
How Self-Employed Veterans Can Document
Income for a VA Loan

Why Documentation Differs for Self-Employed Borrowers
For veterans and active-duty members who are self-employed, applying for a VA loan brings up
a few extra questions around income documentation. Lenders need to verify that your earnings
are stable and likely to continue, but the standard pay stub and W-2 approach does not work
when you work for yourself. The VA loan program has guidelines for self-employed borrowers,
and understanding them early can make the process smoother.

When you are self-employed, your income is not guaranteed by an employer. Instead, you show
a history of earnings through tax returns and business financial statements. Lenders look for
consistency and a track record that suggests your income will remain steady. This is where the
idea of employment changes during VA underwriting comes into play, any shift in your
business structure or income flow while the loan is being processed can affect how your file is
reviewed.

https://www.youtube.com/watch?v=WL9E1gozOdM
https://www.youtube.com/watch?v=WL9E1gozOdM


What Counts as Self-Employed Income for a VA Loan
The VA defines self-employment broadly. It includes sole proprietors, independent contractors,
freelancers, gig workers, and partners in a business. The key is that you have control over your
work and your income is not reported on a standard W-2. Lenders will ask for documentation
that proves your base income, as well as any overtime income, commission income, or bonus
income you want to include in your qualifying amount.

For most self-employed borrowers, the primary source of documentation is two years of
federal tax returns, both individual and business if applicable. Along with those, lenders often
request a year-to-date profit and loss statement, plus a signed CPA letter or an audited
financial statement if the business is more complex. The goal is to show that your income is
not only real but also sustainable.

Tax Returns as the Foundation

Your tax returns are the single most important piece of evidence. Lenders will look at your
adjusted gross income and your taxable income over the most recent two years. They want to
see a pattern: if your income has grown or stayed level, that is a good sign. If it dropped in the
most recent year, the lender might average the two years or use the lower figure, depending on
the circumstances.

You will need to provide complete returns, not just the first page. That means all schedules,
including Schedule C for sole proprietors or the corporate return for LLCs and S-corps. The
underwriter will also check that your business expenses are reasonable and that your income
is not artificially low due to aggressive write-offs. If you deduct a lot of personal expenses
through the business, the lender may add some of those back to your income, but only if they
are non-recurring or discretionary.

The Role of Stability and Employment History
Lenders want to see that you have been self-employed in the same field for at least two years.
If you are newer to self-employment, you may still qualify if you have a strong employment
history in the same line of work right before going out on your own. For example, a carpenter
who worked for a contractor for five years and then started his own business might only need
one year of self-employment tax returns, plus proof of the previous W-2 income.

Stability is about more than just years in business. It also relates to how your income flows. If
your business is seasonal or project-based, you will need to show that you have consistently
earned enough over the full year. This is where a profit and loss statement for the current year
can help, especially if it covers a period that shows your income is on track with prior years.



The concept of employment changes during VA underwriting is especially relevant for self-
employed borrowers. If you change your business structure, say, from a sole proprietorship to
an LLC, or if you take on a new partner or start a new venture while the loan is being processed,
the lender may pause and ask for updated documentation. It is best to avoid major business
changes until after closing, or at least discuss them with your loan officer first.

What About Irregular or Variable Income?
Many self-employed people have income that varies from month to month. That is normal, but
lenders need to see that the variation is predictable. They will average your income over the
most recent two years, using your tax returns. If you have a good year and a bad year, the
average may still work in your favor as long as the overall trend is stable or improving.

https://scarpero.com/va-loans-reddit-quora-questions/


Overtime income, commission income, and bonus income from a side job or a second
business are treated similarly. The lender will want a two-year history and will average the
amounts. If any of those income types have decreased, the underwriter may use the lower
figure or exclude them entirely. The key is to document every source clearly and be ready to
explain any large swings.

How to Prepare Your Documentation
Before you start the loan process, gather the following items for the most recent two years:

Signed federal individual tax returns with all schedules

Business tax returns (if you file separately for your business)



A year-to-date profit and loss statement, prepared by you or your accountant

A signed letter from your CPA confirming that you are self-employed and that the
financial statements are accurate

If your business is new or if you have had a major change in income, you may also need a letter
from your accountant explaining the circumstances. The more documentation you provide
upfront, the fewer questions the underwriter will have later.

Common Pitfalls to Avoid
One mistake self-employed borrowers make is claiming too many business deductions without
realizing that those deductions lower their taxable income, and therefore their qualifying
income for the loan. While you should always take legitimate deductions for tax purposes, be
aware that the lender will use your taxable income as the starting point. If you have a lot of
non-essential deductions, you might want to discuss with your accountant whether it makes
sense to adjust your filing strategy for the year you plan to apply.

Another pitfall is not keeping separate business and personal accounts. Lenders prefer to see
clean, separate records. If you mix funds, the underwriter may ask for more documentation to
untangle the transactions. Keeping a dedicated business checking account and a separate
credit card for business expenses makes the review much easier.

What It All Means for You
If you are self-employed and thinking about a VA loan, the process is very doable, but it
requires more paperwork than a standard salaried application. The good news is that VA loans
have flexible guidelines, and lenders are experienced with self-employed borrowers. The key is
to be organized, provide complete tax returns, and avoid major financial changes during
underwriting.

Start talking to a lender early, even before you find a home. They can review your specific
situation and tell you exactly what documentation they will need. That way, you will not be
scrambling for papers at the last minute. With careful preparation, your self-employed income
can work just as well as a salaried paycheck to qualify for the home you want.


