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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the information may be outdated due to the rapidly changing nature of the residential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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What we’re covering today

The “why” behind the guidelines

The 5-step process to evaluating income

Case study

* Your questions

mortgage guaranty
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Purpose of cash flow analysis

Verify qualifying income that is:
» Stable

* Likely to continue
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Subjectivity or “gray areas” in lending

* Fuzzy

 Vague

* Ambiguous

* Opportunity for error or quer ti. ’,
* Difference of opin °r.

e Tire o1 Irirg .. casiertosay“no”

mortgage guaranty
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Intent or spirit of guidelines

* Easierto identify questions and additional documentation
* Easierto explainto others

* Easierto present to next level with recommerndet L

* Grows base of understanding 2 *2 :x 2 arnce

* Directs explanation ~* 2( ‘orn tur TUture review

mortgage guaranty
insurance corporation
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5-step process m

Py

s \
L y

1. 2. 3. 4, S.

Assess Cash flow Cash flow Validate Determine
business taxes P&L P&L income

mortgage guaranty
insurance corporation
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Loan
Application

1c. IF APPLICABLE, Complete Information for Additional Employment/Self-Employment and Income [] Does not apply

Employer or Business Name SPEEDY REPAIR SERVICES Phone ( 999 ) 999 — gogg | GressMonthly income
Street 123 Main Street Unit # B . /month
City Anytown State FL [=] ZIP 58888 Country uirlinie S S v
Bonus 5 J/month
Position or Title OWNER Check if thils statemwf.-nt _lappliezz Commission $ Jmonth
— [7]1am employed by a family member, N ——
awtDnte e 0 /8 IRBRTN (mmdddy) property seller, real estate agent, or other M"'_‘a'i"
How long in this line of work? 4 Years Months party to the transaction. Entitlerments 5 fmonth
— - 7 Other 5 /month
] Check if you are the Business () | have an ownership share of less than 25%. Monthly Income (or Loss) —
Owner or Self-Employed (® I have an ownership share of 25% or more. § 20250 TOTALS_ 0.00/month
mortgage guaranty
insurance corporation 12
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mortgage guaranty
insurance corporation

MGIC

1. My borrower is telling me that another lender told him
only 1 year of personal and business tax returns were
needed because, although he bought the business 4
years ago, the business has been in existence for 10
years. He also has been self-employed in another
business for over 20 years. | wanted to confirm what
documentation is needed.

13
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mortgage guaranty
insurance corporation

MGIC

My borrower is telling me that another lender told him
only 1 year of personal and business tax returns were
needed because, although he bought the business 4
years ago, the business has been in existence for 10
years. He also has been self-employed in another
business for over 20 years. | wanted to confirm what
documentation is needed.

Thanks for reaching out. The borrower must have an
ownership interest in that particular business for at
least 5 years to qualify for documentation relief.

2 years of personal and business returns are needed.

14
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1.

Assess
business

Will the business
continue generating
and distributing
sufficient income to
enable the borrower to
make the payments on
the requested
mortgage?

4/30/2025
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mortgage guaranty
insurance corporation

What is the stability of the
borrower’s income that is
derived from the business?

Is there a demand
for the business
product or service?

Is the impact of any
environmental or
economic event negligible
due to the nature and
location of the business?

16
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NOL

On Schedule 1

mortgage guaranty
insurance corporation

E1040 s incividusi income Tax Return

A
Id/-@24lmun |m-wnl L

For e yoir Jan 1-Oec 31, 2024 o St tan your Degrving R erdrg.
o st e ar a3 PR st rarma
ot et 5 e g mec3e e ot rarms
—

“Home s33rems umter and sreet) ¥ you hal
_— SCHEDULE 1 " o . |_omane ssescore
City. tamn, o poat ofice. I you have & forec) Additional and to

(Form 1040)

Foregn country name

Filing Status js-nw
Married Hing ot
Chect
pove sl L] Marriea tiing sep
1t you checked the Mf|
Quallying person s a
[ 11 weating 8 monved
their name (see ing

Assets exchange, or otherwise 4
Standard

Ageitadease You: L] wars bosm
Dependents (see instructions).

T TN

Department of the Tressry

Attach 10 Form 1040, 1040-SR, or 1040-NR.

Tamefs) shown on Form

040, 1040-SA. or 1080-NA

Vour 50cial Securty nUMBer

Famtms-mmr-pummymmimn(li\mxmlwnlmnmarlum

items soid at a loss

Note: memwmrmmmmmenm lw&KMnmmmwmmmw on the
nature of the ransaction. Sea www.irs. gov/ 1099k,

Taxable refunds, credits, or offsets of state and local income taxes

Alimony received . .
Date of il diy wl'atﬂ\
By (fo83). Attach S
Other gains or (losses). Altach Form 4797 . 3 4 i g 8
Rental real estate, royalties, trusts, etc. Attach S:

1
28
- E—

Famm income or (foss). Attach Schedulo F
Unempiloyment compensation . .

e . |€l25,000

Cancellation of debt i 3
F lusion from Form 2555

Income from Form 8853 .

2|88

Income from Form 8889 .

Naska Permanent Fund dividonds

Jury duty pay

Prizes and awards .

ﬂmwm-wdmlorwﬂum

Stock options.

~x—-zo-~soegs SNONEG B

mmwwdmmnmmmnw:‘m lol
profit but were not in the business of renting such property

Olympic and Paralympic medals and USOC pr ¥
Section 951(a) inclusion (ses instructions) . P

Section 951A(a) inchusion (568 instructions)

Section 461(1) excess business koss adustment

Taxable diatributions from an ABLE account

and fellowship i Form W-2

CREN-E ]

Nontaxable amount of Medicaid waiver payments included on Form 1040, ine
taortd

Pmmmmnmammmumwmaa
nangovernmental section 457 pian

Wages earmed while incarcerated

vwdmmnmuuuwmmmdduwns‘c

2 |2z |2 |®|B€3[3F|e |2l=(=|3

z Omrncemv List type and amount:
8z

9 Total other income. Add lines 8a through B2 .
10 wmmnmllwm7memuwmmhwmwmrmlw
1040-5R, or 1040-NR, line 8 "

anmmulmmywwmmmm Cat Mo T14TIF

‘Schedule 1 (Form 1040 2024
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Net operating loss (NOL)

For income tax purposes, a net operating loss (NOL) is
the result when a company’s allowable deductions
exceed its taxable income within a tax period. The NOL
can generally be used to offset a company’s tax
payments in other tax periods through an IRS provision
called a loss carryforward.

Total Operating Expenses > Total Operating Income = Net Operating Loss

mortgage guaranty
insurance corporation

IRy
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MGIC SEB class notes MGIC

Whewn can you ado back tn NOLs?
i MWL£R8L5 to reoccur

2. Assoctated with the business

3. Affects business cash flow

mortgage guaranty
insurance cor poration 20
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NOL
On Schedule C

mortgage guaranty
insurance corporation

SGHEDULE G Profit or Loss From Business | (ot ikonrd i i i te?
(Form 1040) (Sole Proprictorship) 9023 X Cost of Goods Soid (see Instructions)
ol o Attach to Form 1040, 1040-5R, 1040-SS, 1040-NR, or 1041; partnerships must generally fle Form 1065, 2zl
Seguence ho. 09 3 Methodis) used to
Forme of progetor Social security number (SSN) viueciosng oventory: 8 [1Cost b [Jlowsrotcostormanet ¢ [ Otherfattacn expusnation)
ET ‘costa. or valustions .
0 ‘profession. or B Enter code from nstructons H=Yea" attach expisnation i e [ Yes [ Mo
|
G Busnoss name. I no Separte business name, lave bisnk. D Empioyer 38 ¥ your. " 38
|
E  Business sodress (ncluding sule o r0om no) 38 pen s s B}
City, town o pOst affice, state, and I code
F Accountingmethod: (1) [|Cash (2 [Accrus (3 L) Other pecit) 31 Cost of labor, Do ot nclude any amaunts pad to yoursel . . . S A W k|8
@ Ddyw v - it o,
H I you started of acquired INis business dufing 2023, chack here .o 38 Matenals and suppies . k]
i De Formis) 10997
4 I Vgl ” e you o nis) 10997 Othercosts. . . . . . . . . e
Income
1 Gross receipts or sales. See instructions for ke 1 and check the box f this income was reported 10 you on Addlines 35 theough 33 . <. s L - B K]
Formm W-2 and the "Statutory employes™ box on that form wis checked . . . . . . . O |
2 Retums and sllowances . s - -2 A1 nventory st end of year . e e . “ e e . . Lil
3 SubtractEne 2 from loe 1
4 Cost ol goods scid (rom ine 42) 42 Cost of goods sold from e 40. Enter 4 P |
5 Gross peoft. Subtract ko & ram e 3 [ Part v Iﬁmuvww:mmemhmmyﬂymmdamr?wﬂ ruck expenses on line 9 and
8 Other income, e tax crodit or are not required o file Form 4562 for this business. See the instructions for line 13 1o find out if you must file
7 Gross income. Add ines 5 snd 6 . |3 60000 Form 4562.
I Expenses. Enter experses for business use of your home only on Ine 30_
8 Advertising . : B 18 Office expense (see instructions) . | 18 4 " »
0 Car snd tuek expenses 19 Pension ana proft-sharing pians . | 19
i ] 20 Rent or lease isee nstructions): 44 Of the total number of 9 . enter you used your vehicle for:
10 Commissons mdfess 10 B Vehickes, machinery, and equpment [ 208
11 Contract labor fsee mmtructions) | 11 b Other business property . 200 a Busness b © Other
12 Depleton . . . . . |12 21 Pepairs and maintenance . . . | 21
13 Deprecistion and saction 179 =
ot 2 Suppies pot ncluded in Pat iy . | 22 45 your per g ty a [ Ne
orppreo] il e 23 Taxes and lcenses Sl ) _
instructions) . . s 14,000 26 Travel and mesis: 1,000 48 Dayou or your Ove [One
14 Empioyes benell programs s Trowel = S — _
fother Banonline 19 . | 14 b 24b 47a Do you have evidence o suppert your deduction? . .OYes  [Ohe
15 Waurance [other than hestth) | 15 25 Utilities 25
18 intermst (sem rstructons): 28 Wages fless 2 b H“Yes." is the evidence written? . . - o x . Y  [Clne
& Mongage (psd to barks, eic) [ 168 e Other expensss (hom e d8) . . | 278 X _Other Expenses. st below business expenses not included on ines B-26, ne 27b, or line 30.
b Omer < ee b Energy sffcient commerdial bidgs 25 000
AT lapio [0 Fom 7209+ |an > ; -25,000
» oot R - Net Operating Loss (2020)
20 Tentative profit or (oss). Sublract iine 28 from line 7 . . e 5 e w0
30 Expeness for busiess use OF your hame. DO nol report ess expenses esewhers. Allach Foim 8629
uriess using the simp fed matnod. See nstructions.
1he total square lootage home:
and (b) the part of your home used for business - Use the Simpiied
tigure o . . 4 5
31 Net profitor (1oss. Sublract ke 30 trom fine 20
* 1 a profi. enter on both Schedule 1 (Form 1040), live 3, and on Schedule SE, line 2. {1 you 40,000
‘checked the box on ne 1, see instructions.) Estates and trusts, enter on Form 1041, line 3. kil 2
o aloss, you must go 1o ne 32.
32 iyou nsve s loss, check the box n s activey
enter the iogs 1 (Form 1040}, line 3, and o1 Schedule
SE,fine 2. 1,208 the e 31 2 enter on 323 [ Aninvestment s st rek.
Form 1041, line 3. 32 (7] Some investment is not
020, ust Fe 198. Your Joss be fimited. at risk.
or Act Notice, Ca o, 113 ‘Schedul C [Form 1083) 2023

