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Introduction

Today we will introduce you to the following types of 
income that you can use to qualify your borrower.

  Social Security
  Child Support
  Retirement
  Alimony
  Clergy
  Disability
  Military

 

You will learn to:
  Review additional sources of income, including 

those that are nontaxable.
  Define why certain types of income are nontaxable.
  Identify the documentation required 

In each lesson you will be provided with the guidelines 
most commonly used for full documentation loan file 
requirements per Fannie Mae Guidelines. The document 
requirements and methods for verification may vary 
based on the specific parameters of a loan file and 
with the evolution of technology solutions to streamline 
the mortgage process provided by the government-
sponsored enterprises (GSEs). Additionally, be sure you 
are aware of your company or investor overlays as they 
pertain to these situations.

Read Me!
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Read Me!

Nontaxable Income

If the income is verified to be nontaxable and 
the income and its tax-exempt status are likely to 
continue, a lender may develop an “adjusted gross 
income” commonly referred to as “grossing up” for 
the borrower by adding an amount equal to 25% of 
the nontaxable income to the borrower’s income.

The 25% is used as a general guideline; this is 
the most common tax bracket. If the borrower’s 
tax bracket is more than 25% of the borrower’s 
income, then you may use that amount to develop 
the adjusted gross income, when calculated the 
borrower’s qualifying ratios.

Your IRS tax bracket is the rate you pay on the “last 
dollar” you earn at the end of the year; but as a 
percentage of your income. 

Here are the tax rates and the income ranges where 
they apply for the various filing status: Single, Married 
Filing Jointly and Head of Household.

Sample Tax Brackets:
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Watch Me!
Social Security Benefits

Answer Me!

vv

Click Tips
If a borrower cannot find their 
documents, they can reorder here.

The IRS even has a YouTube channel 
with tips. Click here to help your 
borrower find out if their Social 
Security Income is taxable.

Social Security 
Benefits

Social Security benefits are generally paid for 
retirement or permanent disability (or to surviving 
dependents) as provided through a borrower’s 
pension plan. The monies to pay social security 
benefits are paid through the federal government, 
known as the Social Security Administration (SSA). 
Benefits and award statements are issued on a 
yearly basis to recipients. 

 
What do you need from a borrower when using  

 Social Security Benefits? 

How many years remaining on the term does a  
 borrower need for this income to be effective?

https://videos.radian.biz/watch/8bxejaL2Yk8z6rK5yKMgd4?
https://www.ssa.gov/ssi/ssi-resources.htm
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Answer Me!

Social Security Benefits

Here is a simple example of calculating annual SS 
income:

$21,000 Non Taxable Income

$21,000 +25% = $26,250

or

$21,000 x 125% = $26,250

Try the following examples on your own:

Please record your answers in the space provided. 

 
Calculate the annual SS income if the 
nontaxable amount is $40,000.

 
What if the nontaxable amount is $15K?

 How about $32,500?

Notes:
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Watch Me!
Child Support/Alimony

Answer Me!

Child Support & 
Alimony

 
How is child support defined?

 
How is alimony defined?

The following formal court orders must be reviewed 
for the file. Capture notes on each here:

Divorce Decree:

Separation Agreement:

 
What happens if a formal court document does

not exist?

History of receipt: income could be identified 
with recent copies of bank statements detailing 
the payments being received by the borrower or 
borrower’s cancelled checks from the payor or from 
a payment history statement directly from the court. 
Tax returns may verify alimony has been received but 
will not verify the continuity and/ or amounts of the 
payments.

https://videos.radian.biz/watch/aHCEM28ARveSGvzefpJ9td?
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Answer Me!

Sample Divorce Decree
It is important to always read the entire document to 
verify BOTH the amount of support and continuance.

 
What happens if a formal court document does not 
exist?

 
For this type of income, can you use   
arrangements made by the parents 
outside of court?

 
What is the main difference between 
child support and alimony?

 
Do individuals need to disclose this 
income to a lender?

Child Support & 
Alimony (cont.)
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Watch Me!
Military Income

Answer Me!

Capture the definitions of the following:

 
Base Pay:

 
Military Allowances:

 
What is the major difference between Basic Pay 
& Military Allowances?

