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Evaluating 
Self-Employed Borrowers
Income From Farming
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Legal disclaimer

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information may be outdated due to the rapidly changing nature of the residential mortgage 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.
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Agenda

• Tools needed for analyzing farming income

• Review of forms used to report farming income to the IRS

• Farming income reported on Schedule F

• Farming income reported on a partnership return

• Omitting a mortgage tied to a farming property

• Subject property is the source of farming income

• Q&A
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Income 
calculation tools
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Cash flow worksheets
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MGIC SAM Cash Flow Analysis Worksheet

mgic.com/seb
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Tax forms:
Personal and business
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Schedule F (Form 1040)
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More than one owner
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Farming 
rental 
income
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Ownership percentage

11



8/24/2023

12

Schedule K-1
(Form 1065)
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• Ownership percentage 

• Part II: Box J
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Taxable income 
vs. cash flow
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3 key concepts 

Noncash expenses

IRS limited loss/expenses

Recurring & nonrecurring income/expenses

14



8/24/2023

15

Schedule F – Cash flowing
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Line 34 – Net profit/loss

Lines 3, 4, 5, 6a & b            
 Deduct nonrecurring income
 Add back non-taxable portion

Line 7,8 – Other income

Line 14 – Depreciation

Line 32a-f
 Business use of home
 Meals
 Amortization
 Casualty loss
 Net operating losses (NOLs)
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Schedule F – One owner
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Farmer MacDonald

 Sole owner of farm

 Has been cash cropping for 
14 years

 Files a Schedule F
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Special 
considerations

18

Other income - Lines 3-6

Fannie Mae
Selling Guide B3-3.3-06 
(04/01/2009)
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Schedule 1
(Form 1040)
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Source of income is 
Schedule F
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Cash flowing Schedule F
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Identification of items on Schedule F, Lines 3-6
3a – Cooperative distributions: The borrower should receive 
Form 1099-PATR. Eligible income if there is a two-year history.

4a – Agricultural program payments: This income could 
include payments to help offset losses associated with COVID-
19. Borrower should receive Form CCC-1099G. This type of 
income should be analyzed to determine continuance.

5a – Commodity credit corporation: Typically, the borrower 
would not report loan proceeds as income; however, if they 
pledged part of production to secure a CCC loan, they can 
elect to report the loan proceeds as income in the year 
received. Borrower would receive Form 1099-A. This type of 
income should be analyzed to determine continuance.

6a – Crop insurance proceeds: Borrower may receive federal 
crop disaster payments, which may be a one-time event.
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Analysis of other income – Lines 3-6
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Cooperative distributions –

non-taxable portion: 3a minus 3b

$22,643 minus $17,643 = $5,000

$5,000 x 125% = $6,250
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Analysis of other income – Continued

23

Agricultural program payments

Analyzed not to have continuance
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Cash flowing continued – Other income: Line 8
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Cash flowing continued – Depreciation
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Cash flowing continued – Line 32
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Cash flowing – 2 years
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Farm owned by two partners

28



8/24/2023

29

The farmer and his wife
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 Mr. Corn Husk and Mrs. Bella Husk        

 Co-owners of Lotsawork Farm

 In operation for 4 long years

 Grow produce
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Schedule 1
(Form 1040)

30

Reflects income from 
Schedule E, Part II
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Schedule E, Part II
(Form 1040)

31

Reflects income from 
Schedule K-1
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Schedule K-1
(Form 1065)

32

Reflects 
partner’s share 
of income 
based on 
ownership 
percentage
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Form 1065
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Reflects income on Line 5 
– Net farm profit (loss)
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Schedule F
(Form 1040)

34

Source of income
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Cash Flow Schedule F

35

35



8/24/2023

36

Cash Flow Schedule F – Check for nonrecurring income
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Cash Flow Schedule F – Add back depreciation
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Cash Flow Schedule F – Review Line 32
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Cash flow Schedule F –
Check for history of other income
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Cash flow Schedule F – Check for trend
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Omitting farm mortgage
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Monthly debt 
payment-to-
income ratio

42

Freddie Mac 
Seller/Servicer Guide 
5401.2 (b-iv)

(05/01/2023)
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Monthly debt 
obligations

43

Fannie Mae
Selling Guide B3-6-05 
(05/04/2022)
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3 things needed to omit business debt

Tax returns 
show fees  
associated 
with debt

12 months of 
canceled 
checks 

showing 
business pays 

debt

Mortgage/debt 
must have 
acceptable 
payment 
history
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Omitting 
mortgage paid 
by business

45

• Schedule F, Line 21  
shows mortgage 
interest
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Subject property is the farm

46



8/24/2023

47

Property 
eligibility 
requirements

47

Freddie Mac 
Seller/Servicer Guide 
5601.1 (b)

(06/01/2022)
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General property 
eligibility

48

Fannie Mae
Selling Guide B2-3-01 
(06/01/2022)
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Property needs to be residential in nature

49

No specific limitation to size/acreage

Land use and valuation

Income-producing buildings

Income-producing land

Multiple parcels
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Purpose of cash flow analysis

Verify qualifying income that is:
Stable
Likely to continue
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TOOLS 
FOR 

SUCCESS!

TOOLS 
FOR 

SUCCESS!

52



8/24/2023

53

mgic.com/seb
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MGIC 
calculators
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All-in-one self-employed income calculator
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Training –
SEB webinars

mgic.com/training/seb
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Get a free MI quote:
mgic.com/MiQ

Explore training:
mgic.com/training

Connect with your rep:
mgic.com/contact
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Thank you for 
choosing MGIC

mgic.com

58