Enter here and on line 278

‘Schedida C Form 1040} 2023

21

21
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NOL

On Form 1120

mortgage guaranty
insurance corporation

; 1 1 20 U.S. Corporation Income Tax Return OMB No. 1545-0123
- For calendar year 2024 or tax year beginning , 2024, ending S
il g Goto i 1120 for i jons and the latest 2024
A Checkif: Marme B Employer identification number
1a Cnn)uhd:lnrd retue
omist) [l yypg
bMdumMn conscd- - Nurmber, street. and roam or sulke no. If 8 P.O. box, s8¢ instructions. C Date noorparates
retum OR
Perscnal hoicing co. | PRINT
{attach Sch. PH) O City or hown, state or provinee, country, and ZIP o foreign postal code D Total assets (see instructions)
3 Personal sarvice Corp.
100 mmnacsion) 5
4_Bohoduse M-3 attached E Checkit () [ ] initial return 1) [ Final setum 8) || Mame change ) [ Address chany
1a Grossreceiptsorsales . = e 5 R ¥ 1
b Retums and allowances . . . (e : .
€ Balance. Subtactline Ihfromiinefa. . . . . . . . . . . e
2 Costof goods sold (attach Form 1125-A) . s R 2
3 Gross profit. Subtract ins 2 from line 1c . A E : £ 3
®| 4 Dividends and inclusions (Schedule G, line23) . . . . 2 . . E 4
E 5 intersst . ¢ w5 < , P s 5
£ & Grossrens . P . S . p . . p y [
7  Grossroyaties . s . 7
8  Gapital gain net income (attach Schedule D (Form 1120]) : £ 8
9 Net gain or (loss) fram Form 4797, Part Il line 17 (attach Form 4797) . . E 8
10 Ofther income (sss instructions—attach statement) . . . . ] P 5 10
11 Totalincome. Add fines 3through 10, . . . . . . . . . : . - 1
=[12 e ion of officers (see i h Form 1125-E) z B 12
13 Sslaries and wages (less employment cradits) & B E 13
14  Repairs and maintenance = m 3 R % R R E 14
15 Baddabis. . . . . .. oo ..o .. < , P s 15
E 16 Rents. . - " - . .. . - 16
17 Taxes and licensas i - 4 4 - 17
18 Interestisesinstructions) . . . . . . E : £ 18
19 Charitable contributions . E 19
20 Depreciation from Form 4562 not claimed on Form 1125-A or slsewhare on retum [aﬁach Form d562) e i
E|21 Depletion . o Lo - X R v o e - 21
22 Advertising o et : . | 22 |
23 Pension, profit shexing, slc plans : : : £ |28 [
24  Employss bensfit programs = % R R E 24
25 Enemy effient commercial bullings deduction (attach Form 7208) - . P s | 25 |
26 Other deductions {attach statemert] . . . . . . [ 26 |
27 Total deductions. Add lines 12 through 26 - 27
28 Taxable incame befare net operating Iosa deduction and special dedustions. Subtract ine 27 from ine 1. | 28 |
20a  Net operating loss deduction (see instructions) . . . . 2 .
Z| b Spechldeductions Schedule C. ine24) . . . . . . < ,
€__Add lines 29a and 29b s . - 29c
o |30  Taxable income. Subtract ine 20c from line 2. See instructians : B | a0 |
¥ |3t Totsltax(Schedue . line12) . . . . - : : £ 31
32 Reserved for future uss . . 3 6 s 2 . . E 32
Blas  Tom payments and credits rsmadule J,fine 23] " . 3 B 33
E 34 Estimsted tax penaty. Seeinstructions. Check If Form 2220 s sttached . O [=a
35 Amount owed. If line 33 is smaller than the total of fines 31 and 34, enter amount owed . . a5
36  Overpayment. If line 33 is larger than the total of fines 31 and 34, enter amount overpaid e | 38 |
= ar Enter amount from fine 36 you want: Credited to 2025 estimated tax Refunded | 37

Undier panaities of parury. | decirs that | this . 20l 1o th bt o my knowledge and belkt, 5 fug, comadt, and
gy | v Gt of o et sy b A e f s g ey e
Here| |
Sigrature of officer Date Tile
7 PrnUType preparer & name Praparers sgnates Tate T
Pair ] it I =8 I Check it ‘

22

22
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NOL

On Schedule 1

mortgage guaranty
insurance corporation

[ HH

EOHELE 1 Additional Income and Adjustments to I

(Form 1040)
Attach to Form 1040, 1040-SR, or 1040-NR.
Department of the Treasury a = andithe

Nameis) shown on Form 1040, 1040-SR. o 1040-NR

For 2024, mlmuummmnaporudmyoumlfmn(s)|099Kmlwasmmdmmmrmww
items soid ataloss . .
Note: The remaining amounts reported 10 you on Fom\(s) 1099-K should be reported elsewhere on your return depending on the
nature of the ransaction. See www.irs.gov/1099k.

Additional Income
Taxable refunds, credits, or offsets of state and local income taxes . . . . . a . ... 1
2a Almony received . . R I T g, ir
Date of original divorce or saoaraw\ ao-mnl (soe -nstmcx-onsi
Business income or (loss). Attach Schedule C . . s . v T 3
Other gains or (losses). Attach Form 4797 :
Rental real estate, royaities, partnerships, S corporations, trusts, etc. Attach Schedule .
Farm income or (oss). Attach Schedule F . . . . . . . . . . . . . g% . . .. 4
Unemployment compensation . e
Other incomae:
Net operating loss .

L3

R R

\\.)

Gambling .

Cancellation of dobt . . T

anmﬂhmuu!wmﬁuﬂFoﬂnZSSﬁ T T )

Iincome from Form 8853 . .

Income from Form 8889 .

Alaska Permanent Fund dividends

Jury duty pay

Prizes and awards .

Activity not engaged in !or profn nncomo

Stock options A

mmmwrmulmmprmnylwwmgagndmmmwm

profit but were not in the business of renting such property

Olympic and Paralympic medals and USOC prize money (see

Section 951(a) inclusion (see instructions)

Section 951Aa) inclusion (868 instructions) .

Section 461(]) excess business loss adjustment 5

Taxable distributions from an ABLE account (see instructions)

Scholarship and fellowship grants not reported on Fom W-2 . .

Nontaxable amount of Medicaid waiver payments included on Form INO Ine

laorid

U Pension or annulty from & nenqualifed deferred compensation pJan or a

nongovernmental section 457 plan o T oV S s

u Wages eamed while incarcerated . .

v Digital assets received as ordna-y income not reported eisewhere. See
instructions . .

z  Other income. l.xsnmand amount:

—-x—=-zg-eaoos

“~"0vo33

ele [z [e]ele[s[zzle [2lefe|sle|=]e

8z
9 Total other income. Add lines 8a through 82 . . 9
10 Combing lines 1 through 7 and 9. msrsyour-ddmomlmm Enter here and on Form 1040,
1040-SR, o 1040-NR, line 8 . 10
mwmmmmmmmm Gt No. 734798 ‘Schodue 1 (Form 1040) 2024

It is not
associated with
the business.

It does not affect
cash flow.

28
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MGIC

2. Hello again. My borrower’s personal return is showing a
NOL on Schedule 1. | know | cannot add this back in, as it
has no effect on the cash flowing of the business;
however, | wanted to confirm if a LOE is needed.

mortgage guaranty
insurance corporation
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MGIC

Hello again. My borrower’s personal return is showing a
NOL on Schedule 1. | know | cannot add this back in, as it
has no effect on the cash flowing of the business;
however, | wanted to confirm if a LOE is needed.

Yes, | would obtain a letter of explanation for all NOLs.

mortgage guaranty

insurance corporation 25

25
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What is our primary concern with NOLs?
Will it happen again?

Prior business

* Not as concerning * When?

e Still need LOE « Why?

* How much?

mortgage guaranty
insurance corporation
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5-step process m

Py

Y
Ty

1. 3. 4, S.

Assess Cash flow Validate Determine
business P&L P&L income

mortgage guaranty
insurance corporation

;
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All-in-one
self-employed
income
calculator

Excel XLSM - macro-enabled
Excel XLSX - macro-free

Excel XLSX - macro-free short

mortgage guaranty
insurance corporation

SAM Worksheet - Help Document

The
: :
«sh fiod Profit and Loss Statement Analysis
me User Tips:
When vou
b 5 -
sacead 9%} Comparative Income Analysis Worksheet
of Goods Sold §
sched Cost of Goods Sold (CGS) $
Empl PP
P4 SaiskI Liquidity Worksheet
womany s
Expenses
Une 1: List SOLE PRY
soteprd| (€65+To In general:
= Use the Cunf =
Pl WL iJ Cash Flow Analysis Summary
BetEan an Single-N Gross Proflf Typicaily, a res: * Te modify thaLoial g plll 4
L lude .
| T gueel]  Temudel SAM Cash Flow Analysis Worksheet MGIC
Line 5: Lis Liskwdines NOTE: If there . -
[ el e
~ls *Seiect e  eviewst.
: o
Partnery e of schedute - il
i — PERSONAL CASH ¥ e ntraction, hover
sl 1| cashilin (I rem—— )
o | ot Sy b
Sche PARTNE] *Annual %| 1_ Trade nod 1] Schedule 8 ke e
- 1 3 | Inventori Schedule C
from a saie] otmer: T schesuioc Bl 20 8 S
Line 31: N Total Curd il Sehedule C I‘U’JM
S Corpo| hedule L - sehecuiec | [ELEBEC IO
= =
i e ) | e
Mortgag Sehedule £ 5 Dedurt marecsiTiag lacome/asd nosrerTing ks o expemse: "
1 § Depedenc
Total cur - ¥ (|
Schedule K-1f |10 Busisens Mies: fage - P ¥ o s
.
el | welansocizeiniia
Form 1065 L2 Aematization aseaty Liss oy factecl -
aue s ‘
Py

Schedute k-1 [0 soRour¢ st wsscn uc

ve-2viages | [0 SoupLo-coma cams a0 sty

A 0 SORDUIL L SUPRIAINTA KOV D 1055 _ oo

- [0 T sonsotnc o weoac

Partnership Cash Flow

28

28

28
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Noncash expenses

* Depreciation
Depletion
Amortization

* Business use of home

Limited IRS deductions
* Meals
* Travel & entertainment

Nonrecurring
* Otherincome
* One-time expenses

mortgage guaranty
insurance corporation

SAM Cash Flow Analysis Worksheet

S Corporation Cash Flow

Evaluate business income as required by your investor,

{ ] S CORPORATION Name:

SCHEDULEK-1
7  Ordinary Income (Loss): LINE 1 If > Distributions see additional requirements.

8  NetRental income (Loss): LINES 2 & 3 If > Distributions see additional requirements.

SUBTOTAL §

FORM W-2

9 Wages: W-2, Box 5 (in general)

FORM 11205

]
0 Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5 I

1 Depreciation; LINE 14

2 Depreciation (FORM 8825): LINE 14

3 Depletion: LINE 15

S

5 Mortgages or Notes Payable in Less Than 1 Year: Schedule L LINE 17, Column d (

Iy if noted): LINE 21 from attached statement

5  Non-Deductible Travel and Entertainment Exclusion: Schedule M-1, LINE 2b (
SUBTOTAL §
7 Multiplied by Ownership Percentage

Shareholder’s Total Share of Income (Loss) $

29

29

29
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Final K-1

mortgage guaranty
insurance corporation

Schedule K-1 S
(Form 1120-S) 2024
Internai Revenue Service; For calendar yoar 2024, or tax year

71124

OB No. 1545-0123

egrarg ;12024 ] enang__v__v ]
Shareholder’s Share of | . Deductions,
Credits, etc. See separats instructions.

et rental real estate income flass)

Cnner net rntal income joss]

m. -. .l l‘.- - i o

Interes: income

A Comoration’s emplayer identiication numier
12-3456789

B Comporation's rame, address, city, state, and 78 code

SPEEDY AUTO REPAIR

MNet shor-tenm capétal gain joss)

€ S Center wher corpartion filed retum

Nat long-term caital gai floas)

0 Comoration's total numiser of shares.
Beginning of tax year

Cofloctibtes (28%) gain flassh

End of tax year

Unracaptured section 1250 gain

5a | Oroinary dividencs

50 | Duaiified dedcends 14| Sohedue -3 is attached i
checked . -0

& |Royalties 15 | Altornative minerm b (AMT) items

Information About the Shareholder

Net soction 1231 gain (loss}

E  Sharmhoider's kuntifying rumber

F1  Sharshcider's name. address. cty, state, and 2P code
REFERRAL BORROWER

F2  if the sturnhoitler is a disssgarded emtity, @ rust, an sstate. oe @ nomines or
similar persor, anter the inchvidual or entity responsibie for reporting:

TN Namo
Fa  What bypa of antrty

Other income (loss)

Items afiocting sharehoicer basis|

Saction 179 deduction

6 Cument year nlccation percantage 50

M Sharencicier's numer of snanes:
Beginning of tax year
End of tax year

§__Loans from sharsholger

30

Crther dechuctions

Othar indarmation

30

30
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Schedule K-
(Form 1120-S)

mortgage guaranty
insurance corporation

Schedula K-1 i
{Form 1120-5) 2024

b71L24

OMB Ho. 1545-0123

i of the Treasury

Internal Rovere Sanics Forcalendar yoar 2024, @ftax year

soprer [ 1 12028 ] g [ 77 N |

Net rental raal ectats incorm floss)

"

Shareholder's Share of Income, Deducti
Credits, ete. Soe separate instructions.

w

Crher net rantal inceme (oss)

= About the

Interest incoma

A Gomoration's emplayer identiication number Ba | Croirary divdsnds
12-3456789
B  Comoration's rame, addneas, oy, staie, and 28 coce 50| Cuatfing drcends 14 | Sonecule K- s attacned it
SPEEDY AUTO REPAIR e e
& [Royalies 6 | Wit mirkeum tax (AT) o
7| Nt sho-term capital gain fous|
€ FIS Center whare corporbon filed retum 8a | at lang-term canfal gain {loas)
D Comoratior's botal number af shares. 8 | Cotectibies (268%) gain flessh
EBoginning of 1ax year
End of tax year B | Unmcaptured coction 1250 gain

About the

Net soction 1231 gain flass; [

B Shamhoider's identitying number

‘Sraranciers name. adoress. ity state, and ZIF code

F2  f the srarohoider s a disregarded entily, & FUSt, 2n estate, of & Ramines o
similar person, enter the indvicial of entity resonsitie for reporing:

Crher ncame (loss)

herme aflacting sharsholcer basis|

Soction 179 deduction

TN tamo
B3 What bype of iy b s shareholdor
6 Gurrent year alocation percentagn 50 %

v —— 4

Beginning of tax year
End of tax year

t Loana from sharshalder
Baginning of fax year s
End of tax year " H

Crihar deductions

Caher indarmation

78 [ More tian o actvey for ok purposes
19 T mhare ran cow actvy for passva actty purpases’

For IRS Use Only

* Sea attached for

dditinnal
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mortgage guaranty
insurance cor poration

N

MGIC SEB class notes

Whewn can K-1 Lncome be used?
1. The borrower has accesseo the

tncome (OR)
The business has adequate

MGIC

L’Lquid’utg to support the withdrawal

of earnings

32

32
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Schedule K-
(Form 1120-S)

mortgage guaranty
insurance corporation

Schedule K-1 )
(Form 1120-S) zZo24

nt o tha Treasury
Internal Roverue Sendos

For calendar yoar 2024, ar tax year

E71L24
L] Finai i1 ] Awmsericiect k-1 B Ma. 1848 0123
Share of Currant
[ Part i of Current vear

1 | Orcknary Business incoma flass)

132

begieing 7 79004 ]| eae] 77

]

Shareholder’s Share of Income, Deductions,
Credits, etc. Soe separate instructions.

2 | Met rertal real ectate income floss}

3 | Caner net rantal income foss)

=0 About the

4 [interast incoma

A Comoration's emkayer identificatian numer
56789

Ba | Croirary divdencs

addreas, oy, state, and 28 code

SPEEDY AUTO REPAIR

0 | Cuaiied dricends

a4

Schecue K- Is attacned i
checked . . .

6 |FAoyaities

[

7| Mt v e capel gen foas)

€  EiS Center whem corparaticn filed retum

| ot long-term capnal gan fioas

O Comoration’s tatal number af shares:
Seginning o tax year

& | Cotectibies (2836) gain fiassh

End of tax year

8 | Unrecaptured saction 1250 gain

“liornative i tax (AMT) itens

Information About the Shareholder

8 | Mat soctian 1231 gain flass)

B Shamhoider's danthying rumber

F1  Snamnoicers name, advess. oty ste, and 2P cocds

REFERRAL BORROWER

F2 If the snarhoickr |5 a disreganded antity, & TUSt, an StINE, OF 3 NOMINSN Of
smuar 5 =

anier the: inchvitLal or entity responsitie for eporting:

TN Nama

F3  What bype of enity & this shansholdar?

10 | Crher mcame floss)

e afacting sharshoider basiz|

T

1 | Soction 179 deductian

6 Gument year afocation percentage

50 %

M Shamshoider's number of shares:
Beginning of tax year
Enc of tax ymar

t  Loans from sharsholder
Baginning of tax yaar s
Encl of tax year : s

For IRS Usa Only

92 | Oeher deductions

Ceher infarmation

8 ] aara tan ore ey for atris puposes
19 _[] naare shan ces actity far passiva activty purposes’

* Spo attached

for additional ir 1
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Lender must provide support
that the business has
sufficient liquidity and is
financially capable of
producing monthly income
for the borrower.
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Freddie Mac -
Guidance

Selling Guide —
Published 03/05/2025

5304.1(d): Stable monthly
income and documentation
requirements for self-
employed Borrowers —
Business and income
analysis (11/08/2024)

mortgage guaranty
insurance corporation

Fr’e‘:ﬂdieMac Guide Home Seller/Servicer Relationship Selling Servicing
Single-Family

THE SINGLE-FAMILY SELLER/SERVICER GUIDE
Search the Guide

What can we help you find? ,O I

(d) Business review and analysis

The following table contains requirements and guidance pertaining to review and analysis of the business that
produces the stable monthly income for the Borrower.

Business review and analysis
Topic Requirements and guidance

Business  The Seller's analysis of the business must support that the business has sufficient liquidity and
reviewand  is financially capable of producing stable monthly income for the Borrower.

analysis ) ) ) )
« The analysis must include a review of the business tax returns

o The Seller's review must include, at a minimum, an analysis of gross receipts or sales,

cost of goods sold and gross profits. All should be typical for the type of business and

reflect consistent year over year trends. In addition, the business expenses should be

reaannahble far the tune nf hiicineee artivity and laval af hiicineee inrama Riicinese
The Seller may determine that review and analysis of the business financial
statements, business asset statements, and in the case of Partnerships and S
corporations, an analysis of the historical cash distributions, is necessary to
establish the financial and liquidity standing of the business. In addition, the
Seller may calculate and consider the liquidity ratios of the business using
generally accepted accounting practices when analyzing the liquidity of the
business.

4/30/2025
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Schedule L
Liquidity test

Form 1120-5 024

Recon-

Dther
ciliation |Information

an o

18

Cash

Trade motes and accounts recefvable . .
Lessgllowance forbaddebts - . . . . . |
Invenionies . _ SnE tEE &
us. gnvernmtohllgsllnns - . .
Tex-exempt securities (ses |r|5|n)c1h:lrﬂ3 L
Cibec cument aceata fattach. i

Page 4

Shareholders' Pro Rata Share lems fcontinued)
Investment ingome . . . . . . . .
Investment expanses

Total amouni

Dividend cistributions paid h'n-m Bccumulated samings and nrulrts

Orther tens and amounts (sttach statemant

17

17a

hrid

Income (loss) reconcillation. Combine the total amounts on lines 1 through 10, From the resalt.

through 13e and 161

Balance Sheets Books Beginning of tax yesr

End of

Assets fal

o)

()

10,000

Li

iquidity Worksheet

Schedule L - Assets

Input the Year(s): &

]
B
B
A
5

Cash: Line 1, Column d

Trade notes and accounts receivable, less bad debt: Line 2b, Column d
Inventories: Line 3, Column d

Other:

Total Current Assets:

g - = - o
DA PR o2 RERYNPpOAR N

Loans toshareholders . . . . . . .
Mortgage and resl estate loans . . . .
Othar investmeants (attach statament)

Bulldings and other depeeclable assets .
Less sccumuisted depreciation . . . . . [
Deplatable asssts . . SLE dTa &
Leas accumulated nepaemun ST TR R
Land (net of any amortization) . P
Intangible assets (amortzableonty) . .
Less pocumuiated amortization . . . .
Othar masets (sttach statement) . . . .
Totel asssts. . _ T

Liahiltias and Shacaholdars’ Equit

&
2 N @

Schedule L - Liabilities

6]

]
8|
9

Accounts Payable: Form 11205 Line 16/Form 1065 Line 15, Column d
Mortgages, notes, bonds payable < 1 year: Form 11205 Line 17/Form 1065 Line 16, Column

Other current liabilities: Form 11208 Line 18/Form 1065 Line 17, Column d

Total Current Liabilities:

mortgage guaranty
insurance corporation

BERRBRYER

Accounts payable . |
Mnm;ages notes, bonds payaule in Im mm 1 yaar

Loans fmm sharshodders. .

Mortgages, notes. bonds paya!xe in 1 year or more
Other lisbilities (attech statement} . .
Capital stock . _ . . oo
Additional paid-| Incspﬂal RS LR W
Retalned samings . . . i =
Adgustments o shanehol ders” equty ranam
Less cost of freaswry stock . %
Totsl llabdties and sharsholders’ equlry -

]

Foem 1120-8 izazg

36
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MGIC

3. When | am completing a liquidity test, can | add in other
assets, as shown on Line 6 of Schedule L?

mortgage guaranty
insurance corporation
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MGIC

When | am completing a liquidity test, can | add in other
assets, as shown on Line 6 of Schedule L?

Hi Jay. | would check for a schedule to see if the other
assets are identified. At that point, you can assess if
they fit the criteria of assets that can easily be
liquidated.

mortgage guaranty
insurance corporation
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MGIC
Liquidity
Worksheet

mortgage guaranty
insurance corporation

Liquidity Worksheet

NOTE: If there are no business liabilities, results will reflect N/A, indicating adequate liquidity.

£ - e

Completed by: WE3773

Current Ratio: in general, a ratio > 1 demonstrates adequate liquidity

Schedule L - Assets Input the Year(s): &) 2024
T Cash: Line 1, Column d S 12,100.00
T Trade notes and accounts receivable, less bad debt: Line 2b, Column d [ 28,820.00
T Inventories: Line 3, Column d 3 12,000.00
T Other:
5 | Total Current Assets: $ 52,920.00
Schedule L - Liabilities 2024
T Accounts Payable: Form 11205 Line 16/Form 1065 Line 15, Column d S 25,200.00
T Mortgages, notes, bonds payable < 1 year: Form 11205 Line 17/Form 1065 Line 16, Columnd  § 20,400.00
T Other current liabilities: Form 11205 Line 18/Form 1065 Line 17, Column d S 3,000.00
9 | Total Current Liabilities: S 48,600.00
Current Ratio 2024
Total Current Assets: Row 5 - Assets above 3 52,920.00
i Total Current Liabilities: Row 9 - Lia ies above $ 48,600.00

Quick Ratio 2024

Cash, notes, accounts receivable (less bad debt) & other: fows 1, 2 & 4 - Assets above s 40,920.00

| Total Current Liabilities: Row 9 - Liabilities above S 48,600.00
|| Quick Ratio: in general, a ratio 2 1 demonstrates adequate | 0.84

39
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Current ratio or quick ratio?

Liquidity Worksheet MGIC

Determine business liquidity using tax return or interim balance sheet and entering the applicable line items below.

In general:

* Use the Current Ratio for a business that doesn’t rely on inventory to generate its income (i.e., pest control company)
* Use the Quick Ratio for a business that relies heavily on inventory to generate its income (i.e., hardware store)

Typically, a result of 1.00 or greater for either ratio demonstrates adequate liquidity. However, it's important to use the most appropriate ratio, based on how the business operates.
Investor guidelines may vary and other liquidity methods may apply. FOLLOW INVESTOR GUIDELINES.

NOTE: If there are no business liabilities, results will reflect N/A, indicating adequate liquidity.

. LS ) & ) Property Solutions

mortgage guaranty
insurance corporation
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Form 1120-S

Otherincome on Line 5

mortgage guaranty
insurance corporation

C i OME Mo 1545-0123
= 1120-S U.S. Income Tax Return foran S P
mmlmw-mvmummwmnnnmu ol

inimnbdis e Form 2515 et 10 a1 2024
imemal Revenue Service: Go l.om.[mw-lmeHa}iM instructions and mlam{mmm
For calendar year 2024 or tax Elnmni | 2024, an:lmE .20
A S ploction effectrve date Hame D Employer b

TYPE
B Business activily code MNumnber, street, and room or sute no- i a P.O. box. sse instructions. E Date incoeporated

rumber (See rELCtions) oR
PRINT
City o tawn, s2a1e O province, Country, and 23 or fomign postal cooe F Tatal asests (soe instructions)

© Chock # Sch. A-3 atiached [ 5

G s the corporstion electing to be an S corporation beginning with this tax year? See INSTUCHOnS. l¥ea| | No

H Checkif: (1) []Final retum {2) | Name change (3) [_] Address change {4) (] Amended retun  {5) (]S election temination

| Enter the numbsr of sharsholders who wess sharshoiders during any part of the tax year <

J  Checklf 1) ] Agg activities for saction 465 at-risk purposes 12“_|mmpmacm|esiusammdsspmsm
Caulion: Include only trade or business income and sxpanses on |ines 1a through 22. See the instructions for more information.

1a (Gross eceipts or sales| b Lesa retums and alowances. | cBaance | 1o
o| 2 Costofgoods soid jattach Form 1125-8) . . . e Cime ot S & F3

3 Ges profit. Subtract line 2 from line 1o E-EEs S -0 3

ﬁmm._._._” o e
Ciltes income foeal eee I PAVAVIVIY)

| 6 Totalincome (loss). Add linesSthrowghs . . . . . . . . . . . . . . . . . []

T o jan of officers { Form 11258 . - . . - . . . . - 7
F| 8 Salares and wages fless employment credits) 3 & E & & (]
¥| o Repaisandmaintensncs . . . . . . . . ... . o
E 10  Baddebts - - . . . | 10 |
HE R R § R R R RN 1
mlzlmu\dmnaas......................
Bl13  interest see instructions) . .
2|14 Depreciation from Form 4562 not claimed mFotm Hz.‘h«w eisewheze on retem [.nnsch Forrn -1562)
Tl15 Depleton (do not deduct ofl and gas depletion) . . . . . T
%16 Advertising . = i W =
o |17 Pension proi- e Gl R . L e
E[18  Empioyesbenettprograms :
tAEL] Eurqymimummmmusjmlu-gnnea.mm;mach?ormrznﬁ)
i 20 Ofher deductions (attach statement) - B o

21 Total deductions. Add lines T through 20 B
_ |22 Ordinary business income floss). Subiract ine 21 from ine 6

23 Excess nes passive income or LIFO recapture 1ax (see

b Taxfrom Schedule D (Form 1120-8) . -

< Aﬂd\InESZBamZSﬁ(!EEmmmﬂ!’UrndlllurﬁlmE&\ - o pey TP
§ 248 Cuvent year's estimated mnsymemsmdnmeedmgyearsmrpewem
g‘ credited to the cument ye: a

b lsxmnompdwlmf—‘orm?nm i 2ab
£| ¢ Credtiorfederal tax paid on fusls (sttach Fom 4138) . . . . . . . [28e
% d Elsctive payment section amount from Form 3800 . . . . . . T
§| = Addines2datmoughzaa . . S T 24z
= |25 Eﬁmteﬂ!axpeﬂehy(seelmm Check if Form 2220 is attached . . . 25 3