 
What is the equivalent of a pay-stub for the 
military?

 
Can you gross up nontaxable military 
allowances?

 
How many years of continuance would you look 
for?

 

 
Can you use income paid to military reservists?

Military income

https://videos.radian.biz/watch/hEc5ukH4nxiF1mTPyEF2qW?
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Answer Me!

Sample Leave Earnings 
Statement

 
How can military members 
choose to receive their 
pay?

 
What is Net Pay Advice?

*These guidelines in this lesson are based on 
Fannie Mae guidelines. Documentation for military 
income calculation for a VA loan may differ 
significantly. For more questions on this specific 
topic, go to VA.gov

Military Income
(cont.)
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Read Me!

Disability Income

Disability benefits are paid to individuals who 
have a medical condition that prevents them from 
working. These benefits may be received on either a 
temporary or permanent basis.

There are several types of Disability:
  Short-Term
  Long-Term/ Permanent (only one that can be 

used for income)
  Workman’s Compensation: 

In order to utilize disability as an income source for 
qualifications, the following items must be present 
in the file:

  There must be documented evidence the 
borrower is eligible to receive the disability. 
This could come from an insurance company 
or even the borrower’s employer.

  Review the document to verify the amount 
of the disability payments and if the benefits 
have an end date.

  The benefits must be likely to last for at 
least three years after the date on the loan 
application in order to consider them for 
qualification. 

If the borrower is not returning to work and 
the benefits are temporary, the income is not 
acceptable.
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Family Medical Leave 
Act (FMLA)

Employers may allow for an eligible employee to 
take up to 12 work weeks of unpaid leave during any 
12-month period for one or more of the following 
reasons:

   Due to the birth and care of the newborn child 
of the employee

  Due to the employee adopting a child or 
choosing to take in a foster child

  Due to the need to care for an immediate family 
member (such as a spouse, child, or parent) 
with a serious health condition. 

Regular/ full-time pay may only be considered if the 
borrower has confirmed in writing their intent to return 
to work. 

Documentation must be obtained from the employer 
evidencing the date the borrower will return to work. 
(Note: This can be in the form of correspondence 
between the borrower and the employer or a 
computer printout from the employer’s system 
evidencing the date of return.)

If the borrower will not return to work before the first 
mortgage payment, check investor guidelines on how 
to calculate their income. 

The lender must obtain a verbal verification 
of employment. If the employer confirms the 
borrower is currently on temporary leave, the 
lender must consider the borrower employed.

Read Me!

Notes:
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What is an annuity?

 
What does the document for an annuity need to 
describe? (Capture the 3 things here):

 
Write the definitions of the different types of 
annuities below.

 Fixed and Variable:

 Guaranteed:

 
Can annuity payments for life be used as 
qualifying income?

 
Annuity payments set for a specific time need 
how many years remaining to be considered?

Annuity Income

Watch Me!
Annuity & Retirement Distribution

Answer Me!

https://videos.radian.biz/watch/gy8fbjMea9fdd8oboUx4kS?
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Watch Me!
Annuity & Retirement Distribution

Answer Me!

 
What is retirement account distribution?

 
What is a “retirement account distribution” also 
known as?

 
As a Lender, you need to be able to verify proof 
of the income AND regular receipt of payments.

 
What can you use to document proof of the 
income?

 
What can you use to document regular receipt 
of payments?

Retirement Account 
Distribution Income

https://videos.radian.biz/watch/gy8fbjMea9fdd8oboUx4kS?
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Read Me!
If the borrower is earning retirement income on a 
monthly basis from a 401K, IRA, or Keogh account, 
the documentation must be reviewed carefully 
to determine that the income should continue for 
three years. Look for the amount of income being 
drawn from the retirement account to determine if 
the distributions are consistent (example: $2,000 
per month) or vary from month to month ($2,000, 
$2,000, $10,000) when considering the continuation 
of income.

If there is a non-taxable portion of an IRA 
Distribution, Pension or Annuity, you can gross up 
the non taxable portion.

Retirement Account 
Distribution Income (cont.)

Notes:


