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When it comes to assessing your financial health or preparing for a loan application, creating an
accurate income estimate is crucial. A common question that arises is whether to include amounts
that you can control, such as bonuses and rental income, in this estimate. The answer to this question
is often nuanced, and understanding the factors involved can significantly impact your financial
planning or borrowing capacity. In this article, we will explore the statement, its validity, and best
practices for including or excluding controllable income sources when estimating your total income.

Understanding Income Estimation in Financial Contexts

Before delving into whether to include controllable income, it's important to understand what income
estimation entails and why it's essential.

What Is Income Estimation?
Income estimation involves calculating the total amount of money you earn over a specific period,

typically monthly or annually. This figure is used in various scenarios, including:

- Applying for loans or mortgages
- Budgeting and financial planning
- Tax filings

- Employment verification

Why Is Accurate Income Estimation Important?
Accurate income estimation ensures that:

- Lenders can assess your repayment ability

- You have a clear picture of your financial health

- You avoid overestimating or underestimating your financial capacity
- You can plan effectively for future expenses and savings

Controllable Income Sources: What Are They?

Controllable income refers to earnings that are variable and can be influenced or adjusted by your



actions. Common examples include:
1. Bonuses: Additional compensation received periodically, often based on performance or
company profits.

2. Rental Income: Earnings from leasing out property, which can fluctuate based on occupancy
rates and rental agreements.

3. Commission Income: Earnings from sales commissions or performance-based incentives.

4. Freelance or Side Business Income: Earnings from independent projects or side ventures.

Since these sources are not guaranteed and can vary significantly from period to period, their
inclusion in income estimates requires careful consideration.

Arguments For Including Controllable Income in
Estimates

Including amounts like bonuses and rental income in your income estimate can be advantageous in
certain contexts.

1. Providing a Complete Financial Picture

Including all potential income sources offers a comprehensive view of your earning capacity. This
approach can:

- Help you understand your true financial strength
- Demonstrate to lenders that you have multiple income streams

2. Improving Borrowing Capacity

When applying for a mortgage or loan, including controllable income can:

- Increase the total income figure, potentially qualifying you for larger loans
- Shorten the approval process if lenders consider variable income sources credible and consistent

3. Reflecting Realistic Income Potential

If you have a history of earning bonuses or rental income, including these can:

- Show lenders that such income is a regular part of your earnings
- Support your case for higher borrowing limits



4. Planning for Future Income

Including controllable income in your estimates can also help you:

- Plan your financial goals with a more accurate projection
- Prepare for periods when income might be higher

Arguments Against Including Controllable Income in
Estimates

Conversely, there are valid reasons to exclude certain controllable income sources, especially when
assessing eligibility for loans.

1. Income Variability and Uncertainty

Bonuses and rental income are often unpredictable. Factors such as:

- Economic downturns
- Changes in employment or company policies
- Fluctuating rental markets

can cause income to diminish or cease altogether.

2. Lender Guidelines and Underwriting Standards

Many lenders prefer to rely on stable, verifiable income. They may:

- restrict the inclusion of bonus or rental income unless proven consistent over a specified period
- require documentation demonstrating regularity and reliability

3. Risk of Overestimating Repayment Ability

Including variable income sources might lead to:

- Overestimating your capacity to repay loans
- Facing difficulties if the income decreases unexpectedly

4. Potential for Future Income Decline

Controllable income sources may not be as dependable as salaried income, which is often
guaranteed.



Best Practices for Including Controllable Income in
Your Estimates

Given the pros and cons, how should you approach estimating controllable income?

1. Use a Conservative Approach

- Include only income sources that have been received consistently over at least two years.
- Avoid counting irregular bonuses or rental income that has not been received regularly.

2. Document Your Income Sources

- Gather proof such as tax returns, bank statements, lease agreements, and pay stubs.
- Present evidence of consistent income, especially for bonuses and rental earnings.

3. Consult Lender Guidelines

- Review specific lender requirements regarding the inclusion of variable income.
- Consider working with mortgage brokers or financial advisors familiar with lender policies.

4. Report Only What You Can Depend On

- Include bonus and rental income only if you have a history of receiving such income regularly.
- Exclude or downplay variable income that is sporadic or uncertain.

5. Be Transparent and Honest

- Always disclose all income sources truthfully.
- Overstating income can lead to loan denial or future repayment issues.

Case Studies: Including vs. Excluding Controllable
Income

Understanding through real-world examples can clarify the impact of including controllable income
sources.

Case Study 1: The Consistent Bonus Earner

- Jane has a stable salary plus a bonus that she has received reliably for the past three years.
- When applying for a mortgage, she includes her bonus in her income estimate.
- The lender considers her bonus as part of her qualifying income due to its consistency.



- Result: Jane qualifies for a higher loan amount, facilitating her home purchase.

Case Study 2: The Irregular Rental Income

- Mark owns rental property but has experienced fluctuating occupancy rates.

- He considers including potential rental income in his application.

- The lender requires documented rental income history showing consistent receipts over at least a
two-year period.

- Mark’s rental income is variable, so he chooses to exclude it from his income estimate.

- Result: Mark’s borrowing capacity is based solely on his salary, possibly limiting his options but
ensuring accuracy.

Summary and Final Recommendations

In conclusion, whether to include controllable income sources like bonuses and rental income in your
income estimates depends on several factors:

- The stability and consistency of these income streams

- Lender policies and underwriting standards

- Your ability to provide proof of income

- The purpose of the income estimation (e.g., loan application, personal budgeting)

Final Recommendations:

- Be conservative with variable income sources; include only if they are stable and well-documented.
- Always prioritize verified income over potential earnings.

- Consult with financial professionals or lenders to understand how they treat controllable income.

- Maintain transparency and honesty in your income reporting to avoid future complications.

By carefully evaluating your controllable income and understanding how it fits into your overall
financial picture, you can make more informed decisions, improve your borrowing capacity, and
achieve your financial goals responsibly.

Frequently Asked Questions

Is it true that when estimating income, you should include
amounts from bonuses and rental income that you can
control?

True. When estimating income, you should include controllable amounts like bonuses and rental
income.



Should you exclude bonuses and rental income when
estimating your total income for financial planning?

False. Bonuses and rental income that you can control should be included in your income estimate.

Can controllable income sources like bonuses and rental
income impact your loan approval process?

True. Including controllable income sources like bonuses and rental income can positively impact your
loan application.

Is it accurate to say that only fixed salaries should be
considered when estimating income?

False. Controllable income sources such as bonuses and rental income should also be included.

When estimating income for a loan application, should you
include potential bonuses and rental income?

True. Including potential bonuses and rental income provides a more accurate picture of your
earnings.

Are bonuses and rental income considered uncontrollable
income when estimating total earnings?

False. Bonuses and rental income are considered controllable and should be included if they are
reliable.

Should you report all sources of income, including
controllable ones like bonuses and rental, when applying for
financial products?

True. Reporting all controllable income sources ensures a comprehensive and accurate income
estimate.

Is it a good practice to exclude rental income when estimating
your income for a mortgage application?

False. Rental income, especially if controllable and reliable, should be included in your income
estimate.

Are bonuses and rental income relevant when calculating your
total income for financial assessments?

True. They are relevant and should be included if they are consistent and controllable.



Does including controllable income sources like bonuses and
rental income help in better financial planning?

True. Including controllable income sources provides a clearer picture for planning and decision-
making.

Additional Resources

True Or False: When Estimating Income, Include Amounts That You Can Control, Like Bonuses And
Rental

Estimating income accurately is a fundamental step in many financial processes, including loans,
mortgage approvals, investment analysis, and personal budgeting. A common debate in financial
circles revolves around whether to include variable or controllable income sources—such as bonuses,
rental income, commissions, or side business profits—when calculating total income. The question
often posed is: Should these controllable income amounts be considered when estimating income?
The answer is nuanced, but generally, true—such amounts should be included, provided they are
consistent, reliable, and supported by documentation.

This comprehensive review will explore the key aspects of this topic, dissecting why including
controllable income sources like bonuses and rental income can be appropriate, under what
circumstances, and how to approach this in practical scenarios.

Understanding Income Estimation: Core Principles

Before delving into the specifics of controllable income, it’s essential to understand the foundational
principles of income estimation:

- Consistency and Reliability: Lenders and financial institutions prefer income sources that are stable
and predictable. An income stream that has been received regularly over a period and is expected to
continue is more favorable.

- Documentation: Accurate documentation and verification are critical. Pay stubs, tax returns, bank
statements, lease agreements, and other official records validate income claims.

- Type of Income: Different types of income are categorized as stable (e.g., salary, pension) or
variable/controllable (bonuses, commissions, rental income). The treatment of each varies based on
their predictability.

Controllable Income Sources: Definition and Examples

Controllable income refers to income streams that are not guaranteed but can fluctuate based on
various factors. Some common examples include:



- Bonuses: Often awarded based on performance, company profitability, or other criteria, bonuses can
be substantial but are variable.

- Rental Income: Earnings from leasing property, which can vary based on occupancy rates, rental
market conditions, or property expenses.

- Commissions and Incentives: Income from sales commissions, performance incentives, or other
performance-based rewards.

- Side Business Income: Earnings from freelance work, consulting, or side ventures that are not part of
a primary paycheck.

- Investment Income: Dividends or capital gains, which can fluctuate based on market conditions.

Should You Include Controllable Income When
Estimating Total Income?

The general consensus among lenders, financial advisors, and tax professionals is that controllable
income can and should be included in income estimates when certain conditions are met. However,
this inclusion hinges on the following factors:

1. Consistency and Historical Performance

- Historical Data: If the income has been received regularly over a significant period (e.g., at least two
years), it is more likely to be considered reliable.

- Recent Trends: Consistent increases or stable amounts over recent periods add credibility.

- Pattern of Receipt: Regular, predictable bonuses or rental income that follow seasonal or contractual
patterns are more acceptable.

2. Documentation and Verification

- Supporting Documents: Tax returns, bank statements, lease agreements, or official correspondence
can validate income.

- Legal and Contractual Basis: For rental income, a lease agreement; for bonuses, employment
contracts or official bonus statements.

3. Likelihood of Continuation

- Employment Stability: If bonuses are tied to employment and the employment is secure, including
future bonuses can be justified.

- Market Conditions: For rental income, current occupancy rates and rental demand support inclusion.
- Business Performance: For side businesses or freelance work, consistency in income over time
supports inclusion.

4. Type of Financial Assessment

- For Mortgage Underwriting: Many lenders allow the inclusion of bonus or rental income if it is
documented and likely to continue.

- For Tax Purposes: The IRS considers all income that is reported and taxed, which includes bonuses
and rental income.



When Might You Exclude Controllable Income?

Despite the general rule, there are circumstances where controllable income might be excluded:

- Unreliable or Irregular Income: If bonuses are sporadic, unpredictable, or based on subjective
performance metrics, they might be viewed as unreliable.

- Short Income History: Less than two years of documented income could lead to exclusion or
conservative estimates.

- Pending Changes: If employment is uncertain, or rental properties are in decline, inclusion may be
inappropriate.

- Lack of Documentation: Absence of official records can lead to exclusion.

Implications of Including or Excluding Controllable
Income

1. Impact on Loan Qualification and Approval

- Including additional income sources can increase the borrower’s debt-to-income (DTI) ratio,
potentially qualifying them for larger loans.

- Excluding variable income may restrict borrowing capacity but provides a more conservative and
safer estimate.

2. Risk Management

- Overestimating income by including unreliable bonuses or rental income can lead to financial
overextension.

- Conservative estimates reduce the risk of future payment difficulties.

3. Financial Planning and Budgeting

- Including controllable income helps create a more accurate and optimistic financial picture.
- It allows for better planning, savings, and investment strategies.

Best Practices for Including Controllable Income in
Income Estimates

To appropriately include bonuses, rental income, or other controllable income sources, consider the



following best practices:

- Use a Conservative Approach: When in doubt, include only a percentage of the income based on
historical stability (e.g., 75% of rental income).

- Document Thoroughly: Keep comprehensive records that support income claims.

- Assess Market Conditions: For rental income, analyze local rental markets and occupancy trends.
- Review Employment and Business Stability: Confirm that employment or business operations are
secure.

- Update Regularly: Reassess income estimates periodically to reflect changes in income patterns.

Case Studies and Practical Examples

Case Study 1: Including Rental Income in Mortgage Qualification

Jane owns a rental property generating $2,000 per month in rental income, supported by a lease
agreement and bank statements. She has a steady employment income but relies on her rental
income to boost her mortgage application. Since her rental income has been consistent over two
years, and occupancy rates are high, her lender considers this income reliable and includes it in her
total income calculation. This inclusion helps her qualify for a higher loan amount.

Case Study 2: Bonuses with Uncertain Future

John receives an annual bonus of approximately $15,000, which has been paid regularly for the past
three years. However, his employer recently announced potential restructuring, and future bonuses
are uncertain. His lender reviews past performance but chooses to include only 50% of the average
bonus in income calculations to account for potential variability, ensuring a conservative estimate.

Conclusion: Is It True or False?

The statement "When Estimating Income, Include Amounts That You Can Control, Like Bonuses And
Rental" is generally true. Including controllable income sources is appropriate when:

- The income has been received consistently over a reasonable period.
- It is well documented and verifiable.

- There is a high probability of continued receipt.

- The inclusion aligns with the purpose of the financial assessment.

However, prudence and discretion are key. Overestimating or including unreliable income can lead to
financial difficulties down the line. Always assess each income source carefully, verify supporting
documentation, and adopt a conservative approach when the stability or future prospects are
uncertain.



Final Thoughts

In financial planning and lending, transparency and accuracy are paramount. Including controllable
income such as bonuses and rental income can be advantageous, enabling borrowers to access larger
loans or better financial products. Yet, it must be balanced with caution, supported by proper
documentation, and based on realistic expectations. When in doubt, consult with financial advisors or
lenders to determine the best approach for your specific circumstances.

By understanding the nuances of income estimation and applying best practices, you can ensure your
financial assessments are both accurate and sustainable, setting the foundation for long-term
financial health and success.
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