26 Amount awed. Ifive 24z is smalier than the total of lings 23 and 25, enter amount owed.

27  Owerpayment. If line 24z Is larger than the total of lines 23¢ and 25, enter amount overpald . . . 27

28 Enter amount from lins 27:_ Credited to 2025 Lax Refunded 28

Under penalti mulpﬂ'un Imnmlmwn rotuen, and ta the best of my
Blhgn | et e, et i Do i e B e o oo, o bl e k!
May the B35 discuss this retom
Here |
Eignanr of officer Date Titie

Paid Print/Type proparer < name. Proparers sgratue Daie
Prwar-r Firm's name:
lmonw Fim's sddress.
For Paperwork Reduction Act Notice, see saparate instructions. Can Na. 11810+

41

41

41



4/30/2025

MGIC SEB class notes MGIC

what s needed to retain other tncome?
1. Other lncome must be Loentified

2. Need to wnderstand how Lt Ls
velated to the busitness

3. Need to have an expectation of
continuance or a history

mo rtgage guaranty
nnnnnnnnnnnn poration
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Form 1120-S

Otherincome on Line 5

mortgage guaranty
insurance corporation

Ci ! OB M. 1845-0123
rn1120-S U.S. Income Tax Return for an S Corp
Do not file this form unless the corporation has filed or =
Deparimant cf the Traasry is attaching Form 2553 to elect to be an S corporation. 2024
Irtemai Revenue Sarvice Go to ir for ie and the Istest i
For calendar year 2024 or tax year beginning 2024 ending .20
& 5 siection chiecine date. Name D Empioper i
B Bumnass actuity cooe TP | irmioar stroet arci roam ox sute nc. f 2 PL0. bon. see matructions E Dae ncorporated
rumber (08 Fsin.cionz)
PRINT

City o bawn, stnte or provinge, coumry, and 22 or forsign postal code F Tatal nzsets fsee inatruchioea)

© Check ¥ Sch. -3 attached [] &

G I3 the corporation electing to be an 5 corporation beginning with this tax yaar? See instuctons. | Yes || Mo
H Checkit: (1) TJFinairetum (2) [JName change (3) [ Address changs (8) TJ Amended retumn  (5) [ S election termination
| Enter the number of sharshalders who were sharehoiders during any part of the tax year e :

J  Check If corporation: (1) [] Aggregated actavities for section 465 ai-risk purposes  {2) [] Grouped activities for saction 468 passive
Gaution: Include only trade or business income and expenses on lines 18 through 22_ See the mnstructions for mare mformation

1a Grossmospscrsaks] b Less retums and slowances | ¢ Baance | fe
| 2 Costofgoods sold (sttach Form 1125-8) . . . . . SRR — . . 2
g 3 Grossproft. Subtract ine2fromlinete . . . . . . . . . .. oo .. 3
S| 4  Metgainfoss) from Form 4707, Pert I, line 17 (attach Form 4787) . . . . . . . . A 4
=| s Omerincome foss) [ses instructions —attach statement) . . o B ol = s | 20,000
6 Total income (loss). Add lines Sthrowgh & . . . . . . . . . . . 3
Form 11208, Page 1 Detail
Line 5 - Other Income
Ordinary income from partnership - Premier Auto Detailing 20,000

Total 20.000

—
Z Prini/Type proparer's name Preparer's sgratura ) Check [ # | T
Paid et urumd:
Preparer
Use Only Fimn's rame FrmeEN
S8 U | = saomes Fmane o
For Paperwork Reduction Act Nolice, see separste instructions. Bt N 118104 Fam 1120-8 2oy
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MGIC

4. | have passthrough income on a 1120-S from another
company showing on Line 5. | am trying to retain this

income. What documentation is needed, and what should
| look for?

mortgage guaranty
insurance corporation
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mortgage guaranty
insurance corporation

MGIC

| have passthrough income on a 1120-S from another
company showing on Line 5. | am trying to retain this
income. What documentation is needed, and what should
| look for?

/Look for the Schedule K-1s for company B and verify
that the ordinary income is supported by the
distributions. If the percentage of ownership interest is
greater than 25%, then, depending on the investor, you

\might need business returns for company B.

45
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Schedule K-1 for company B

mortgage guaranty
insurance corporation

B51123

Amanded K. OfdB Ha, 1545-0123

Schedula K-1 ST urre
1) i

{Form 1065) z024 and Other ltems
Department of tha Troasury 1 | Ovdinary business incorme loss) 14 | Sefi-employment oamings (ioss)
Internal Faverue Sorvica For calendar year 2024, ar tax year 20,000

bogemieg [ 12024 ] woang [/ 1 [N & hetiertal e cotis mcome s 4
Partner's Share of Income, Deductions,

On

c “tﬁ.. l 2 Reis nieis ; 3 har net rental iIncome Joss] 18 | Credits

2N Tnformation About the Par

4a | Guaraniopd payments for servioes

A Porinership's employer identification number

4b | Guarariosd papments for captal | 18 | Schadue K-3 i attsched

- and 21 code shackac . |m]
PREMIER AUTO DETAILING 4g | Total guamnteed payments 17 | Alternativs miremum i T items
5 | Interest income
€ IS canter whers parinarship Hied retum:
0 | Cnock i this s 2 publicl traced parinersha (PTF) 6a | Ordinary dividencs
E  Pariner's 854 or TIN (Do not usa TIN ot a disregarded ertfy. Ses imstnuctions) | 80 | Dualfied dridends 18 | Tax-gxempt incoms snd

nondeductinls mxpenass

F  Mame, address. city. state, and FIP oodes)

6o | Divcend

r partner entered in E- Soa
SPEEDY REPAIR SERVICES [

7 | Aoyaities

B | Net shanierm capital gain joss)

19 | Dnsribenions

Ba | Nt kang-berm: capital gain fioss} A 20,000

gb | Colloctibles. {26%) gain {ioss)

20 | Oaher indormation

Sc | Unrocaptured section 1250 gain

10 | Net section 1231 gain flass)

6 ] Generaparmerce LLG [ umasa parnar or otner LLE:
merTibermanager merrter
#1 ] pamestic pariner [ Foreign pariner
w2 ] if the pariner is a disrogarded entity {DEL. enier the gartner's:
N Name
1 Whattype of emity is this panner?
B2 if tis pariner i 2 retirement plan (IRASERMeoghiete | chockbare © ]
J  Partrer's share af profit. oss, and capital (ses Fstructions):
Saco
Frodt 25 % 35w
Loss G W 25 %
Capéal ol s »

Check {f decreass is due ba:
O sak e O Erchange of partnershin imtersst. St FENEtoRs.
K1 Partner's share af labiities

Baginring Ending
Noerscourse 3 | £

11 | Diher income (loss)

12 | Section 174 deduction 21 | Foreign taces paid or accred

13 | Drher deductions
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Schedule L

Mortgages due in less
than 1 year

mortgage guaranty
insurance corporation

Form 1120-S 2024

"
EODUOU\AU

Page 4

Total amount

Balance Sheets Books

and profits

17a

17c

mmmw:umummmmeum@w From the result.
subtract the sum of the amounts on lines 11 through 12e and 161

Beginning of tax yeor

End of tax year

Assets
Trade notes and accounts recaivabie
Less allowance for bad debts .
us. gavanmoblmm . .
Tn-nmmum(mmw

=)

Other current assets (attach

Loans to shareholders . .

Mn‘tgsgemdmales!ahbans

Other (attach .

B and other assets .

Less accumulated depreciation

Less accumulated depletion .

Land (net of any amortization) . . .

Intangible assets (amortizable only) .

Less accumulated amortization

Other assets (attach statement)

Total assets . .
u.bm-um-m

Accounts payable . .

Moﬂglgunmm:nlylhbmlnlmlyw

Other current liab (attach .

Loans from shareholders . .
Moﬂmnmnbondapayaﬂen!ywnrmo
Dnmhmm(amu-om) [
Capital stock . .

Form 1120-8 2029
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MGIC SEB class notes MGIC

what are the benefits of determining
business liquidity?

1. Supports the use of ordinary tncome from
Schedule K-1

2. Owmlts mortgages/wotes/bonds due tn
less than 12 wmonths

2. Alleviates concerns of use of business income from
cash flowing

mortgage guaranty
insurance cor poration

48

48

48



4/30/2025

MGIC
Liquidity
Worksheet

mortgage guaranty
insurance corporation

Liquidity Worksheet
INOTE: If there are no business liabilities, results will reflect N/A, indicating adequate liquidity.
m J & ) Property Solutions (e DR Lender -
Schedule L - Assets Input the Year(s): 2024
2] cash: Line 1, Column d s 12,100.00
T Trade notes and accounts receivable, less bad debt: Line 2b, Column d s 28,820.00
T Inventories: Line 3, Column d S 12,000.00
T Other:
5 | Total Current Assets: $ 52,920.00
Schedule L - Liabilities 2024
T Accounts Payable: Form 1120S Line 16/Form 1065 Line 15, Column d S 25,200.00
T Mortgages, notes, bonds payable < 1 year: Form 11205 Line 17/Form 1065 Line 16, Columnd § 20,400.00
T Other current liabilities: Form 1120S Line 18/Form 1065 Line 17, Column d S 3,000.00
9 | Total Current Liabilities: S 48,600.00
Current Ratio 2024
Total Current Assets: Row 5 - Assets above S 52,920.00
[ Total Current Liabilities: Row 9 - Liabilities above $ 48,600.00
|| current Ratio: general, a ratio 2 1 demonstrates adequate liquidity m
N ———
Quick Ratio 2024
Cash, notes, accounts receivable (less bad debt) & other: Rows 1, 2 & 4 - Assets above S 40,920.00
[ Total Current Liabilities: s above S 48,600.00
[] Quick Ratio: in general, a ratio 2 1 demonstrates adequate liquidity ( 0.84 )

49
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MGIC

5. | have another question on this loan. | am trying to use
my calculated liquidity test to not have to deduct
mortgages due in less than 1 year. The current ratio is >1
and my quick ratio is <1. Should inventory be included in
this assessment?

mortgage guaranty
insurance corporation
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mortgage guaranty
insurance corporation

MGIC

| have another question on this loan. | am trying to use my
calculated liquidity test to not have to deduct mortgages
due in less than 1 year. The current ratio is >1 and my
quick ratio is <1. Should inventory be included in this
assessment?

