o C. Industry trends 
o D. All of the above 

2. What documentation might be required to verify the likelihood of 
continued income? 

o A. Employment verification 
o B. Pay stubs and W-2 forms 
o C. Contracts or agreements 
o D. All of the above 

3. A consistent upward trend in the borrower's income over time is a: 

o A. Negative indicator of continued income 
o B. Positive indicator of continued income 
o C. Neutral indicator of continued income 
o D. None of the above 
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Answers: 1. D, 2. D, 3. B 

SECTION 3: FACTORS AFFECTING INCOME STABILITY 

In this section, we will explore the various factors that can affect a borrower's 
income stability. Understanding these factors is essential for underwriters to 
accurately assess the borrower's ability to maintain consistent income and meet 
their mortgage payment obligations. 

FACTORS AFFECTING INCOME STABILITY 

1. Employment history: A borrower with a stable employment history, minimal job changes, and 
consistent employment in the same line of work is more likely to have stable income. 

2. Job stability: The nature of the borrower's employment (e.g., full-time, part-time, temporary, or 
contract) can impact their income stability. Full-time and permanent positions generally offer 
more income stability than temporary or contract work. 

3. Industry trends: The stability and growth of the borrower's industry can affect their income 
stability. Industries with strong growth and demand for the borrower's specific job skills are 
more likely to provide stable income. 

4. Income trends: A borrower with a consistent upward trend in their income over time is more 
likely to have stable income. Conversely, a borrower with inconsistent or declining income may 
have less stable income. 

5. Economic conditions: The overall economic conditions, including job market trends and 
regional economic factors, can impact a borrower's income stability. 

ASSESSING INCOME STABILITY 

Underwriters should consider the following steps when assessing a borrower's 
income stability: 

1. Review employment history: Examine the borrower's employment history, focusing on the 
length of time spent at each job and the reasons for any job changes. 

2. Analyze job stability: Assess the borrower's current job stability by considering the nature of 
their employment and the likelihood of continued employment. 

3. Evaluate industry trends: Research the borrower's industry to determine its stability and the 
demand for the borrower's specific job skills. 

4. Examine income trends: Review the borrower's income history, including pay stubs and W-2 
forms, to identify any upward or downward trends in their income. 

5. Consider economic conditions: Take into account the overall economic conditions and how 
they may impact the borrower's income stability. 

QUIZ 

1. Which of the following factors can affect a borrower's income stability? 

o A. Employment history 
o B. Job stability 
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o C. Industry trends 
o D. All of the above 

2. When assessing a borrower's income stability, underwriters should: 

o A. Review employment history 
o B. Analyze job stability 
o C. Evaluate industry trends 
o D. All of the above 

3. A borrower with a consistent upward trend in their income over time is 
more likely to have: 

o A. Stable income 
o B. Unstable income 
o C. Variable income 
o D. None of the above 

Answers: 1. D, 2. D, 3. A 

SECTION 4: EXAMPLES AND CASE STUDIES 

In this section, we will explore several examples and case studies to help 
illustrate the concepts discussed in the previous sections. These examples will 
provide practical applications of income stability assessment and help 
underwriters better understand how to apply these principles in real-world 
situations. 

EXAMPLE 1: CONTRACT WORKER WITH STEADY INCOME 

Scenario: John is a contract worker who has been working as a software 
developer for the past five years. He has consistently worked on 12-month 
contracts with various companies, always securing a new contract before the 
current one expires. John's income has steadily increased over the years. 

Assessment: In this case, John's employment history and income trends are 
positive indicators of income stability. Although his income has a defined 
expiration date due to the nature of contract work, his consistent history of 
securing new contracts before the current one expires demonstrates a high 
likelihood of continued income. Underwriters should consider John's income 
stable for mortgage loan underwriting purposes. 

EXAMPLE 2: FULL-TIME EMPLOYEE WITH DECLINING INCOME 
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Scenario: Sarah is a full-time employee working as a sales representative for a 
company in a declining industry. Over the past three years, her income has 
steadily decreased due to lower sales commissions. 

Assessment: Sarah's employment history and job stability are positive factors, as 
she is a full-time employee. However, her declining income and the downward 
trend in her industry are negative indicators of income stability. Underwriters 
should carefully evaluate Sarah's income stability and consider the potential 
impact of her industry's decline on her future income. 

EXAMPLE 3: PART-TIME EMPLOYEE WITH INCONSISTENT INCOME 

Scenario: Michael is a part-time employee working as a freelance graphic 
designer. His income varies significantly from month to month, and he has no 
guaranteed hours or projects. Michael has been working as a freelancer for the 
past two years. 

Assessment: Michael's employment history and job stability are less favorable 
for income stability assessment. His inconsistent income and the lack of 
guaranteed hours or projects make it difficult to predict his future income. 
Underwriters should consider Michael's income less stable and may require 
additional documentation or verification to assess his ability to meet mortgage 
payment obligations. 

CASE STUDY: ASSESSING INCOME STABILITY FOR A BORROWER WITH MULTIPLE 
INCOME SOURCES 

Scenario: Lisa is a borrower with multiple income sources, including a full-time 
job as a teacher, part-time work as a tutor, and rental income from an 
investment property. Her full-time income has been stable for the past five 
years, while her part-time income and rental income have fluctuated. 

Assessment: When assessing Lisa's income stability, underwriters should 
consider each income source separately. Her full-time income as a teacher is 
stable and predictable, while her part-time income as a tutor and rental income 
from the investment property may be less stable. Underwriters should carefully 
evaluate each income source's stability and consider the overall impact on Lisa's 
ability to meet her mortgage payment obligations. 

QUIZ 

1. In Example 1, what factors contribute to John's income stability? 
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o A. Consistent history of securing new contracts 
o B. Steady increase in income over time 
o C. Full-time employment status 
o D. Both A and B 

2. In Example 2, what factors might negatively impact Sarah's income 
stability? 

o A. Declining income 
o B. Downward trend in her industry 
o C. Part-time employment status 
o D. Both A and B 

3. In the case study, how should underwriters assess Lisa's income stability? 

o A. Consider each income source separately 
o B. Focus only on her full-time income as a teacher 
o C. Combine all income sources and assess the overall stability 
o D. None of the above 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Answers: 1. D, 2. D, 3. A 
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MODULE 5: NON-U.S. CITIZEN BORROWERS 
SECTION 1: INCOME VERIFICATION FOR NON-U.S. CITIZENS 

1.1 INTRODUCTION 

In this section, we will discuss the process of income verification for non-U.S. 
citizen borrowers. As the mortgage industry becomes increasingly global, it's 
important for underwriters to understand how to assess the income of 
borrowers who may not have a traditional U.S. income history. 

1.2 INCOME VERIFICATION CHALLENGES 

Non-U.S. citizen borrowers may present unique challenges when it comes to 
income verification. Some of these challenges include: 

• Limited or no U.S. credit history 
• Foreign income sources 
• Currency conversion 
• Language barriers 
• Varying documentation standards 

1.3 INCOME DOCUMENTATION REQUIREMENTS 

Fannie Mae's underwriting guidelines require that non-U.S. citizen borrowers 
provide the following documentation to verify their income: 

• Two years of U.S. federal income tax returns (if applicable) 
• Two years of foreign income tax returns (translated into English, if necessary) 
• Proof of income from foreign sources, such as pay stubs or bank statements 
• Documentation of any currency conversion rates used 

Keep in mind that these requirements may vary depending on the borrower's 
visa type and residency status. 

1.4 SPECIAL CONSIDERATIONS 

When verifying income for non-U.S. citizen borrowers, underwriters should be 
aware of the following special considerations: 

• Income earned in a foreign country may be subject to different tax rates and deductions than 
U.S. income. Underwriters should take this into account when assessing a borrower's qualifying 
income. 
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• Some non-U.S. citizens may have income from multiple countries. In these cases, underwriters 
should evaluate each source of income separately and consider any currency conversion issues. 

• Non-U.S. citizens with a temporary work visa may have a limited time remaining on their visa. 
Underwriters should verify that the borrower's visa will remain valid for at least three months 
beyond the anticipated closing date of the mortgage loan. 

1.5 CASE STUDIES 

In this section, we will explore a few case studies that demonstrate the income 
verification process for non-U.S. citizen borrowers. 

Case Study 1: A non-U.S. citizen borrower with a valid work visa has been living 
and working in the U.S. for three years. They have filed U.S. federal income tax 
returns for the past two years and have pay stubs from their U.S. employer. In 
this case, the underwriter can use the borrower's U.S. income documentation to 
verify their qualifying income. 

Case Study 2: A non-U.S. citizen borrower has been living and working in their 
home country for the past five years. They have foreign income tax returns and 
bank statements showing their income from foreign sources. The underwriter 
will need to obtain translated copies of the borrower's foreign income 
documentation and verify the currency conversion rates used. 

Case Study 3: A non-U.S. citizen borrower has income from both U.S. and 
foreign sources. The underwriter will need to evaluate each source of income 
separately, taking into account any currency conversion issues and differences 
in tax rates and deductions. 

SECTION 1 QUIZ 

At the end of this section, learners will complete a quiz to assess their 
understanding of income verification for non-U.S. citizen borrowers. The quiz 
will include multiple-choice questions, true/false questions, and scenario-based 
questions that require learners to apply their knowledge to real-world situations. 

SECTION 2: DOCUMENTATION REQUIREMENTS FOR NON-U.S. CITIZEN BORROWERS 

2.1 INTRODUCTION 

In this section, we will delve into the specific documentation requirements for 
non-U.S. citizen borrowers. As mentioned earlier, verifying income for non-U.S. 
citizens can be challenging due to factors such as foreign income sources, 
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currency conversion, and varying documentation standards. By understanding 
the necessary documentation requirements, underwriters can streamline the 
income verification process and ensure compliance with Fannie Mae's 
underwriting guidelines. 

