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VA Residual Income: What It Is & Why It Matters

What Is Residual Income?

e The net monthly income left over after all major obligations:

o Taxes, housing, debts, childcare, alimony, etc.

e Formula: Gross income — DTI debts — estimated monthly utilities & taxes = Residual
o Ensures borrower has enough left to live comfortably

Why Does VA Use Residual Income?

e VA doesn’t rely strictly on DTI ratios
e Residual income is a holistic measure of affordability
o Key tool VA uses to ensure low default rates

Residual Income Minimums

Based on:
e Loan amount (over or under $80,000)
o Family size

¢ Region (Northeast, Midwest, South, West)

Example (Loan > 580,000 — South region):

Family Size Required Residual
1 S441
2 $738
3 $889
4 $1,003
5 $1,039

(Add S80 per additional person)

[Use VA Residual Chart PDF from VA Lender Handbook Chapter 4]



How to Calculate Residual Income

1. Start with gross monthly income

2. Subtract:
o PITIA (Principal, Interest, Taxes, Insurance, HOA)
o Monthly debts (credit cards, car loans, student loans)
o Childcare costs
o Estimated utilities:
o $0.14 per sq ft (unless actuals used)

3. Compare the result to the VA regional requirement

What If Residual Falls Short?

e DTI <41% but residual is low? File may still pass with strong compensating factors
e DTI > 41%? Residual must exceed the guideline by at least 20%
e Ifnot, file should be downgraded or denied — residual trumps DTI

Compensating Factors That Help
If residual is borderline, these help:

e Strong credit profile (e.g., 700+)
o Long-term stable employment

o Significant cash reserves

e Minimal payment shock

e Low use of revolving credit

Why Brokers & LOs Should Care

e Misunderstanding residual Kkills files — especially on high-DTI VAs
o Helps structure stronger approvals with:

o More accurate preapprovals

o Better DU/LP submissions

o Confident manual underwrites if needed



Tips

e Always verify family size (kids, dependents) — it changes the required amount
e Be cautious with utilities estimation — use actuals when possible
e Don't assume DTI is enough — residual is the real deal breaker
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