/Wow, that loan is really giving you a run for your money
. . . Inventory should not be included when looking at
assets to support not subtracting a mortgage due in
less than a year. Can you ask for more information

\regarding the note? Perhaps it rolls over each year?

51
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SAM Cash Flow Analysis Worksheet

X ] § CORPORATION Name:  SPEEDY REPAIR SERVICES 2024 23
SCHEDULE K-1
37 Ordinary Income (Loss): LINE 1 If > Distributions see additional requirements. 2 $ 132,550.00 $ 142,000.00
38  Net Rental Income (Loss): LINES 2 & 3 If > Distributions see additional requirements 3
sustoma, -y PRy
FORM W-2
39 Wages:W-2, Box5 (in $ 85,750.00
FORM 11205
o Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5 k
11 Depreciation: LINE 14 $ 25,750.00 & 17,500.00
42 Depreciation (FORM 8825): LINE 14
43 Depletion: LINE 15
4 Amortization/Casualty Loss (only if noted): from attached statement
W5 Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d " ( ) ( )
W6  Non-Deductible Travel and Entertainment Exclusion: Schedule -1, LINE 3b A (s 2,500.00 ) (s 2,200.00 )
SUBTOTAL $ 23,250.00 $ 15,300.00
W7 Multiplied by Ownership Percentage 50.00% 50.00%
Shareholder’s Total Share of Income (Loss)
$229,925 $254,650
/12 = $19,160 M2 =$21,221

DECLINING INCOME

52
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If the trend is declining, the
income may not be stable.
You must conduct
additional analysis to
determine if any income
should be used, butin no
instance may it be averaged
over the period when the
decline occurred.
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Declining income -
What should you

request?

4/30/2025

oA 0N 2

YTD P&L
Balance sheet

Letter of explanation

. Additional tax returns
. 3-6 months of bank

statements

. Additional supporting

documentation
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Yikes! The ratios do not meet the guidelines.

32

Urddenwriter's Narme Appraa's N icense # Apprasal Cargany Name
Stable Monthlly ncome Presant Housing Payment: $
CoBorrower Total Proposed Monthly Payments.
Base Incorme g 19,160.00 5 $ 19,160.00 Burroner's Rirmary Residence
Other Income 5 3 $000 First Morigage P8I 6.621.00
Positive Cash Row 5 S $_0.00 Secord Morigage F8I E
{stbject propaty) - Hzard Insuanoe §437.00
Totl oome § 19,160.00 §0.00 § 19.160.00 Taes §593.00
Morigage haurance
Qualifying Ratios LoantoValue Ratics HOAFees
Primary Housing Expersefncame 31.93 % LV 80 % LessaGround Rent
Tod 51.02 % CLTVILTV 80 % Oher
Dett-pHousngGep Raio(Freadie) % HALTVHILIV ] Total Rimery Housing Experse
Other Ctikgatans
Qualifying Rato Level of Froperty Roview Negative Cash Flow ]
0 Note Rate % [ Extedooirtenor (subject property)
o %MoeNteRale — % [)BtesorOvy Al Qher Norbly Rayrrerts $ 2.125.00
D % Bulow Note Rate % [DNoAprasal Total Al Marthly Payments $9.776.00
B e % Fom Nurber:
O Gher % Borrower Funds to Closs
Py ¢
mortgage guaranty

insurance corporation
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MGIC

6. I’m so sorry to bother you, but I’'m struggling with a high
debt-to-income ratio on this loan. If | obtain a YTD P&L
provided by the CPA firm on their letterhead, can | use the
P&L income in my income calculation?

mortgage guaranty
insurance corporation
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MGIC

I’m so sorry to bother you, but I’m struggling with a high
debt-to-income ratio on this loan. If | obtain a YTD P&L
provided by the CPA firm on their letterhead, can | use the
P&L income in my income calculation?

-

Hi again, Jay. Just because the YTD P&L is on the CPA
letterhead, it does not make it audited. Those are
extremely rare and, therefore, you should not include
the YTD figures in your income calculation.

mortgage guaranty

insurance corporation 58

58
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List of items requested from borrower:

. Explanation of NOL

. Copy of note (mortgages due < 1 year)

. Explanation for declining income

. YTD P&L statement

. 3 months of business bank statements

. 12 months of cancelled checks — business pays auto leases

. 2 months of bank statements verifying an additional $30K
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Email from borrower

o)

File Message Insert Draw  Options  Format Text  Review  Help

ﬁv|BIQﬁvﬁv--- B~ @~ &~

[ ~ ¢ | aptos Body) “|

il

| To | Jay.LoanOfficer@anybank.com:
| Cc |
Send
Subject Anszwers to your questions

Good afternoon, Jay,

bank statements for the additional $30K needed for closing. This is still pending.

2024. This was in preparation for an expansion and expected higher profits for 2025.
Thank you

Referral Borrower

mortgage guaranty
insurance corporation

@) No Label ~

I have just uploaded the documentation that you requested during our phone call and your subsequent email. The only missing item is the

You will note from the letter of explanation, that the business purchased additional auto parts in preparation for a new service contract that
we obtained in the last quarter of 2024. Although it may appear that the profits went down, this was due to the cost of goods allocated in

61
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5-step process m

4 \
b ]

1. 2. 4. 5.

Assess Cash flow Validate Determine
business taxes P&L income

mortgage guaranty
insurance corporation

]
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mortgage guaranty
insurance corporation

MGIC’s P&L Statement

Analysis

Profit and Loss Statement Analysis

MGIC

S Corporation Cash Flow

Use of this information is discretionary. FOLLOW INVESTOR GUIDELINES.

X ] 'S CORPORATION Speedy

Time Frame (i.e., YTD, quarterly):

Date From:

Date Paid Through:

Net Income:

Deduct nonrecurring income: ( )

Add nonrecurring loss:

Depreciation:

Depletion:

Amortization/Casualty Loss:

Other:
SUBTOTAL $ - $ -
by O
shareholder's Share of Income (Loss): 3 o £y =
Wages:
Total Income: s = s =
Monthly Income: ¢ - P =
0 | scorroration
| sam Liquidity | Comparative PaIL Help Doc Microsoft Instructions

63
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Cash flow
YTD P&L

mortgage guaranty
insurance corporation

Profit and Loss Statement Analysis

X ] 5 CORPORATION

SPEEDY REPAIR SERVICES

Time Frame (i.e., YTD, quarterly):

Date From:

Date Paid Through:

Net Income:

Deduct nonrecurring income:
Add nonrecurring loss:
Depreciation:

Depletion:
Amortization/Casualty Loss:

Other: Meals

SUBTOTAL
Multiplied by Ownership Percentage:

Shareholder’s Share of Income (Loss):

Wages:

Total Income:

Meonthly Income:

YTD
1/1/2025
4/15/2025
S 67,250.00
{ ) |
S 8,750.00
s (535.00)
5 75,465.00 ]
50%
5 37,732.50 5
s 40,000.00
5 77,732.50 5
5 22,209.29 ]

64

64

64



4/30/2025

C I fYTD d pri
. . 2
Profit and Loss Statement Analysis SAM Cash Flow Analysis Worksheet MGIC
Evaluate business income as required by your investor.
X ] 5 CORPORATION SPEEDY REPAIR SERVICES | SCORPORATION Name: SPEEDY REPAIR SERVICES 08 02
Time Frame (i.e., YTD, quarterly): YD SCHEDERT
37 Ordinary Income {Lass): LINE 1 If > Distributions see add equirement: § 132,550.00 $ 142,000.00
Date From: 1/1/2025 38 NetRental Income (Loss): LINES 2 & 3 1 > Distributions see additional requirement
Date Paid Through: 4/15/2025 SUBTOTAL § 1ss000 § 100000
Net Income: 5 67,250.00 FORM W-2
Deduct nonrecurring income: { ): 33 Wages:\W-2, Box5in $ 85,7000 $ 10500000
Add nonrecurring loss: —
Depreciation: s T 50 Deduct nonrecurring incomefadd nonrecurring loss: 175 1 & &
Depletion: 41 Depreciation: LINF 1 $ 25,750.00 S 17,500.00
Amortization/Casualty Loss: 142 Depreciation (FORM 8825): LINE 14
Depletion: LINE 1
Other:  Meals 3 (535.00) [ depenon
44 Amortization/Casualty Loss {onlyif noted): rom attached statement
45 Mortgages or Notes Payable in Less Than 1 Year: Schedule | UNE 17, Column d ( )
SUBTOTAL § 75,465.00 _—
145 Non-Deductible Travel and Entertainment Exclusion: Schedule 1 (s 250000 ) ($ 2,200.00° )
Multiplied by Ownership Percentage: 50%
SUBTOTAL § 2,500 $ 1530000
Shareholder's Share of Income (Loss): 4 37,732.50 L i o Pt e o
Wages: g 40,000.00 Shareholder's Total Share of Income {Loss) $ 11,625.00 $ 7,650.00
Total Income: ¢ 77,732.50 §229,925 $254,650
Monthly Income: 3 22,200.29 2 = $19,160 H2=%$21221
mortgage guaranty 65
insurance corporation
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5-step process

1. 2. 3.

Assess Cash flow Cash flow
business taxes P&L

mortgage guaranty
insurance corporation

5.