2.2 BASIC DOCUMENTATION REQUIREMENTS 

Non-U.S. citizen borrowers are generally required to provide the following 
documentation to verify their income: 

• Two years of U.S. federal income tax returns (if applicable) 
• Two years of foreign income tax returns (translated into English, if necessary) 
• Proof of income from foreign sources, such as pay stubs or bank statements 
• Documentation of any currency conversion rates used 

However, these requirements may vary depending on the borrower's visa type 
and residency status. 

2.3 VISA TYPE AND RESIDENCY STATUS 

The specific documentation requirements for non-U.S. citizen borrowers may 
be influenced by their visa type and residency status. Here are some common 
visa types and their corresponding documentation requirements: 

• H-1B Visa (Temporary Worker): Borrowers with an H-1B visa should 
provide their U.S. federal income tax returns (if applicable), foreign 
income tax returns, and proof of income from foreign sources. 
Additionally, they must ensure that their visa will remain valid for at least 
three months beyond the anticipated closing date of the mortgage loan. 

• L-1 Visa (Intracompany Transferee): Borrowers with an L-1 visa should 
provide their U.S. federal income tax returns (if applicable), foreign 
income tax returns, and proof of income from foreign sources. Similar to 
H-1B visa holders, their visa must remain valid for at least three months 
beyond the anticipated closing date of the mortgage loan. 

• Permanent Resident (Green Card Holder): Permanent residents should 
provide their U.S. federal income tax returns and proof of income from 
any foreign sources (if applicable). As permanent residents, they do not 
have a visa expiration date to consider. 

2.4 TRANSLATED DOCUMENTS AND CURRENCY CONVERSION 
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When dealing with foreign income documentation, underwriters should ensure 
that all documents are translated into English by a certified translator. 
Additionally, underwriters must verify the currency conversion rates used to 
determine the borrower's qualifying income. Reliable sources for currency 
conversion rates include government agencies, financial institutions, or 
reputable online currency converters. 

2.5 ADDITIONAL DOCUMENTATION 

In some cases, underwriters may need to request additional documentation to 
verify a non-U.S. citizen borrower's income. This may include: 

• Employment contracts or offer letters 
• Letters from employers confirming income and employment status 
• Documentation of any additional income sources (e.g., rental income, investment income) 

2.6 CASE STUDIES 

In this section, we will explore a few case studies that demonstrate the 
documentation requirements for non-U.S. citizen borrowers. 

Case Study 1: A non-U.S. citizen borrower with an H-1B visa has been living and 
working in the U.S. for two years. They have filed U.S. federal income tax 
returns for the past two years and have pay stubs from their U.S. employer. In 
this case, the underwriter can use the borrower's U.S. income documentation to 
verify their qualifying income. 

Case Study 2: A non-U.S. citizen borrower with an L-1 visa has been living and 
working in their home country for the past five years. They have foreign income 
tax returns and bank statements showing their income from foreign sources. 
The underwriter will need to obtain translated copies of the borrower's foreign 
income documentation and verify the currency conversion rates used. 

Case Study 3: A permanent resident borrower has income from both U.S. and 
foreign sources. The underwriter will need to evaluate each source of income 
separately, taking into account any currency conversion issues and differences 
in tax rates and deductions. 

SECTION 2 QUIZ 

At the end of this section, learners will complete a quiz to assess their 
understanding of documentation requirements for non-U.S. citizen borrowers. 
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The quiz will include multiple-choice questions, true/false questions, and 
scenario-based questions that require learners to apply their knowledge to real-
world situations. 

SECTION 3: SPECIAL CONSIDERATIONS AND CHALLENGES FOR NON-U.S. CITIZEN 
BORROWERS 

3.1 INTRODUCTION 

In this section, we will discuss special considerations and challenges that 
underwriters may encounter when assessing the income of non-U.S. citizen 
borrowers. By understanding these unique factors, underwriters can better 
navigate the income verification process and ensure compliance with Fannie 
Mae's underwriting guidelines. 

3.2 TAX RATES AND DEDUCTIONS 

Income earned in a foreign country may be subject to different tax rates and 
deductions than U.S. income. Underwriters should take this into account when 
assessing a borrower's qualifying income. For example, a borrower's foreign 
income may appear lower than their actual earning potential due to higher tax 
rates or additional deductions in their home country. 

3.3 INCOME FROM MULTIPLE COUNTRIES 

Some non-U.S. citizens may have income from multiple countries. In these 
cases, underwriters should evaluate each source of income separately and 
consider any currency conversion issues. This may require additional 
documentation, such as foreign income tax returns and bank statements, to 
accurately assess a borrower's qualifying income. 

3.4 VISA EXPIRATION DATES 

Non-U.S. citizens with a temporary work visa may have a limited time remaining 
on their visa. Underwriters should verify that the borrower's visa will remain 
valid for at least three months beyond the anticipated closing date of the 
mortgage loan. This helps ensure that the borrower will have a continued source 
of income to repay the mortgage. 

3.5 LANGUAGE BARRIERS AND TRANSLATED DOCUMENTS 

Language barriers can pose a challenge when verifying income for non-U.S. 
citizen borrowers. Underwriters should ensure that all foreign income 
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documentation is translated into English by a certified translator. This helps 
maintain accuracy and consistency throughout the income verification process. 

3.6 VARYING DOCUMENTATION STANDARDS 

Different countries may have varying documentation standards, which can 
make it difficult for underwriters to assess the reliability and accuracy of foreign 
income documents. Underwriters should familiarize themselves with common 
documentation practices in the borrower's home country and be prepared to 
request additional documentation if needed. 

3.7 CASE STUDIES 

In this section, we will explore a few case studies that demonstrate the special 
considerations and challenges associated with income verification for non-U.S. 
citizen borrowers. 

Case Study 1: A non-U.S. citizen borrower has income from both the U.S. and 
their home country. The underwriter must evaluate each source of income 
separately, taking into account currency conversion issues, differences in tax 
rates, and deductions. 

Case Study 2: A non-U.S. citizen borrower with a temporary work visa has only 
six months remaining on their visa. The underwriter must verify that the 
borrower's visa will remain valid for at least three months beyond the 
anticipated closing date of the mortgage loan to ensure continued income for 
repayment. 

Case Study 3: A non-U.S. citizen borrower provides foreign income 
documentation that is not in English. The underwriter must ensure that all 
documents are translated into English by a certified translator to maintain 
accuracy and consistency in the income verification process. 

SECTION 3 QUIZ 

At the end of this section, learners will complete a quiz to assess their 
understanding of special considerations and challenges for non-U.S. citizen 
borrowers. The quiz will include multiple-choice questions, true/false questions, 
and scenario-based questions that require learners to apply their knowledge to 
real-world situations. 

SECTION 4: CASE STUDIES FOR NON-U.S. CITIZEN BORROWERS 
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4.1 INTRODUCTION 

In this section, we will explore several case studies that demonstrate various 
scenarios involving income verification for non-U.S. citizen borrowers. These 
case studies will help underwriters apply their knowledge of Fannie Mae's 
underwriting guidelines to real-world situations and better understand the 
unique challenges and considerations associated with income verification for 
non-U.S. citizens. 

4.2 CASE STUDY 1: INCOME FROM MULTIPLE COUNTRIES 

Scenario: A non-U.S. citizen borrower with an H-1B visa has income from both 
the U.S. and their home country. They have provided U.S. federal income tax 
returns, foreign income tax returns, and bank statements showing their income 
from foreign sources. 

Solution: The underwriter must evaluate each source of income separately, 
taking into account currency conversion issues, differences in tax rates, and 
deductions. They should also ensure that all foreign income documentation is 
translated into English by a certified translator. By carefully assessing each 
source of income and considering the unique factors associated with foreign 
income, the underwriter can accurately determine the borrower's qualifying 
income. 

4.3 CASE STUDY 2: VISA EXPIRATION DATE 

Scenario: A non-U.S. citizen borrower with an L-1 visa has been living and 
working in the U.S. for two years. They have provided U.S. federal income tax 
returns and pay stubs from their U.S. employer. However, their visa is set to 
expire in four months. 

Solution: The underwriter must verify that the borrower's visa will remain valid 
for at least three months beyond the anticipated closing date of the mortgage 
loan. In this case, the borrower's visa expiration date falls within the acceptable 
timeframe. The underwriter can proceed with the income verification process, 
using the borrower's U.S. income documentation to determine their qualifying 
income. 

4.4 CASE STUDY 3: LANGUAGE BARRIER AND TRANSLATED DOCUMENTS 

Scenario: A non-U.S. citizen borrower with a permanent resident status has 
provided foreign income tax returns and bank statements showing their income 
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from foreign sources. However, all of the documents are in their native 
language. 

Solution: The underwriter must ensure that all foreign income documentation is 
translated into English by a certified translator. This will help maintain accuracy 
and consistency throughout the income verification process. Once the 
documents have been translated, the underwriter can proceed with evaluating 
the borrower's foreign income and determining their qualifying income. 

4.5 CASE STUDY 4: VARYING DOCUMENTATION STANDARDS 

Scenario: A non-U.S. citizen borrower with an H-1B visa has provided foreign 
income documentation that appears to be incomplete or inconsistent with 
standard documentation practices in their home country. 

Solution: The underwriter should familiarize themselves with common 
documentation practices in the borrower's home country and be prepared to 
request additional documentation if needed. This may include employment 
contracts, offer letters, or letters from employers confirming income and 
employment status. By obtaining the necessary documentation, the underwriter 
can accurately assess the borrower's foreign income and determine their 
qualifying income. 

SECTION 4 QUIZ 

At the end of this section, learners will complete a quiz to assess their 
understanding of the case studies involving non-U.S. citizen borrowers. The quiz 
will include multiple-choice questions, true/false questions, and scenario-based 
questions that require learners to apply their knowledge to real-world situations. 
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MODULE 6: NONTAXABLE INCOME AND 
GROSS INCOME ADJUSTMENTS 
SECTION 1: TYPES OF NONTAXABLE INCOME 

In this section, we will discuss various types of nontaxable income that 
borrowers may receive. Understanding these income sources is essential for 
mortgage loan underwriters to accurately assess a borrower's financial stability 
and ability to repay the loan. 

1.1 SOCIAL SECURITY BENEFITS 

Some Social Security benefits may be nontaxable, depending on the borrower's 
overall income and filing status. For example, if Social Security benefits are the 
borrower's only source of income, they may not be subject to federal income 
tax. 

1.2 DISABILITY INCOME 

Disability income, such as payments received from workers' compensation or 
disability insurance, may be partially or entirely nontaxable. The taxability of 
these benefits depends on various factors, including the source of the payments 
and the borrower's overall income. 

1.3 CHILD SUPPORT PAYMENTS 

Child support payments received by the borrower are generally considered 
nontaxable income. However, it is essential to verify the consistency and 
amount of these payments to determine their stability as a source of income. 

1.4 FOSTER CARE PAYMENTS 

Foster care payments received by the borrower for providing care to foster 
children are usually nontaxable income. These payments are typically made by 
a state or local government agency and may be considered stable income if the 
borrower has a history of receiving them consistently. 

1.5 MILITARY ALLOWANCES 

Certain military allowances, such as housing and subsistence allowances, are 
considered nontaxable income. These allowances are typically paid to active-
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duty military personnel and can be a reliable source of income for qualifying 
borrowers. 

1.6 VETERANS AFFAIRS (VA) BENEFITS 

Some VA benefits, such as disability compensation and pension payments, may 
be nontaxable income. The taxability of these benefits depends on various 
factors, including the borrower's overall income and the nature of the 
payments. 

1.7 SCHOLARSHIPS AND GRANTS 

Scholarships and grants used for tuition, fees, and other required educational 
expenses are generally considered nontaxable income. However, if these funds 
are used for non-qualified expenses, such as room and board or personal 
expenses, they may be partially or fully taxable. 

1.8 MUNICIPAL BOND INTEREST 

Interest earned on municipal bonds is generally nontaxable income. These 
bonds are issued by state and local governments to finance public projects, and 
the interest paid to bondholders is exempt from federal income tax. 

1.9 LIFE INSURANCE PROCEEDS 

Life insurance proceeds received by the borrower as a beneficiary are generally 
considered nontaxable income. However, if the borrower receives the proceeds 
in installments or as an annuity, some portion of the payments may be taxable. 

In the next section, we will discuss how to adjust a borrower's gross income to 
account for nontaxable income sources. 
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MODULE 6: NONTAXABLE INCOME AND 
GROSS INCOME ADJUSTMENTS 
SECTION 1: TYPES OF NONTAXABLE INCOME 

In this section, we will discuss various types of nontaxable income that 
borrowers may receive. Understanding these income sources is essential for 
mortgage loan underwriters to accurately assess a borrower's financial stability 
and ability to repay the loan. 

1.1 SOCIAL SECURITY BENEFITS 

Some Social Security benefits may be nontaxable, depending on the borrower's 
overall income and filing status. For example, if Social Security benefits are the 
borrower's only source of income, they may not be subject to federal income 
tax. 

1.2 DISABILITY INCOME 

Disability income, such as payments received from workers' compensation or 
disability insurance, may be partially or entirely nontaxable. The taxability of 
these benefits depends on various factors, including the source of the payments 
and the borrower's overall income. 

1.3 CHILD SUPPORT PAYMENTS 

Child support payments received by the borrower are generally considered 
nontaxable income. However, it is essential to verify the consistency and 
amount of these payments to determine their stability as a source of income. 

1.4 FOSTER CARE PAYMENTS 

Foster care payments received by the borrower for providing care to foster 
children are usually nontaxable income. These payments are typically made by 
a state or local government agency and may be considered stable income if the 
borrower has a history of receiving them consistently. 

1.5 MILITARY ALLOWANCES 

Certain military allowances, such as housing and subsistence allowances, are 
considered nontaxable income. These allowances are typically paid to active-
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duty military personnel and can be a reliable source of income for qualifying 
borrowers. 

1.6 VETERANS AFFAIRS (VA) BENEFITS 

Some VA benefits, such as disability compensation and pension payments, may 
be nontaxable income. The taxability of these benefits depends on various 
factors, including the borrower's overall income and the nature of the 
payments. 

1.7 SCHOLARSHIPS AND GRANTS 

Scholarships and grants used for tuition, fees, and other required educational 
expenses are generally considered nontaxable income. However, if these funds 
are used for non-qualified expenses, such as room and board or personal 
expenses, they may be partially or fully taxable. 

1.8 MUNICIPAL BOND INTEREST 

Interest earned on municipal bonds is generally nontaxable income. These 
bonds are issued by state and local governments to finance public projects, and 
the interest paid to bondholders is exempt from federal income tax. 

1.9 LIFE INSURANCE PROCEEDS 

Life insurance proceeds received by the borrower as a beneficiary are generally 
considered nontaxable income. However, if the borrower receives the proceeds 
in installments or as an annuity, some portion of the payments may be taxable. 

In the next section, we will discuss how to adjust a borrower's gross income to 
account for nontaxable income sources. 

SECTION 3: DOCUMENTATION REQUIREMENTS 

In this section, we will discuss the documentation requirements for verifying 
nontaxable income sources and adjusting a borrower's gross income. Proper 
documentation is crucial for underwriters to accurately assess a borrower's 
financial stability and ability to repay the mortgage loan. 

3.1 VERIFYING NONTAXABLE INCOME SOURCES 

Before adjusting a borrower's gross income for nontaxable income sources, 
underwriters must verify the existence and stability of these sources. 
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Documentation requirements vary depending on the type of nontaxable income, 
but may include: 

• Social Security Benefits: Award letters, benefit statements, or bank statements showing direct 
deposit of benefits 

• Disability Income: Award letters, benefit statements, or insurance policy documents 
• Child Support Payments: Court orders, legal agreements, or bank statements showing 

consistent receipt of payments 
• Foster Care Payments: Award letters, benefit statements, or bank statements showing direct 

deposit of payments 
• Military Allowances: Leave and Earnings Statement (LES) or military orders 
• Veterans Affairs (VA) Benefits: Award letters or benefit statements 
• Scholarships and Grants: Award letters, financial aid statements, or tuition bills 
• Municipal Bond Interest: Bond certificates or account statements 
• Life Insurance Proceeds: Life insurance policy documents or annuity contracts 

3.2 DOCUMENTING ADJUSTED GROSS INCOME 

Once the borrower's nontaxable income sources have been verified, 
underwriters must document the calculation of the adjusted gross income. This 
documentation should include: 

• A clear explanation of the gross-up method used 
• The tax rate applied in the calculation 
• Supporting documents that verify the borrower's nontaxable income sources (as listed in section 

3.1) 
• A written rationale for the adjustment, explaining its relevance to the borrower's financial 

stability and ability to repay the loan 

3.3 RETAINING DOCUMENTATION FOR COMPLIANCE 

Underwriters should retain all documentation related to the verification of 
nontaxable income sources and the calculation of adjusted gross income for 
compliance purposes. This documentation may be required for audits or quality 
control reviews and should be readily available upon request. 

In the next section, we will explore examples and case studies that demonstrate 
the process of adjusting a borrower's gross income for nontaxable income 
sources and the importance of proper documentation. 

Quiz: 

1. What types of documents can be used to verify nontaxable income sources? 
2. What information should be included in the documentation of adjusted gross income? 
3. Why is it important for underwriters to retain documentation related to the verification of 

nontaxable income sources and the calculation of adjusted gross income? 
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SECTION 4: EXAMPLES AND CASE STUDIES 

In this section, we will explore examples and case studies that demonstrate the 
process of adjusting a borrower's gross income for nontaxable income sources 
and the importance of proper documentation. 

4.1 EXAMPLE 1: SOCIAL SECURITY BENEFITS 

Scenario: 

Jane is a retired borrower who receives $1,500 per month in Social Security 
benefits. Her most recent federal income tax return shows an effective tax rate 
of 20%. She is applying for a mortgage loan, and the underwriter needs to adjust 
her gross income to include her nontaxable Social Security benefits. 

Solution: 

To adjust Jane's gross income, the underwriter will use the formula for grossing 
up nontaxable income: 

Adjusted Income = Nontaxable Income / (1 - Tax Rate) 

Using Jane's Social Security benefits and her effective tax rate, the calculation is 
as follows: 

Adjusted Income = $1,500 / (1 - 0.20) = $1,875 

The underwriter will document the calculation, including the tax rate used and a 
copy of Jane's most recent federal income tax return as supporting 
documentation. 

4.2 EXAMPLE 2: CHILD SUPPORT PAYMENTS 

Scenario: 

John is a borrower who receives $800 per month in child support payments. He 
does not have a recent federal income tax return, so the underwriter will use 
Fannie Mae's standard tax rate of 25% to gross up his nontaxable child support 
income. 

Solution: 
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Using the formula for grossing up nontaxable income and the standard tax rate 
of 25%, the calculation is as follows: 

Adjusted Income = $800 / (1 - 0.25) = $1,066.67 

The underwriter will document the calculation, including the tax rate used and a 
copy of the court order or legal agreement verifying John's child support 
payments as supporting documentation. 

4.3 CASE STUDY: DISABILITY INCOME 

Scenario: 

Samantha is a borrower who receives $2,000 per month in disability income 
from a private insurance policy. Her most recent federal income tax return 
shows an effective tax rate of 15%. She is applying for a mortgage loan, and the 
underwriter needs to adjust her gross income to include her nontaxable 
disability income. 

Solution: 

To adjust Samantha's gross income, the underwriter will use the formula for 
grossing up nontaxable income: 

Adjusted Income = Nontaxable Income / (1 - Tax Rate) 

Using Samantha's disability income and her effective tax rate, the calculation is 
as follows: 

Adjusted Income = $2,000 / (1 - 0.15) = $2,352.94 

The underwriter will document the calculation, including the tax rate used and a 
copy of Samantha's most recent federal income tax return and insurance policy 
documents as supporting documentation. 

Quiz: 

1. How did the underwriter adjust Jane's gross income to include her nontaxable Social Security 
benefits? 

2. What tax rate did the underwriter use to gross up John's nontaxable child support payments, and 
why? 

3. How did the underwriter adjust Samantha's gross income to include her nontaxable disability 
income, and what documentation was provided as support? 
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In this module, we have discussed various types of nontaxable income, the 
process of adjusting a borrower's gross income to account for nontaxable 
income sources, the documentation requirements for verifying nontaxable 
income and adjusting gross income, and examples and case studies that 
demonstrate the importance of proper documentation. By understanding these 
concepts and applying them in the mortgage loan underwriting process, 
underwriters can more accurately assess a borrower's financial stability and 
ability to repay the loan. 
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MODULE 7: HIGH LTV REFINANCE LOANS 
SECTION 1: REDUCED INCOME DOCUMENTATION REQUIREMENTS 

In this section, we will discuss the reduced income documentation requirements 
for high LTV refinance loans. High LTV refinance loans are designed to help 
borrowers with high loan-to-value ratios refinance their mortgages. These loans 
often have more lenient underwriting guidelines, including reduced income 
documentation requirements, which can make it easier for borrowers to qualify. 

1.1: OVERVIEW OF REDUCED INCOME DOCUMENTATION REQUIREMENTS 

When it comes to high LTV refinance loans, the income documentation 
requirements are generally less stringent than those for traditional mortgage 
loans. This is because the primary focus of these loans is on the borrower's 
ability to make the new mortgage payment rather than their overall financial 
stability. 

Here are some key points to remember about reduced income documentation 
requirements for high LTV refinance loans: 

• Lenders may accept alternative income documentation, such as pay stubs and W-2s, instead of 
requiring full tax returns. 

• Lenders may only require a verbal verification of employment instead of written 
documentation. 

• In some cases, lenders may not require any income documentation at all. 

1.2: ALTERNATIVE INCOME DOCUMENTATION 

For high LTV refinance loans, lenders may accept alternative income 
documentation, such as pay stubs and W-2s, instead of requiring full tax returns. 
This can make the application process faster and more streamlined for 
borrowers. 

Here are some examples of alternative income documentation that may be 
accepted for high LTV refinance loans: 

• Pay stubs 
• W-2s 
• Bank statements 
• Profit and loss statements (for self-employed borrowers) 

1.3: VERBAL VERIFICATION OF EMPLOYMENT 
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In some cases, lenders may only require a verbal verification of employment for 
high LTV refinance loans. This means that the lender will contact the borrower's 
employer to confirm their employment status and income verbally, rather than 
requiring written documentation. 

Verbal verification of employment can be a more efficient and less time-
consuming method of verifying a borrower's income, making it an attractive 
option for high LTV refinance loans. 

1.4: NO INCOME DOCUMENTATION 

In rare cases, lenders may not require any income documentation at all for high 
LTV refinance loans. This is typically reserved for borrowers with strong credit 
histories and a demonstrated ability to make their mortgage payments on time. 

No income documentation loans can be a good option for borrowers who have 
difficulty providing traditional income documentation, such as self-employed 
individuals or those with irregular income sources. 

Quiz 

1. What is the primary focus of high LTV refinance loans? 

o A. The borrower's overall financial stability 
o B. The borrower's ability to make the new mortgage payment 
o C. The borrower's credit score 
o D. The borrower's employment history 

2. Which of the following is an example of alternative income 
documentation for high LTV refinance loans? 

o A. Pay stubs 
o B. Tax returns 
o C. Credit reports 
o D. Employment contracts 

3. What is verbal verification of employment? 

o A. A written statement from the borrower's employer confirming their employment 
status and income 

o B. A phone call between the lender and the borrower's employer to confirm their 
employment status and income 

o C. A letter from the borrower's employer confirming their employment status and 
income 

o D. An email from the borrower's employer confirming their employment status and 
income 

4. In which situation might a lender not require any income documentation 
for a high LTV refinance loan? 
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o A. The borrower has a poor credit history 
o B. The borrower has a history of late mortgage payments 
o C. The borrower has a strong credit history and a demonstrated ability to make 

mortgage payments on time 
o D. The borrower is self-employed and has irregular income sources 

SECTION 2: ELIGIBILITY CRITERIA FOR HIGH LTV REFINANCE LOANS 

In this section, we will discuss the eligibility criteria for high LTV refinance 
loans. While these loans have more lenient underwriting guidelines, borrowers 
must still meet certain requirements to qualify. 

2.1: LOAN-TO-VALUE RATIO 

The primary eligibility criterion for high LTV refinance loans is the borrower's 
loan-to-value (LTV) ratio. This ratio is calculated by dividing the outstanding 
mortgage balance by the appraised value of the property. To qualify for a high 
LTV refinance loan, borrowers typically need to have an LTV ratio above a 
certain threshold, such as 80% or 90%. 

2.2: CREDIT SCORE 

Although high LTV refinance loans may have more lenient income 
documentation requirements, borrowers still need to demonstrate 
creditworthiness. Lenders will typically require a minimum credit score to 
qualify for a high LTV refinance loan. This minimum score may vary depending 
on the lender and the specific loan program, but it is generally lower than the 
minimum score required for a traditional mortgage loan. 

2.3: PAYMENT HISTORY 

Borrowers seeking a high LTV refinance loan must have a satisfactory mortgage 
payment history. Lenders will typically require borrowers to have no late 
mortgage payments within the past 12 months and no more than one late 
payment within the past 24 months. This requirement helps to ensure that 
borrowers have demonstrated the ability to make their mortgage payments on 
time. 

2.4: OWNER-OCCUPIED PROPERTIES 

High LTV refinance loans are generally only available for owner-occupied 
properties, meaning the borrower must live in the property as their primary 
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residence. This requirement helps to ensure that borrowers have a vested 
interest in maintaining the property and making their mortgage payments. 

Quiz 

1. What is the primary eligibility criterion for high LTV refinance loans? 

o A. Credit score 
o B. Employment history 
o C. Loan-to-value ratio 
o D. Property type 

2. How is the loan-to-value (LTV) ratio calculated? 

o A. Outstanding mortgage balance divided by the appraised value of the property 
o B. Appraised value of the property divided by the outstanding mortgage balance 
o C. Outstanding mortgage balance multiplied by the appraised value of the property 
o D. Appraised value of the property minus the outstanding mortgage balance 

3. What is typically required in terms of mortgage payment history for a 
borrower to qualify for a high LTV refinance loan? 

o A. No late mortgage payments within the past 12 months and no more than one late 
payment within the past 24 months 

o B. No late mortgage payments within the past 6 months and no more than two late 
payments within the past 12 months 

o C. No late mortgage payments within the past 24 months 
o D. No late mortgage payments within the past 36 months 

4. Are high LTV refinance loans generally available for investment 
properties? 

o A. Yes 
o B. No 
o C. Only if the borrower has a strong credit history 
o D. Only if the borrower has a low LTV ratio 

CTION 3: ASSESSING BORROWER'S FINANCIAL STABILITY FOR HIGH LTV REFINANCE 
LOANS 

In this section, we will discuss how to assess a borrower's financial stability 
when considering a high LTV refinance loan. While these loans have more 
lenient income documentation requirements, it is still important for lenders to 
evaluate the borrower's overall financial situation to ensure they can handle the 
new mortgage payment. 

3.1: EVALUATING CREDIT HISTORY 
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One of the key factors in assessing a borrower's financial stability is their credit 
history. Lenders should review the borrower's credit report to look for any red 
flags, such as late payments, collections, or bankruptcies. A strong credit history 
demonstrates that the borrower has been responsible with their finances and is 
more likely to make their mortgage payments on time. 

3.2: DEBT-TO-INCOME RATIO 

Another important factor in assessing a borrower's financial stability is their 
debt-to-income (DTI) ratio. This ratio is calculated by dividing the borrower's 
total monthly debt payments by their gross monthly income. A lower DTI ratio 
indicates that the borrower has more disposable income available to cover their 
mortgage payment and other expenses. Lenders should consider the borrower's 
DTI ratio when determining their ability to handle the new mortgage payment. 

3.3: RESERVES 

Lenders should also consider the borrower's reserves, or the amount of money 
they have saved in case of an emergency. Borrowers with sufficient reserves are 
more likely to be able to handle unexpected expenses or a temporary loss of 
income without defaulting on their mortgage. Lenders may require a certain 
amount of reserves for high LTV refinance loans, depending on the specific loan 
program and the borrower's financial situation. 

3.4: EMPLOYMENT STABILITY 

While high LTV refinance loans may have more lenient income documentation 
requirements, lenders should still consider the borrower's employment stability. 
A stable employment history indicates that the borrower is more likely to have a 
steady income to support their mortgage payment. Lenders should verify the 
borrower's employment history and consider factors such as job changes, gaps 
in employment, and the borrower's industry when assessing their financial 
stability. 

Quiz 

1. Why is a borrower's credit history important when assessing their 
financial stability for a high LTV refinance loan? 

o A. It demonstrates the borrower's ability to make mortgage payments on time 
o B. It indicates the borrower's employment stability 
o C. It shows the borrower's reserves 
o D. It calculates the borrower's debt-to-income ratio 
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2. What is the debt-to-income (DTI) ratio, and why is it important when 
assessing a borrower's financial stability? 

o A. It calculates the borrower's total monthly debt payments divided by their gross 
monthly income, indicating their ability to handle the new mortgage payment 

o B. It calculates the borrower's total monthly debt payments multiplied by their gross 
monthly income, indicating their creditworthiness 

o C. It calculates the borrower's total monthly debt payments minus their gross monthly 
income, indicating their employment stability 

o D. It calculates the borrower's total monthly debt payments plus their gross monthly 
income, indicating their reserves 

3. How do reserves factor into a borrower's financial stability assessment for 
a high LTV refinance loan? 

o A. Borrowers with sufficient reserves are more likely to handle unexpected expenses 
without defaulting on their mortgage 

o B. Borrowers with sufficient reserves are more likely to have a higher credit score 
o C. Borrowers with sufficient reserves are more likely to have a lower debt-to-income 

ratio 
o D. Borrowers with sufficient reserves are more likely to have stable employment 

4. Why should lenders consider a borrower's employment stability when 
assessing their financial stability for a high LTV refinance loan? 

o A. A stable employment history indicates a steady income to support the mortgage 
payment 

o B. A stable employment history indicates a strong credit history 
o C. A stable employment history indicates a lower debt-to-income ratio 
o D. A stable employment history indicates sufficient reserves 

SECTION 4: CASE STUDIES FOR HIGH LTV REFINANCE LOANS 

In this section, we will explore case studies that demonstrate different scenarios 
involving high LTV refinance loans. These case studies will help illustrate the 
various factors that lenders should consider when evaluating borrowers for high 
LTV refinance loans. 

4.1: CASE STUDY 1 - STRONG CREDIT HISTORY AND STABLE EMPLOYMENT 

Scenario: 

John and Jane are a married couple looking to refinance their mortgage to take 
advantage of lower interest rates. Their current LTV ratio is 90%, and they have 
a strong credit history with no late mortgage payments in the past 24 months. 
Both John and Jane have stable employment with no gaps or job changes in the 
past two years. 
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Analysis: 

In this case, John and Jane are strong candidates for a high LTV refinance loan 
due to their strong credit history, stable employment, and satisfactory mortgage 
payment history. Their high LTV ratio makes them eligible for a high LTV 
refinance loan, and their financial stability makes them a low risk for defaulting 
on their new mortgage. 

4.2: CASE STUDY 2 - HIGH DEBT-TO-INCOME RATIO AND LIMITED RESERVES 

Scenario: 

Mike and Michelle are a married couple looking to refinance their mortgage to 
reduce their monthly payment. Their current LTV ratio is 85%, but they have a 
high debt-to-income (DTI) ratio of 50% and limited reserves. They have a 
satisfactory mortgage payment history, with no late payments in the past 12 
months. 

Analysis: 

In this case, Mike and Michelle's high DTI ratio and limited reserves may raise 
concerns for lenders when assessing their financial stability. While their 
satisfactory mortgage payment history and high LTV ratio make them eligible 
for a high LTV refinance loan, lenders may require additional documentation or 
reserves to mitigate the risk associated with their high DTI ratio and limited 
reserves. 

4.3: CASE STUDY 3 - SELF-EMPLOYED BORROWER WITH VARIABLE INCOME 

Scenario: 

Samantha is a self-employed graphic designer looking to refinance her mortgage 
to consolidate debt. Her current LTV ratio is 92%, and she has a satisfactory 
mortgage payment history. However, her income is variable, and she has 
experienced fluctuations in her earnings over the past two years. 

Analysis: 

In this case, Samantha's self-employed status and variable income may present 
challenges when assessing her financial stability for a high LTV refinance loan. 
Lenders may require additional income documentation, such as profit and loss 
statements or bank statements, to verify her income and ensure she can handle 
the new mortgage payment. Despite these challenges, her high LTV ratio and 
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satisfactory mortgage payment history make her eligible for a high LTV 
refinance loan. 

Quiz 

1. In Case Study 1, why are John and Jane strong candidates for a high LTV 
refinance loan? 

o A. They have a high debt-to-income ratio 
o B. They have limited reserves 
o C. They have a strong credit history and stable employment 
o D. They are self-employed with variable income 

2. In Case Study 2, what factors may raise concerns for lenders when 
assessing Mike and Michelle's financial stability? 

o A. High debt-to-income ratio and limited reserves 
o B. Strong credit history and stable employment 
o C. Satisfactory mortgage payment history 
o D. Self-employed status and variable income 

3. In Case Study 3, what additional income documentation might lenders 
require from Samantha due to her self-employed status and variable 
income? 

o A. Pay stubs and W-2s 
o B. Profit and loss statements or bank statements 
o C. Credit reports 
o D. Employment contracts 

4. Which case study demonstrates a scenario where the borrowers have a 
satisfactory mortgage payment history, but their high debt-to-income 
ratio and limited reserves may raise concerns for lenders? 

o A. Case Study 1 
o B. Case Study 2 
o C. Case Study 3 
o D. None of the above 
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MODULE 8: INCOME PAID IN VIRTUAL 
CURRENCY 
VIRTUAL CURRENCY AND MORTGAGE LOAN UNDERWRITING 

INTRODUCTION 

In recent years, virtual currencies such as Bitcoin, Ethereum, and other 
cryptocurrencies have gained significant traction in the financial world. As 
more people earn income in virtual currencies, it's essential for mortgage 
lenders to understand how to assess and document this type of income during 
the underwriting process. In this section, we will discuss the basics of virtual 
currency, its impact on mortgage loan underwriting, and the challenges faced 
by underwriters in dealing with this relatively new income source. 

WHAT IS VIRTUAL CURRENCY? 

Virtual currency, also known as cryptocurrency, is a type of digital currency that 
relies on cryptography for secure transactions and the creation of new units. 
Unlike traditional currencies, virtual currencies are decentralized and not 
backed by any government or central authority. They are stored in digital 
wallets and can be used for various transactions, including purchasing goods 
and services or trading on cryptocurrency exchanges. 

VIRTUAL CURRENCY IN MORTGAGE LOAN UNDERWRITING 

As more people earn income in virtual currencies, mortgage lenders must adapt 
their underwriting guidelines to accommodate this new source of income. 
However, virtual currency income presents unique challenges for underwriters, 
such as: 

• Volatility: Virtual currencies are known for their extreme price fluctuations, which can make it 
difficult for underwriters to determine a borrower's true income and ability to repay the loan. 

• Lack of Regulation: The absence of a central authority or government backing virtual 
currencies can create uncertainty for lenders and underwriters, as there are no standardized 
rules or regulations governing their use. 

• Documentation and Verification: Verifying and documenting virtual currency income can be 
challenging, as traditional income verification methods may not apply. 

Despite these challenges, some mortgage lenders have begun to accept virtual 
currency income for loan qualification purposes. To do so, they must establish 
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clear guidelines and procedures for assessing and documenting this type of 
income. 

KEY TAKEAWAYS 

• Virtual currencies are decentralized digital currencies that rely on cryptography for secure 
transactions. 

• As more people earn income in virtual currencies, mortgage lenders must adapt their 
underwriting guidelines to accommodate this new source of income. 

• Virtual currency income presents unique challenges for underwriters, such as volatility, lack of 
regulation, and documentation and verification issues. 

In the next section, we will discuss the process of converting virtual currency to 
traditional currency, as well as the documentation and verification 
requirements for virtual currency income in mortgage loan underwriting. 

Quiz 

1. What is virtual currency? 
2. What are some challenges faced by underwriters when dealing with virtual currency income? 
3. Why is it important for mortgage lenders to adapt their underwriting guidelines to accommodate 

virtual currency income? 

CONVERTING VIRTUAL CURRENCY TO TRADITIONAL CURRENCY 

INTRODUCTION 

When assessing a borrower's income paid in virtual currency, mortgage lenders 
and underwriters must convert the virtual currency to traditional currency, such 
as U.S. dollars, to determine the borrower's qualifying income. In this section, 
we will discuss the process of converting virtual currency to traditional currency 
and the factors that lenders and underwriters should consider during this 
process. 

CONVERSION PROCESS 

The conversion of virtual currency to traditional currency is typically done 
through cryptocurrency exchanges, which act as intermediaries between buyers 
and sellers of virtual currencies. These exchanges allow users to trade their 
virtual currencies for traditional currencies at the prevailing market rate. 

To convert virtual currency income to traditional currency for mortgage loan 
underwriting purposes, lenders and underwriters should follow these steps: 
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1. Determine the conversion rate: Obtain the current market conversion rate for the specific 
virtual currency to the desired traditional currency. This can be done through reputable 
cryptocurrency exchanges or financial data providers. 

2. Calculate the equivalent income: Multiply the borrower's virtual currency income by the 
conversion rate to determine the equivalent income in traditional currency. 

3. Document the conversion: Maintain a record of the conversion rate used, the source of the rate, 
and the date and time of the conversion. This documentation will be necessary for the 
underwriting process and to ensure compliance with regulatory requirements. 

