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Evaluating and 
Calculating Borrower 
Income

Variable Income

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

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accurate, the information may be outdated due to the rapidly changing nature of 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

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



8/19/2025

3

mortgage guaranty
insurance corporation

Advanced variable income - Agenda

• Defining variable income
• Guidelines and rules
• Analyzing overall risk 
• Calculation of income

3 case studies 
Secondary or part-time income
1099 Borrowers

• Your questions
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Variable income

Fluctuating earnings

Amount is NOT predetermined, 
does NOT occur with regular 
frequency and a definite amount 
is NOT documentable
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Examples of variable income

Hourly – no set 
hours per week

Part-time 
employment Shift or on-call

Overtime Bonus Commission
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Calculate by income trend

• When should I average?

• Can I use the YTD income in my 
calculation?

• Why isn’t it always the same in every file? RISK 
VARIES
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Remember The 4 Cs 
Credit

• Borrower’s willingness to repay a loan 

Capacity
• Borrower’s ability to repay based on the amount & stability of income

Capital
• Borrower’s investment in the property from savings & other sources

Collateral
• Property’s value & marketability to provide adequate security for the 

loan based on an appraisal  
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Assessing the overall risk

Loan file #1

Credit – includes one credit card account with six-
month history

Capital – the LTV is high and the down payment and 
closing costs are coming from gift funds

Collateral – the appraisal identified deferred 
maintenance 

Loan file #2

Credit – reflects good depth with a stellar payment 
history

Capital – the LTV is lower and assets to complete the 
transaction are coming from borrower’s own funds

Collateral – the property value is well supported by 
the appraisal
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Variable income rules

• 24-month history is recommended – in no event should 
employment history be less than 12 months

• Calculation of income will be determined based on whether 
earning trend is consistent, increasing or decreasing

• Additional analysis should be done when the income 
fluctuates more than 10% from year to year  
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Freddie Mac – Degree of fluctuation

≤ 10% fluctuation 10 - 30% fluctuation

No additional 
analysis or 

documentation is 
required with a 

documented 
verification of a pay 

raise

> 30% fluctuation

If the increase is 
>30%, additional 

analysis is required 
to determine income 
stability and develop 

an accurate 
calculation of 

income

Freddie Mac selling guide sections 5303.2 and 5303.3

The income trend is 
considered 

consistent when the 
increase YTD and 

prior year(s) is less 
than or equal to 10%

No additional analysis 
or docs are required 
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Word Bank: 

higher

averaged

lower

disregarded

1. If the trend in the amount of income is stable or 
increasing, the income amount should be 
____________.

2. If the trend is declining but has since stabilized 
and there’s no reason to believe the borrower 
will not continue to be employed at the current 
level, the ____________ amount of income must 
be used. 

3. If the trend is declining the income may not be 
stable. Additional analysis must be conducted 
to determine if any income should be used but in 
no instance may it be ____________ over the 
period when the decline occurred.
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MGIC income tools:  mgic.com/seb
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Beware of 
recent 
changes

CHANGE in compensation

CHANGE in position

CHANGE in employment

CHANGE in pay structure

13
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Case study #1
Bonus income

14
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VOE for Abby Auditor

15
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Worksheet results
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YTD vs. annualizing

Annualizing option
A

Y
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How should income be calculated?

1

2

3
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Case study #2      
Shift differential

19
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Variable income calculation – Shift differential
Verification date of 7/15/25

TotalOtherBonusCommissionsOvertimeBase Salary

$29,555.00$2,544.00$  5,586.00$0$0$21,425.002025

$84,496.50$5,156.75$20,710.00$0$0$58,629.752024

$74,684.75$4,329.75$16,850.00$0$997.71$53,505.002023
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Borrower was out on leave from 1/1/25 –
3/15/25. LOX from borrower and copy of 
current paystub were obtained.

Borrower has returned to full-time 
employment. LOX from employer was 
obtained.

Borrower had a part-time job several 
months during 2023 and then transitioned 
into only working at current employment.  
2023 W2s were obtained.
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Can a LOE from employer be used 
to calculate income with a raise?

Borrower works fluctuating hours and recently 
received a raise. Can a LOE from the employer 
which indicates the average hours worked be 
used to calculate income?  

Answers:  
A:  Yes, if the employment is arms-length
B:  The earnings should be averaged
C:  Lender should calculate hours worked YTD and 
prior years and multiply by new hourly rate  
D:  Either B and C are acceptable 
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Freddie Mac – Stable Monthly Income FAQ
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Freddie Mac – Stable Monthly Income FAQ
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Case study #3
Borrower changed 
jobs mid-2024

27
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New job with fluctuating income

Borrower recently started a new job 9/1/24 and has been on their current 
job for 10 months. Borrower’s previous job was in the same field.    

Is additional analysis required?

EarningsDatesTax Year

$36,72601/01/25 – 07/01/25Current Job - YTD

$23,98009/01/24 – 12/31/24Current Job – prior year

$38,45001/01/24 – 08/30/24Previous Job – prior year
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New job with fluctuating income -
Earning trends

EarningsDatesTax Year

$36,72601/01/25 – 07/01/25Current Job - YTD

$23,98009/01/24 – 12/31/24Current Job – prior year

$38,45001/01/24 – 08/30/24Previous Job – prior year

Current job - $23,980 plus $36.726 = $60,706/10 = $6,070.60
Current job annualized = $72,847.20

Prior job = $38,450 /8 = $4,306.25
Prior job annualized = $51,675.00

Calculate difference = $72,847.20 - $51,675.00 = $21,172.20

Divide the difference by prior year earnings amount x 100 
$21,172.20 /$51,675.00 = 40.97%

1
2
3
4
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Can an hourly employee use an 
employment offer or contract?

Borrower has a job offer in hand and will not 
receive a paystub until after the loan has been 
delivered to Fannie Mae.

Answers:  
A:  Yes, if the offer states that hours are fixed (e.g.
guaranteed 40 hours/week)
B:  No, borrower must wait to receive first paystub
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Secondary - Side 
Hustle 

31
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Secondary or part-time income
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YES

The history and 
earning trends for the 
primary employment

35

Is there anything 
else we need to 
consider when 
using secondary 
income?
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History of primary employment

36

$4583.33 per month

W2 shows an average 
of $1646.67 per month

2025 -Prior Year

Primary = $4583.33Primary = $1646.67

Secondary = $1240.42Secondary = $1240.42
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1099 compensation
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1099 income borrowers

Independent 
Contractor

Freelance

ClergyTrucker

Traveling 
Nurse
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Income reported on 1099

• Borrower receives income via Form 1099 but 
is not considered an employee or self-
employed

• Documentation path is undetermined    

• Borrower receives income via Form 1099 but 
is not considered an employee or self-
employed

• Documentation path is undetermined    

Challenge:

• Schedule 1 of 1040s as other income
• On Schedule C  
• Schedule 1 of 1040s as other income
• On Schedule C  

Determine how the borrower 
reports income
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Reported on Schedule 1
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Reported on Schedule C
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Can this income be used?

Borrower was a salaried employee for four 
years in receipt of a W-2. Borrower changed 
jobs five months ago and will be paid with a 
1099 but is performing similar work in the 
same industry.  

Answers:
A: It depends
B: Yes, because it’s in the same industry
C: No, we need at least a 12-month history 
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Tip income

Reported on IRS Form 4137Reported by employer

• IRS Form 4137 for most 
recent 2 years

• Complete individual tax 
returns covering the most 
recent 2 years

• YTD paystub(s), W-2 for the 
most recent 2 years

OR
• Written VOE

• History of receipt – two consecutive years

• Calculation – average of most recent year(s) and YTD 
income over the applicable number of months

43
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Trust income

Fixed income

• Copy of fully executed trust agreement 
outlining payment terms

• Complete tax returns for most recent 2 
years 

• Evidence of sufficient assets to support 
continuance*

• Use a 24-month average based on the 
most recent 2-years tax returns

44

• Copy of fully executed trust agreement 
specifying fixed payment

• Copy of bank statements or equivalent 
showing receipt of fixed payment for 
most recent one year *                                            

• Evidence of sufficient assets to support 
continuance *

• Use the fixed payment amount

Fluctuating income

***When borrower is the trustee, a letter from the trustee is not acceptable
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mgic.com/seb

45
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MGIC worksheets

46
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Dig deeper

www.mgic.com/training/magic-minutes-training -series
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Let us earn 
your business
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Explore Training

& Special Events

mgic.com/training

Get a free MI quote

mgic.com/MIQ

Connect 

Training email
Training@mgic.com
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Thank you for
choosing MGIC

mgic.com