Determine
income

66
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1. Compare to prior year’s tax filing
2. Supportwith LOE if needed

3. Validate with bank statements if needed

mortgage guaranty
insurance corporation
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Comparative

Income Analysis

Does this

support the
LOE provided

by the

borrower?

mortgage guaranty
insurance corporation

Comparative Income Analysis Worksheet

MGIC

Catouiating trend radior whioh compans inoome tisisment BaCOURTE from Gee year 1o the ned lsan

ansirze o growin

User tips for macro-free version:

- Baiect tax PERMIE) FrOM DUCIECE TATUMD S STAST BDOTCRDIS Bns Hemc

= Eniar ciats of the VD FEL WOMKERas! WIN SR SNTUENTS

Boe rrsirliges mobiont snd 2 o sxpand Widden seotions
T e 2024 v
0 a2sm00 & sTcses & 4uz.258

Gross Receipts/Sales $ 475,000 $ 491,143

% Change +12% +3%
Gross Income $ 425,000 $ 475,000 $ 491,143
(Gross Receipts/Sales - Returns & Allowances)

% Change +12% +3%
Cost of Goods Sold (C $ 75.000 s 127,500 $ 71.143

% Change +70% -44%
Expenses s 200,000 TATR " T 257500 SSam TS 217286 +lAn T |
(CGS + Total ded fTotal exp )

% Change +29% 16%
Gross Profits $ 350.000 s 347,500 $ 420,000
(Gross Receipts/Sales - Returns & Allowances - CGS)

% Change -1% +21%
Taxable Income $ 225.000 +53% $ 192,500 +41% ™ $ 273,857 +56% **

% Change -14% +42%

% of ed to Gross | % of Taxable | ed to Gross |
vu
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5-step process

1. 2. 3.

Assess Cash flow Cash flow
business taxes P&L

mortgage guaranty
insurance corporation

4.

Validate
P&L

o

Py

r \
L y

]
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Cash Flow Analysis Summary 2024 2023 MGIC

Schedule K-1 SPEEDY REPAIR SERVICES S 132,550.00 142,000.00 $ 11,045.83 12 \
] W-2Wages SPEEDY REPAIR SERVICES S 85,750.00 105,000.00 S 7,145.83 12
] Form 11205 SPEEDY REPAIR SERVICES S 11,625.00 7,650.00 $ 968.75 12
N S Corporation SPEEDY REPAIR SERVICES Subtotal S 229,925.00 $ 19,160.41

CORPORATION CASH FLOW SUBTOTAL:
] W-2 Wages $ - 12 $ - 12 $ = 24
Form 1120 $ - 12 $ - 12 $ - 24

e : one B

Comments / Notes (For a new line, hold Alt and press Enter)

12 month average of 2024 was used due to declining income. YTD P&L dated 4/15/25 shows busiess earnings have
stabilized. Borrower has provided LOE indicating that year end purchase of good in 2024 was cause of declining income

mortgage guaranty
insurance corporation
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MGIC

7. One last question on this loan (I promise). The borrower
has provided 12 months of cancelled checks to prove that
the business pays the 2 auto leases shown on the credit
report. Is that all that is needed to omit these debts?

mortgage guaranty
insurance corporation
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mortgage guaranty
insurance corporation

MGIC

One last question on this loan (I promise). The borrower
has provided 12 months of cancelled checks to prove that
the business pays the 2 auto leases shown on the credit
report. Is that all that is needed to omit these debts?

Glad to hear that you were able to obtain evidence that
the business pays those large auto lease payments.
Make sure that the accounts have been paid on a timely
basis and that the tax returns evidence the reporting of
the debt paid by the business.

\
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U.S. Income Tax Return for an S Corp

OME Mo 1545-0123

e 1120-8

Do not file this form unless the jon has filed or
tapersmant of s Tmanry carmoeation.

corporati
i atisehing Form 2553 1o slect 1 be an S

2024

irnemal Reverue Senice. Go b wwrwirs. g, far ions and the latest
For calendar year 2024 oy innin 2024 snding .20

A S oiectan efiective dats D Emplayer

& Bl iy code Nismber, treet, and room or sufe o, Ha PO box. see instrucions,
rtnctions)
PRINT

€ Diate incorporated

Ty o T morie o s, Sy, S B o Foreign et woce
T Cemr s s ] s

¥ Tolal assets (so msiructions)

G s the corporaton slecting 1o be an S corporation neqlnr\lrg ‘With thas tax year? See nstruchons. | | Yes | | No
H Check if: (1) [1Finalretum {2) ("] Mame change "] Address change {4) ("] Amended retum  {8) [}8 electian temination
1 Enter the numoer of shareholders who wers sﬂuwnldars dusing any part of the tax year :
J_Check if comporation: {1) [ ] Agorensted activities for section 465 at-risk purposes {2 [ Brouped smm.gsuymnm ‘sa possha Golkdly PEpOSEs.
Caution: include only trade or business income and expenses an lines 18 through 22. See for
1a (Gross mcsipts or sakes b Less retiers and slowances © Balance ic
o| Z Costofgoodssoidiattach Fomm 1126-A) . . - . . . . . . . - . - . . . . . 2
E 3 Goss profi. Subtract line 2 from line ic . : : 3
S| 4 Metgain foss) fram Fomm 4797, Part I, line 17 (attach Formarem | 5 = a
T | § Other income floss) see instructions —attach statement) . . 5
& Tnlxi income (loss). Add lines Stheough8 . . . . . . . 23 &
T of oificers | Form 11256) . . . . R ¥
|l e SM and wages flessemployment crediits) = . . . . . . . . . . L L L o ]
Z| o Repairs ana maimsnance . . s mm o sE FER o saE REm w s )
E 10 Baddebtz o . . . . 10
1. Benm.l . Cosii Die osiE Goe sk bne S R sie i 2iE s ok 1
I 13 Interest (see instructions) i i i : H 13
T R g e e e L e
15  Depletion [do not deduct ofl and gas depletion) . IR | DI 15
& |16 Adwesing . . Sl e MR s B E s dh B oS bl
2 (47 Pension. profi-shanng, sic.. plans . e [l
18 Empoyesbensftprograms . . . . . - - . . . o . . oo oo oo .o oo 1
20 Other deductions {attach statement) - B o o o ET
__|22 ordinarybusiness income (ioss). Subtract ine 21 fromiine 6 . . . 22
23a Excess net passive income or LIFO recapture tax (see p: [23a]
b Taxtrom Schedule O (Form 1120-8) . . . . N
& Aad lines 23a and 230 (ses instructons for addiional taxes) | . | i o 2ac
£ | 24a Cument year's estimated tax payments and mamdmg vear's wErpaymeﬂl
§, credited 1o the cumsnt year 24a
S| © Taxoeposted with Form 7004 . . N
£| & Croot for foseral tox paic on fusls (atach Fomm a138) s
% d  Elective payment election amount from Form 3800 . e .. [29a
5 z Add lines 24a through 24d . s & S S o= S 24z
|25  Estimated tax penalty (see Ins(rucunns} Check if Formn 2220 is attached R - -0 =]
26 Amount owed. If ine 24z is smalier than the total of lines 23c and 25, enter amount owed A
27  Overpayment. If ine 24z Is larger than the total of lines 23¢ and 25, enter amount ovsrpaid . . 27
E] Elwerumrmm line 27 _Credited to 2025 tax 28

~clor panafies of perpary, | deciare that | hav
sign Behi, 1E Tia, SOnPacE. S0 ZorSRte. DECAraton o AeaRarat (i 1P Hpayar = BaLac o1 A1 FASAGn B APRCH BrSRArer nas

Y net o oy ot i

Tz the i R
i 5 e o bt
Sna iz

Sigranra of aficer Gate. Tie v
Paid PrintType preparer s name. Proparers sgraturs Datz Gheck L] # I T
st ermployedt
Preparer
FrmsEN
Use Only gy

For Paperwork Reduction Act Nolice, see separste instructions. Can, Na. 11690H

Farm 1120-8 wozs

mortgage guaranty
insurance corporation

onfirming that the
business paid the debt

1. Auto loan payments listed as
interest deductions

2. Auto lease payment will be on
a separate schedule
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Email from borrower

2 () @ ~ S Assetdocumentation - Message (HT.. D search m - O
File Message Insert Draw Options Format Text Review Help

o~ x&" Aptos@ody) v~ 11 v B I U £ -~ A ~ ..

‘ To ‘ Jay.LoanOfficer@anybank.com
I Cc
Send ‘ .
Subject Asset documentation @ No Label v

Good morning, Jay,

I was working on getting you the copies of the asset statements from my investment account. This has been hampered by the fact that my very
efficient wife has packed all of our important documents in preparation for our move to the new house.

I was thinking though, since | have already provided you with the most recent business bank statements, which show assets in excess of the
money needed for closing, can we simply say that | will be using business assets for the remainder of the funds needed?

Let me know. At this point, | feel like | have provided you with everything except my first-born son.

Thanks

Referral Borrower

mortgage guaranty
insurance corporation
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MGIC

8. Please don’t kill me. My borrower now wants to use
business assets for the missing $30K for closing, as he
has already provided 3 months of business bank
statements. Can we use those funds and get

cleared to close?

mortgage guaranty
insurance corporation
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mortgage guaranty
insurance corporation

MGIC

Please don’t kill me. My borrower now wants to use
business assets for the missing $30K for closing, as he
has already provided 3 months of business bank
statements. Can we use those funds and get

cleared to close?

ﬁly, this change will result in the loan going back into
underwriting. | seem to remember that you were really
tight in your liquidity ratio calculation. If the borrower is
going to use business funds for closing in the amount
of $30K, then that amount would need to be deducted
during your liquidity test. | don’t think that is going to
\work in this case.
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for your questions

Time

1
[s¢]
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Fannie Mae

How should | document my self

employed borrower files?
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Tax return documentation

b H o
Borrower’s ownership > 5 years Most recent year's business returns

Most recent 2 years' 1040s
Most recent 2 years' business returns

Fannie Mae - Lender may waive business returns if:

1. The borrower is using personal funds for down payment and closing costs
2. Borrower has been SE for at least 5 years in the same business

3. Individual tax returns show an increase over the past 2 years
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7 7 How can | minimize
0 | : the documents
v < requested while
Y, ':}?\’ staying compliant?
AV
.ﬁ\d :\‘ \‘1
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Borrower has not filed ’
2024 1120S. Do we
analyze 2024 W-27?
Can we leave out the
2024 W-27?
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What tax returns are needed?