FACTORS TO CONSIDER 

When converting virtual currency income to traditional currency, lenders and 
underwriters should consider the following factors: 

• Volatility: As mentioned earlier, virtual currencies are known for their extreme price 
fluctuations. To account for this volatility, lenders may choose to use an average conversion rate 
over a specific period, such as the past 30 days, rather than relying on a single day's rate. 

• Exchange reliability: Choose a reputable and reliable cryptocurrency exchange or financial data 
provider to obtain conversion rates. This will help ensure that the rates used are accurate and 
up-to-date. 

• Regulatory requirements: Ensure that the conversion process and documentation meet any 
applicable regulatory requirements, such as anti-money laundering (AML) and know-your-
customer (KYC) regulations. 

KEY TAKEAWAYS 

• Converting virtual currency income to traditional currency is necessary for mortgage loan 
underwriting purposes. 

• The conversion process involves determining the current market conversion rate, calculating 
the equivalent income, and documenting the conversion. 

• Factors to consider during the conversion process include volatility, exchange reliability, and 
regulatory requirements. 

In the next section, we will discuss the documentation and verification 
requirements for virtual currency income in mortgage loan underwriting. 

Quiz 

1. What is the purpose of converting virtual currency income to traditional currency in mortgage 
loan underwriting? 

2. What are the steps involved in the conversion process? 
3. What factors should lenders and underwriters consider when converting virtual currency 

income to traditional currency? 

DOCUMENTATION AND VERIFICATION REQUIREMENTS FOR VIRTUAL CURRENCY 
INCOME 
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INTRODUCTION 

In mortgage loan underwriting, verifying and documenting a borrower's income 
is a crucial step in assessing their ability to repay the loan. When dealing with 
virtual currency income, this process can be more challenging due to the unique 
nature of virtual currencies. In this section, we will discuss the documentation 
and verification requirements for virtual currency income in mortgage loan 
underwriting. 

DOCUMENTATION REQUIREMENTS 

When underwriting a mortgage loan for a borrower with virtual currency 
income, lenders and underwriters should obtain the following documentation: 

1. Virtual Currency Wallet Statements: Obtain statements from the borrower's virtual currency 
wallet, showing the balance and transaction history for the relevant income period. These 
statements should include the wallet address, transaction dates, and amounts in virtual 
currency. 

2. Conversion Documentation: As discussed in the previous section, maintain a record of the 
conversion rate used, the source of the rate, and the date and time of the conversion. This 
documentation is necessary for the underwriting process and to ensure compliance with 
regulatory requirements. 

3. Income Verification: Verify the borrower's virtual currency income through independent 
means, such as contacting the employer or income source directly, or obtaining documentation 
of the income source, such as a contract or agreement. 

4. Tax Returns: Request the borrower's tax returns, which should include any virtual currency 
income reported to the tax authorities. This can help verify the consistency and stability of the 
borrower's virtual currency income. 

VERIFICATION CHALLENGES AND BEST PRACTICES 

Verifying virtual currency income can be challenging due to the decentralized 
nature of virtual currencies and the lack of standardized documentation. To 
overcome these challenges, lenders and underwriters should consider the 
following best practices: 

• Use Reputable Virtual Currency Wallet Providers: Encourage borrowers to use reputable 
virtual currency wallet providers that offer detailed transaction history and balance statements. 

• Establish Clear Income Verification Procedures: Develop clear procedures for verifying virtual 
currency income, such as contacting the employer or income source directly, and obtaining 
supporting documentation. 

• Monitor Regulatory Developments: Stay up-to-date on regulatory developments related to 
virtual currencies, as changes in regulations may impact the documentation and verification 
requirements for virtual currency income. 

KEY TAKEAWAYS 
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• Documenting and verifying virtual currency income is a critical step in mortgage loan 
underwriting. 

• Documentation requirements for virtual currency income include virtual currency wallet 
statements, conversion documentation, income verification, and tax returns. 

• Overcoming verification challenges requires the use of reputable virtual currency wallet 
providers, clear income verification procedures, and monitoring regulatory developments. 

In the next section, we will explore examples and case studies related to virtual 
currency income in mortgage loan underwriting. 

Quiz 

1. What are the documentation requirements for virtual currency income in mortgage loan 
underwriting? 

2. What are some challenges faced by lenders and underwriters when verifying virtual currency 
income? 

3. What are some best practices for overcoming these verification challenges? 

EXAMPLES AND CASE STUDIES: VIRTUAL CURRENCY INCOME IN MORTGAGE LOAN 
UNDERWRITING 

INTRODUCTION 

In this section, we will explore examples and case studies related to virtual 
currency income in mortgage loan underwriting. These real-world scenarios 
will help illustrate the challenges and best practices discussed in previous 
sections, providing a deeper understanding of how lenders and underwriters 
can effectively assess and document virtual currency income. 

EXAMPLE 1: STABLE VIRTUAL CURRENCY INCOME 

Scenario: A borrower works as a software developer for a technology company 
that pays her salary in Bitcoin. She has been with the company for three years 
and has a stable income history. 

Challenges: Verifying and documenting the borrower's stable virtual currency 
income, converting the Bitcoin income to traditional currency, and ensuring 
compliance with regulatory requirements. 

Best Practices: In this case, the underwriter should obtain virtual currency 
wallet statements from the borrower, showing her Bitcoin income for the past 
three years. The underwriter should also contact the employer to verify the 
borrower's employment and income. To convert the Bitcoin income to 
traditional currency, the underwriter should use a reputable cryptocurrency 
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exchange and document the conversion process, including the conversion rate, 
source, and date. Finally, the underwriter should review the borrower's tax 
returns to confirm that the virtual currency income has been consistently 
reported. 

EXAMPLE 2: VARIABLE VIRTUAL CURRENCY INCOME 

Scenario: A borrower is a freelance graphic designer who receives payments in 
Ethereum from various clients. His income varies from month to month, and he 
has been earning virtual currency income for the past two years. 

Challenges: Assessing the borrower's variable income, converting the Ethereum 
income to traditional currency, and verifying the income source. 

Best Practices: In this case, the underwriter should obtain virtual currency 
wallet statements from the borrower, showing his Ethereum income for the past 
two years. To account for the income variability, the underwriter may choose to 
use an average conversion rate over a specific period, such as the past 30 days, 
when converting the Ethereum income to traditional currency. The underwriter 
should also request documentation of the borrower's income sources, such as 
contracts or agreements with clients, and verify the income through 
independent means, such as contacting the clients directly. Finally, the 
underwriter should review the borrower's tax returns to confirm the consistency 
and stability of the virtual currency income. 

CASE STUDY: MORTGAGE LENDER ACCEPTING VIRTUAL CURRENCY INCOME 

Scenario: A mortgage lender has decided to start accepting virtual currency 
income for loan qualification purposes. The lender needs to establish clear 
guidelines and procedures for assessing and documenting virtual currency 
income. 

Challenges: Developing underwriting guidelines and procedures for virtual 
currency income, training underwriters on the new guidelines, and ensuring 
compliance with regulatory requirements. 

Best Practices: In this case, the mortgage lender should develop clear 
underwriting guidelines for virtual currency income, including documentation 
and verification requirements, conversion processes, and factors to consider 
during the underwriting process. The lender should also provide training and 
resources for underwriters to help them understand and apply the new 
guidelines. To ensure compliance with regulatory requirements, the lender 
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should monitor regulatory developments related to virtual currencies and 
update their guidelines and procedures as needed. 

KEY TAKEAWAYS 

• Real-world examples and case studies help illustrate the challenges and best practices in 
assessing and documenting virtual currency income in mortgage loan underwriting. 

• Lenders and underwriters should consider the unique aspects of each borrower's virtual 
currency income, such as stability, variability, and income sources, when underwriting 
mortgage loans. 

• Developing clear guidelines and procedures, providing training and resources, and monitoring 
regulatory developments are essential for effectively underwriting mortgage loans with virtual 
currency income. 

Quiz 

1. What are some challenges faced by lenders and underwriters when assessing and documenting 
virtual currency income in mortgage loan underwriting? 

2. How can real-world examples and case studies help deepen our understanding of virtual 
currency income in mortgage loan underwriting? 

3. What are some best practices for mortgage lenders and underwriters when dealing with virtual 
currency income? 

 

 

 

 

 

 

 

 

 

 

MODULE 9: OTHER SOURCES OF INCOME 
SECTION 1: ALIMONY, CHILD SUPPORT, AND SEPARATE MAINTENANCE PAYMENTS 
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1.1 INTRODUCTION TO ALIMONY, CHILD SUPPORT, AND SEPARATE MAINTENANCE 
PAYMENTS 

In this section, we will discuss the role of alimony, child support, and separate 
maintenance payments in mortgage loan underwriting. These sources of 
income, while not directly related to employment, can still contribute to a 
borrower's ability to repay a mortgage loan. As an underwriter, it is essential to 
understand how to assess and document these income sources accurately. 

1.2 ASSESSING ALIMONY, CHILD SUPPORT, AND SEPARATE MAINTENANCE PAYMENTS 

When considering alimony, child support, or separate maintenance payments 
as a source of income, underwriters must ensure that the payments are stable, 
predictable, and likely to continue. To assess these factors, underwriters should 
consider the following: 

• The payer's ability to make consistent payments 
• The duration of the payments 
• The payment history 
• Any legal agreements or court orders outlining the payment terms 

1.3 DOCUMENTATION REQUIREMENTS 

To verify alimony, child support, or separate maintenance payments, 
underwriters should obtain the following documentation: 

• A copy of the divorce decree, legal separation agreement, or court order that outlines the 
payment terms 

• Proof of receipt of the payments, such as bank statements or cancelled checks showing a 
consistent payment history for at least six months 

• A written statement from the borrower explaining any changes in payment amounts or 
frequency 

1.4 CASE STUDIES 

To reinforce your understanding of how to assess and document alimony, child 
support, and separate maintenance payments, let's review a few case studies: 

Case Study 1: A borrower receives $1,000 per month in child support payments. 
The divorce decree states that the payments will continue until the child turns 
18, which is in five years. The borrower provides bank statements showing 
consistent receipt of the payments for the past six months. In this case, the 
underwriter can consider the child support payments as stable and predictable 
income. 
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Case Study 2: A borrower receives $500 per month in alimony payments. The 
divorce decree does not specify an end date for the payments, but the 
borrower's ex-spouse has recently lost their job. The borrower provides bank 
statements showing inconsistent receipt of the payments for the past six 
months. In this case, the underwriter may not consider the alimony payments as 
stable and predictable income due to the payer's recent job loss and inconsistent 
payment history. 

QUIZ 

1. What factors should underwriters consider when assessing alimony, child support, or separate 
maintenance payments as a source of income? 

2. What documentation is required to verify alimony, child support, or separate maintenance 
payments? 

3. In Case Study 1, can the underwriter consider the child support payments as stable and 
predictable income? Why or why not? 

4. In Case Study 2, should the underwriter consider the alimony payments as stable and 
predictable income? Why or why not? 
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MODULE 9: OTHER SOURCES OF INCOME 
SECTION 2: RENTAL INCOME 

2.1 INTRODUCTION TO RENTAL INCOME 

In this section, we will discuss the role of rental income in mortgage loan 
underwriting. Rental income, derived from properties owned by the borrower, 
can contribute to their ability to repay a mortgage loan. As an underwriter, it is 
crucial to understand how to assess and document rental income accurately. 

2.2 ASSESSING RENTAL INCOME 

When considering rental income as a source of income, underwriters must 
ensure that the income is stable, predictable, and likely to continue. To assess 
these factors, underwriters should consider the following: 

• The borrower's experience as a landlord 
• The property's rental history and occupancy rate 
• The current lease agreements and rental market conditions 
• The borrower's ability to manage and maintain the property 

2.3 DOCUMENTATION REQUIREMENTS 

To verify rental income, underwriters should obtain the following 
documentation: 

• A current lease agreement or rental contract for each rental property 
• Proof of receipt of rental payments, such as bank statements or cancelled checks showing a 

consistent payment history for at least six months 
• A signed and dated IRS Form 4506-T, which allows the underwriter to obtain the borrower's tax 

returns, including Schedule E (Supplemental Income and Loss) that reports rental income 
• A written statement from the borrower explaining any changes in rental income amounts or 

frequency 

2.4 CASE STUDIES 

To reinforce your understanding of how to assess and document rental income, 
let's review a few case studies: 

Case Study 1: A borrower owns a rental property that generates $1,500 per 
month in rental income. The borrower has a two-year history as a landlord and 
provides a current lease agreement, bank statements showing consistent receipt 
of rental payments for the past six months, and a completed IRS Form 4506-T. In 
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this case, the underwriter can consider the rental income as stable and 
predictable income. 

Case Study 2: A borrower owns a rental property that generates $2,000 per 
month in rental income. The borrower has no prior experience as a landlord 
and has recently purchased the property. The borrower provides a lease 
agreement, but no bank statements or IRS Form 4506-T. In this case, the 
underwriter may not consider the rental income as stable and predictable 
income due to the borrower's lack of experience and insufficient 
documentation. 

QUIZ 

1. What factors should underwriters consider when assessing rental income as a source of income? 
2. What documentation is required to verify rental income? 
3. In Case Study 1, can the underwriter consider the rental income as stable and predictable 

income? Why or why not? 
4. In Case Study 2, should the underwriter consider the rental income as stable and predictable 

income? Why or why not? 
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MODULE 9: OTHER SOURCES OF INCOME 
SECTION 3: SELF-EMPLOYMENT INCOME 

3.1 INTRODUCTION TO SELF-EMPLOYMENT INCOME 

In this section, we will discuss the role of self-employment income in mortgage 
loan underwriting. Self-employment income, derived from a borrower's own 
business or professional activities, can contribute to their ability to repay a 
mortgage loan. As an underwriter, it is crucial to understand how to assess and 
document self-employment income accurately. 

3.2 ASSESSING SELF-EMPLOYMENT INCOME 

When considering self-employment income as a source of income, underwriters 
must ensure that the income is stable, predictable, and likely to continue. To 
assess these factors, underwriters should consider the following: 

• The borrower's experience and history in their field or industry 
• The financial stability and performance of the borrower's business 
• The borrower's ability to manage and maintain their business 
• Market conditions and trends in the borrower's industry 

3.3 DOCUMENTATION REQUIREMENTS 

To verify self-employment income, underwriters should obtain the following 
documentation: 

• A minimum of two years of signed and dated personal and business tax returns, including all 
schedules and attachments 

• A year-to-date profit and loss statement and balance sheet for the borrower's business 
• A signed and dated IRS Form 4506-T, which allows the underwriter to obtain the borrower's tax 

returns 
• A written statement from the borrower explaining any significant fluctuations in income or 

business performance 

3.4 CASE STUDIES 

To reinforce your understanding of how to assess and document self-
employment income, let's review a few case studies: 

Case Study 1: A borrower is a self-employed graphic designer with a stable 
income of $4,000 per month. The borrower has a five-year history in the 
industry and provides two years of personal and business tax returns, a year-to-
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date profit and loss statement, a balance sheet, and a completed IRS Form 4506-
T. In this case, the underwriter can consider the self-employment income as 
stable and predictable income. 

Case Study 2: A borrower is a self-employed event planner with an inconsistent 
income ranging from $2,000 to $6,000 per month. The borrower has only been in 
the industry for one year and provides one year of personal tax returns, a year-
to-date profit and loss statement, and a balance sheet. In this case, the 
underwriter may not consider the self-employment income as stable and 
predictable income due to the borrower's lack of experience, inconsistent 
income, and insufficient documentation. 

QUIZ 

1. What factors should underwriters consider when assessing self-employment income as a source 
of income? 

2. What documentation is required to verify self-employment income? 
3. In Case Study 1, can the underwriter consider the self-employment income as stable and 

predictable income? Why or why not? 
4. In Case Study 2, should the underwriter consider the self-employment income as stable and 

predictable income? Why or why not? 
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MODULE 9: OTHER SOURCES OF INCOME 
SECTION 4: DOCUMENTATION REQUIREMENTS AND CASE STUDIES 

4.1 INTRODUCTION TO DOCUMENTATION REQUIREMENTS 

In this section, we will discuss the importance of proper documentation when 
assessing other sources of income in mortgage loan underwriting. As an 
underwriter, it is crucial to understand the specific documentation 
requirements for each type of income source to ensure accurate assessment and 
compliance with Fannie Mae's underwriting guidelines. 

4.2 GENERAL DOCUMENTATION REQUIREMENTS 

While each type of income source may have unique documentation 
requirements, there are some general guidelines that underwriters should 
follow: 

• Obtain at least six months of payment history to demonstrate stability and predictability of the 
income source 

• Request written statements from borrowers explaining any significant fluctuations or changes in 
income 

• Verify the income source's likelihood of continuance for at least three years 
• Ensure that all documentation is current, accurate, and complete 

4.3 CASE STUDIES: DOCUMENTATION REQUIREMENTS 

To reinforce your understanding of proper documentation requirements for 
various income sources, let's review a few case studies: 

Case Study 1: A borrower receives $800 per month in disability payments from a 
private insurance company. The borrower provides a copy of the insurance 
policy, a letter from the insurance company confirming the payment amount 
and duration, and bank statements showing consistent receipt of the payments 
for the past six months. In this case, the underwriter can consider the disability 
payments as stable and predictable income, as the documentation requirements 
have been met. 

Case Study 2: A borrower receives $1,200 per month in pension payments. The 
borrower provides a letter from the pension plan administrator confirming the 
payment amount and duration, but does not provide any bank statements or 
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payment history. In this case, the underwriter may not consider the pension 
payments as stable and predictable income due to insufficient documentation. 

Case Study 3: A borrower receives $3,000 per month in royalty payments from a 
book they authored. The borrower provides a copy of the publishing contract, a 
letter from the publisher confirming the payment amount and duration, and 
bank statements showing consistent receipt of the payments for the past six 
months. However, the borrower's statement reveals that the book's sales have 
been declining, and they expect the royalty payments to decrease in the future. 
In this case, the underwriter may not consider the royalty payments as stable 
and predictable income due to the declining sales and the borrower's 
expectation of decreased income. 

QUIZ 

1. What are some general documentation requirements that underwriters should follow when 
assessing other sources of income? 

2. In Case Study 1, can the underwriter consider the disability payments as stable and predictable 
income? Why or why not? 

3. In Case Study 2, should the underwriter consider the pension payments as stable and predictable 
income? Why or why not? 

4. In Case Study 3, should the underwriter consider the royalty payments as stable and predictable 
income? Why or why not? 
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MODULE 10: FINAL EXAM PREPARATION 
AND REVIEW 
KEY CONCEPTS AND TERMINOLOGY 

In this section, we will review the key concepts and terminology that have been 
covered throughout the course. This will help you prepare for the final exam 
and ensure you have a solid understanding of the material. 

INCOME STABILITY 

Income stability refers to the consistency and predictability of a borrower's 
income. Lenders and underwriters assess income stability to determine if a 
borrower is likely to continue receiving their current income, which affects 
their ability to repay the loan. 

EMPLOYMENT HISTORY 

Employment history is a record of a borrower's past jobs, including the duration 
of employment, job titles, and reasons for job changes. A stable employment 
history is a positive indicator of income stability. 