CAUTI 0 N Most recent tax returns filed with the IRS
Tax returns — most recent calendar year not yet available
WATCH 1. Obtain a copy of the extension

YOUR STEP 2. Obtain IRS response from filing of IRS Form 4506-C

mortgage guaranty

insurance corporation 86
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Extension Form 4868

: 4868 Application for Automatic Extension of Time OMB No. 1545-0074
o To File U.S. Individual Income Tax Return A

Diepartment of the Traasury 2@24

Iniemal Aevenue Service For calendar year 2024, or other tax year beginning « 2024, and ending + 20

N identification Pa

1 Your name(s) (see instructions) < 4 Estimate of total tax liability for 2024 . . § >
SeFelehalod cornanis,

Address (see instructions) 6 Balance due. Subtract line 5 from line 4.
Seainstructions. . . . . . . s
7 Amount you're paying (see instructhons) .

City, town, or post office State ZIP code 8 Check here if you're “out of the country” and a U.S. citizen
or resident. Sesinstructions . . . . . . . . . Ll

9 Check hera if you file Form 1040-NR and didn't recelve
wages as an employee subject to US. income tax .
wthbolding: - o0 =0 i oo Ui el EFES E eRlTED § )

For Privacy Act and Paperwork Reduction Act Notice, see page 4. Cat. No. 13141W Form 4563 (ezd)

2 Your social security number 3 Spouse’s social security number

Addltlonal due diligence

Review of tax liability on IRS Form 4868 (Extension)
* Analysis of financial statement since last tax filing
* Review of most recent 3 to 6 months’ business bank statements
* Review of W-2s, 1099s and/or K-1s

mortgage guaranty
insurance corporation
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Answers:

a) Since the business has
been in existence for over
five years, only the 2023
1040s and 1065s are
required

Two years of personal tax
returns as well as 2023
1065s

88 MORTGAGE GUARANTY
INSURANCE CORPORATION
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Freddie Mac - Business structure change

Freddie Mac Home Single-Family Division Multifamily Division Capital Markets Division Renters, Buyers and Owners

-~ 3
FreddieMac SeI‘I:rISerwcer Guide Home Seller/Servicer Relationship Selling Servicing Q search the Guide View All  ~~
Single-Family Guide —_—

(i) Business structure change

The following table contains requirements and guidance pertaining to a business structure change:

Business structure change
Topic Requirements and guidance

Business If the Borrower changed their business structure (e.g., sole proprietorship to S-corporation, S-

structure corporation to corporation), the Borrower's ownership interest percentage must not change in

change order for the current and prior business structures to be considered the same business.
Additionally, the Seller must not have knowledge, information or documentation that other
changes occurred (e.g., change of products and/or services, location), and there must be no
indication the change had a negative impact on business revenue or expenses. The Seller must
document their evaluation in the written income analysis. If any of these requirements are not
met, then the current and prior business structures must be treated as different businesses.

mortgage guaranty
insurance corporation
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? What do | do if my
borrower’s business
0 | y  Changedits name or
v . 6 business formation
g’ A . _ t)
VA EA mid-year”
ANEA
¥ %
! a\é}
¢ [ go

90



4/30/2025

Business changed formation 6/30/22

SAM Cash Flow Analysis Worksheet MGIC
Cash Flow Analysis Summary

= To modify the Total No. of Months, select the applicable number from the # mo. drop-down box.
= To exclude a Subtotal from Qualifying Income, select the box to the left of the dollar amount.

Subtotal
s 10,000.00
PERSONAL CASH FLOW SUBTOTALS: 2024 2023

Qualifying Income

Subtotal #mo. Subtotal #in
Llnrotar = mo. Susrotar .
I:I Schedule C 6/30/22 BUSINESS CHANGED TO LLC s - o £3 58,060.00 é 3 9,676 67
NESOTA

]
PARTNERSHIP & S CORPORATION CASH FLOW LS:
Schedule K-1 NEW BUSINESS FORMATION s 45,000.00 Bl s 35,000.00 s a,444.44
W-2 Wages NEW BUSINESS FORMATION [ s 30,000.00 N s 25,000.00 s 3,055.56
Form 1065 NEW BUSINESS FORMATION [ s 6,900.00 B s 4,750.00 s 647.22
Partnership NEW BUSINESS FORMATION Subtotal s 81,900.00 s 64,750.00 s 8,147.22

[[rmmmee G - ==

Comments / Notes (For a new line, hold Alt and press Enter)

BUSINESS CHANGED FROM A SOLE PROPRIETOR ON 6/30/23. llc WAS FORMED AND FILED 1065 IN 2023 AND 2024

mortgage guaranty
insurance corporation
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What do | do if the
corporation owns
the rental
property, but the
mortgage is in the
borrower’s name?

92
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Answers:
a) No, all business losses
must be considered.

b) Yes, secondary self-
employed income can be
ighored

It depends

93 MORTGAGE GUARANTY
INSURANCE CORPORATION

4/30/2025
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Borrower has been self-
employed since 6/30/23.
2023 cash flow is
negative. The 2024 P&L
shows a little more
income.

Can you consider using
income where itis not
quite 2 years? Or must we
use the negative income
for 20237
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95

A 2-year history is
required

Exceptions —with at least a
12-month history

a) Borrower receiving same or
greater income in similar
field or position

b) Borrower in a similar
occupation in which they
had similar responsibilities

4/30/2025
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7 What are my options
when my self-employed
. B borrower isn’t paying
v <0 themselves yet, but the
| % "f{ business is generating
LN B income?
Y 5.5
! a\é}
il . O .
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K-1 without
distributions

mortgage guaranty
insurance corporation

L7124
OfdB o 15480123
Schedule K-1 t Year Inco ;
(Form 1120-S) ivd Other thems
trrent of the Tre 1 | Ordinary businpss incoma floss) 13 [ Credits
$85,000
tegrning S
Shareholder's Share of T Ot e b B
Credits, etc.
== & [inrere= incoma
A Compormion’s emgloyer ioerfication numser Sa | Ordinary dividends
12-3456789
B8 Comporation's name, addmess, city, state, and 28 code &n | Guakfing drisands. 14 | Schecule K-3 is attachad if
Sample B cheie . -8

23 Corpor. Ave

& |Acyallies U5 | Alterrstn meremom tax (AMT) o

7| et shart-temn capeal gain doas)

© RS Center where corpantion filed retum
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D Gomoration's total numer of shares
Beginning of tax yaar

B | Colioctibies (2856 gain fioss)

End of tax year
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X0l Information About

8 | Net section 1231 gain flass; 16 | tems afiacting sharchcider basts|
D

E  Sharshoicer's idenbhying mumber
12345 6789

F1  Sharshoiders name, adaress, cty, sta, ana ZIF cods

F2 I tha sharahoider ia a dizogarded entity, @ truat. an stals. or & RominEe or
anter or antty for reporng:

N Name

10 | Other moome (loss)

17 | Crnar maarmatien

F3  What typa of emity &1

| Section 178 ceduction

12 | Cther decuctions

€ Guront year alosation percantage - : 50 %
M  Sharehcicer's numoer of shares
Beginning of tax year
End of tax year
© Loana tram sharshaiger
Begining of takyear . . . S
End of tax year o G - %
o
%
= 8 ] Mone than o actuty for strisk pumosas
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5
i * See attached statement for additional information.
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How can | calculate
business liquidity?
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MGI‘ Rates Underwriting Ordering / Training

Servicing

Magic Minutes training series

Business
liquidity

mortgage guaranty
insurance corporation

Tools

Mortgage
Connects

About
MGIC

Get a quick quote
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Purpose of cash flow analysis

Verify qualifying income that is:
» Stable

* Likely to continue
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'] Connects

Self-employed borrower and income analysis
calculators

Edinable and auto-calculating worksheets fitted specifically for loan officers and monigage pros.

Gain instant access to MGIC's
enhanced self-employed borrower
and income analysis calculators

Updated for 2024

Gain access now -

4/30/2025
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SEB and income analysis
calculators and resources

MeIC > undeswriting > b >

M G I C Updated calculators
Our editable and auto-calculating worksheets are designed for speed and accuracy. We recommend you use the macro-enabled

versions. but also offer macro-ffee alternatives.if you cannot use Excel worksheets with macros. To leam more, download oL
Calculator FAQs or watch the overview videos below.

W O r ks h e e t s LA i B ok i <y i S

Allinone calculator Allin-one calculator Income calculator Rental calculator New

All-in-one All-in-one Empl "
self-employed dms‘oyr.nen :
S O calculator
Full workbook Condensed version
Allin-one self-employed Allin-one self-employ ¥ & other income Rental income calculator
income calculator updated for income calculator updated for calculator updated for tax year 2024
tax year 2024 tax year 2024
ncormorates 4 from a principal
clading SAM cas unit), investment
iquidity, comparative ome (1 y ness rental by
analysis and PL statement snd gross up non-taxable Income reviewing tax returms of feases
s (2/10/2025) (1722025 (1/2/2025)

Download macro- ro-free s

— o OSSR MGIC
P ...
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mgic.com/seb-webinars

mortgage guaranty
insurance corporation
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MGIC -

4/30/2025

Webinar series: Analyzing Self-Employed Borrowers

Getting Started &he Sole
Proprietor

Looking &t Income from
Farming

Concentratingon S
Corporations UCs

Using Rental Income from a
wned Property

remial iresme

Corporations &
stements

A

Overcoming Tough
Challenges
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Dig deeper

www.mgic.co agic-minutes

mortgage guaranty
insurance corporation

4/30/2025

Magic Minute
series

Count on MGIC's on-demand videx
mortgage industry knowledge in 1

Analyzing
Income

Analyzing Self-

Employed Income

This new training series helps you to
confidently calculate the qualifying
income of a self-employed borrower
and determine your borrower’s ability
to make mortgage payments in the
future.

Explore the senies »

106

106



mortgage guaranty
insurance corporation

107

Rates o rdering Servicing 3 nects Get a quick quote

Magic Minutes training series

MGIC > training > Magic Mimutes Training Series >

Analyzing Self-Employed Income

o) oy el o)

Hegic Mimyiny

S

Eligibilty requirements Business structures Documentation requirements Cash flow analysis

4/30/2025
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Let us earn
your business

Get a free Ml quote Explore training . Connect

MD & special events MGIC account manger

mgic.com/contact

mgic.com/MIQ mgic.com/training Training email
training@mgic.com
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Thank you for

choosing MGIC

mgic.com

MGIC