VARIABLE INCOME 

Variable income is income that fluctuates over time, such as commissions, 
bonuses, or overtime pay. Underwriters assess variable income by averaging it 
over a certain period and analyzing trends to determine if it is likely to continue. 

CONTINUITY OF INCOME 

Continuity of income refers to the likelihood that a borrower's income will 
continue for at least three years after the loan is originated. Underwriters assess 
continuity of income by considering factors such as the borrower's job stability, 
the nature of their income, and any known expiration dates for their income 
sources. 

NON-U.S. CITIZEN BORROWERS 

Non-U.S. citizen borrowers are individuals who are not U.S. citizens but are 
seeking a mortgage loan in the United States. Underwriters must verify income 
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and employment for non-U.S. citizen borrowers, which may involve additional 
documentation and special considerations. 

NONTAXABLE INCOME 

Nontaxable income is income that is not subject to federal income tax, such as 
certain disability benefits or child support payments. Underwriters may adjust a 
borrower's gross income to account for nontaxable income, which can affect 
their debt-to-income ratio and loan eligibility. 

HIGH LTV REFINANCE LOANS 

High LTV (loan-to-value) refinance loans are loans that allow borrowers to 
refinance their mortgage with a higher LTV ratio than traditional refinance 
loans. These loans have reduced income documentation requirements and are 
designed for borrowers who have demonstrated financial stability. 

VIRTUAL CURRENCY 

Virtual currency, such as Bitcoin or Ethereum, is a digital asset that can be used 
to buy goods and services or held as an investment. Underwriters must convert 
virtual currency to traditional currency and verify the borrower's income and 
assets when considering mortgage loan applications involving virtual currency. 

OTHER SOURCES OF INCOME 

Other sources of income may include alimony, child support, separate 
maintenance payments, rental income, or self-employment income. 
Underwriters must verify and document these income sources to ensure they 
meet Fannie Mae's underwriting guidelines. 

 

Now that we've reviewed the key concepts and terminology, you should be well-
prepared for the final exam. Remember, a passing rate of 75% is required to 
successfully complete the course. Good luck! 
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MODULE 10: FINAL EXAM PREPARATION 
AND REVIEW 
REVIEW OF INCOME ASSESSMENT METHODS 

In this section, we will review the various income assessment methods that have 
been covered throughout the course. Understanding these methods is crucial for 
passing the final exam and successfully applying Fannie Mae's underwriting 
guidelines in real-world situations. 

ASSESSING INCOME STABILITY 

Income stability is assessed by examining a borrower's employment history, job 
changes, and the predictability of their income sources. Underwriters look for a 
consistent employment history, minimal job changes, and income sources that 
are likely to continue in the future. 

AVERAGING METHODS FOR VARIABLE INCOME 

Variable income is assessed by averaging it over a specific period, typically 24 
months. Underwriters analyze the borrower's history of receipt and frequency 
of payment to determine if the variable income is likely to continue. They may 
also perform an income trending analysis to identify any patterns or 
fluctuations in the borrower's income. 

DOCUMENTING LIKELIHOOD OF CONTINUED INCOME 

To assess the continuity of income, underwriters must document the likelihood 
that the borrower's income will continue for at least three years after the loan is 
originated. This documentation may include written verification from the 
borrower's employer, an analysis of the borrower's job stability, or an 
assessment of the nature of their income sources. 

INCOME VERIFICATION FOR NON-U.S. CITIZENS 

Non-U.S. citizen borrowers require additional income verification steps, such as 
obtaining employment and income documentation from foreign sources. 
Underwriters must ensure that the documentation meets Fannie Mae's 
requirements and that the borrower's income is stable and likely to continue. 

ADJUSTING BORROWER'S GROSS INCOME FOR NONTAXABLE INCOME 
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When a borrower has nontaxable income, underwriters may adjust their gross 
income to account for this additional income source. This adjustment can affect 
the borrower's debt-to-income ratio and loan eligibility. Underwriters must 
document the nontaxable income and ensure it meets Fannie Mae's guidelines. 

REDUCED INCOME DOCUMENTATION FOR HIGH LTV REFINANCE LOANS 

High LTV refinance loans have reduced income documentation requirements, 
as they are designed for borrowers who have demonstrated financial stability. 
Underwriters must still assess the borrower's financial stability and ensure they 
meet the eligibility criteria for these loans. 

CONVERTING VIRTUAL CURRENCY TO TRADITIONAL CURRENCY 

When a borrower's income is paid in virtual currency, underwriters must 
convert the virtual currency to traditional currency using an exchange rate from 
a reliable source. They must also verify and document the borrower's income 
and assets, ensuring they meet Fannie Mae's underwriting guidelines. 

DOCUMENTING OTHER SOURCES OF INCOME 

Other sources of income, such as alimony, child support, separate maintenance 
payments, rental income, or self-employment income, must be verified and 
documented by underwriters. Each income source has specific documentation 
requirements and must meet Fannie Mae's guidelines to be considered in the 
borrower's loan application. 

 

By reviewing these income assessment methods, you should be well-prepared 
for the final exam and ready to apply Fannie Mae's underwriting guidelines in 
real-world situations. Remember, a passing rate of 75% is required to 
successfully complete the course. Good luck! 
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MODULE 10: FINAL EXAM PREPARATION 
AND REVIEW 
CASE STUDY ANALYSIS 

In this section, we will analyze a few case studies to help you better understand 
the application of Fannie Mae's underwriting guidelines in real-world situations. 
Analyzing these case studies will help you prepare for the final exam and ensure 
you have a comprehensive understanding of the material. 

CASE STUDY 1: VARIABLE INCOME BORROWER 

Scenario: John is a salesperson who earns a base salary plus commissions. His 
income has been steadily increasing over the past two years. He is applying for a 
mortgage loan, and the underwriter needs to assess his variable income. 

Analysis: The underwriter would first calculate John's average commission 
income over the past 24 months. They would then analyze the history of receipt 
and frequency of payment to determine if the commissions are likely to 
continue. The underwriter may also perform an income trending analysis to 
identify any patterns or fluctuations in John's income. If the analysis shows that 
John's commission income is stable and likely to continue, it can be considered 
in his loan application. 

CASE STUDY 2: NON-U.S. CITIZEN BORROWER 

Scenario: Maria, a non-U.S. citizen, is applying for a mortgage loan. She has a 
stable job with a U.S. company and earns a consistent salary. The underwriter 
needs to verify her income and employment. 

Analysis: The underwriter would first obtain employment and income 
documentation from Maria's employer, ensuring that the documentation meets 
Fannie Mae's requirements. They would then assess Maria's job stability and the 
likelihood of her income continuing. If the underwriter determines that Maria's 
income is stable and likely to continue, it can be considered in her loan 
application. 

CASE STUDY 3: BORROWER WITH NONTAXABLE INCOME 
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Scenario: Susan receives disability benefits, which are nontaxable. She is 
applying for a mortgage loan, and the underwriter needs to adjust her gross 
income to account for her nontaxable income. 

Analysis: The underwriter would first document Susan's disability benefits, 
ensuring that they meet Fannie Mae's guidelines. They would then adjust 
Susan's gross income by adding a percentage of her nontaxable income to her 
taxable income. This adjusted gross income would be used to calculate Susan's 
debt-to-income ratio and determine her loan eligibility. 

CASE STUDY 4: BORROWER WITH VIRTUAL CURRENCY INCOME 

Scenario: David receives part of his salary in Bitcoin. He is applying for a 
mortgage loan, and the underwriter needs to convert his virtual currency 
income to traditional currency and verify his income and assets. 

Analysis: The underwriter would first convert David's Bitcoin income to U.S. 
dollars using an exchange rate from a reliable source. They would then verify 
and document David's income and assets, ensuring they meet Fannie Mae's 
underwriting guidelines. If the underwriter determines that David's income and 
assets are sufficient, they can be considered in his loan application. 

 

By analyzing these case studies, you should gain a better understanding of how 
Fannie Mae's underwriting guidelines are applied in real-world situations. This 
will help you prepare for the final exam and ensure you have a comprehensive 
understanding of the material. Remember, a passing rate of 75% is required to 
successfully complete the course. Good luck! 
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MODULE 10: FINAL EXAM PREPARATION 
AND REVIEW 
FINAL EXAM (75% PASSING RATE REQUIRED) 

The final exam is designed to assess your understanding of Fannie Mae's 
underwriting guidelines related to income assessment for mortgage loan 
approval. This exam will test your knowledge of the key concepts, terminology, 
and income assessment methods that have been covered throughout the course. 

To successfully complete the course, you must achieve a passing rate of 75% on 
the final exam. If you do not pass the exam on your first attempt, you will have 
the opportunity to review the course material and retake the exam. 

The final exam consists of multiple-choice questions, true/false questions, and 
case study analysis questions. The questions will cover the following topics: 

• Overview of mortgage loan underwriting 
• Assessing income stability 
• Averaging methods for variable income 
• Documenting likelihood of continued income 
• Income verification for non-U.S. citizens 
• Adjusting borrower's gross income for nontaxable income 
• Reduced income documentation for high LTV refinance loans 
• Converting virtual currency to traditional currency 
• Documenting other sources of income 

To prepare for the final exam, we recommend reviewing the course material, 
including the key concepts, terminology, and case study analysis sections. You 
may also find it helpful to revisit the quizzes at the end of each module to 
reinforce your understanding of the material. 

Remember, the goal of this course is to help you understand and apply Fannie 
Mae's underwriting guidelines related to income assessment for mortgage loan 
approval. By achieving a passing rate of 75% on the final exam, you will 
demonstrate your proficiency in this important aspect of mortgage loan 
underwriting. 

We wish you the best of luck on the final exam and in your future endeavors as a 
mortgage loan professional! 
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