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Personal Tax Return Review
Sole Proprietor
Rental Income

Evaluating 
Self-Employed 
Borrowers
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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generally accurate, the information may be outdated due to the rapidly 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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Objectives

■ Identify components of personal tax forms

■ Introduce cash flow analysis concepts

■ Convert tax entries into cash flow: 

 Schedule C Sole Proprietorship

 Schedule E Rental Income

■ Complete SAM Cash Flow Analysis and Rental Income 
Worksheets using personal tax returns
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Personal Tax Return
aka 1040
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2019 Personal Return - Form 1040
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Yes, still only part of the page!
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1040 – Page 1
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NEW! 1040-SR

 Same line items

 Same Schedules

 Same income reported  
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Only 3 Schedules (down from 6)
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New! Schedules 
1, 2 & 3
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Income Calculation
Tools
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What do I need to start?

• Loan application

• Tells borrower’s story

• Worksheet

• Documents your decisions

• Tax returns

• Personal

• 1 or 2 years history
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Cash Flow Worksheets
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SAM –
Schedule Analysis 
Method

NEED HELP?
Line-by-line 

instructions link to 
SEB manual
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 Cash              
Flow          
Analysis 
Summary

 Each business 
subtotals
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SAM –
Schedule Analysis 
Method
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Rental
Income
Worksheet
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Taxable Income vs. Cash Flow
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3 Key Concepts
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Noncash Expense

 Expenses deducted from taxable income not requiring actual 
cash payment

 Common types of “noncash” expenses 

 Depreciation

 Depletion

 Amortization

 Add back to cash flow if included in total expenses 

 Schedule C, E, F & business returns
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IRS Limited Loss/Expense

■ Limits loss/expense taxpayer can deduct from taxable income

■ Most common limited expense:

 Meals 

■ “Nondeductible” portion must be deducted from cash flow

■ Schedule C, E & business returns
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Recurring

Income & Expense

Income:

Expected to continue 
3 or more years

Expense:

Day-to-day cost of 
business operations

Nonrecurring

Income & Expense

Income:

One-time occurrence 
(e.g., sale of an 

asset, prize)

Expense:

Extraordinary one-
time occurrence

(e.g., casualty loss)
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Business Types
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Business Structures

Sole 
Proprietorship

• Schedule C

• Note: In some 
instances an LLC 
may be filed with 
Schedule C

Partnership

• Form 1065 
e.g., General, 
Limited & Limited 
Liability 
Company

• K-1 (Form 1065), 
e.g., General, 
Limited & Limited 
Liability 
Company

Corporation

• S Corporation –
Form 1120S

• K-1 (Form 
1120S) and/or 
W-2

• Corporation –
Form 1120 &   
W-2
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Ownership Percentage
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Documentation 
Matrix
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Meet the Borrowers
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John & Ginny Borrower – 1003 Summary

• Married with no dependents
• Own three rental propertiesJointly

• Sole proprietor of Tech in a SecJohn

26
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Sole Proprietor
SCHEDULE C
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SCHEDULE C

■ Sole Proprietor

 Single business owner

 Report profit and loss on Schedule C

 All profits flow directly to owner

 Owner pays taxes on profits

 In some instances an LLC may be filed with Schedule C
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SAM Cash Flow Worksheet 

29
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SCHEDULE 1
Form 1040

30
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SCHEDULE C

31

Case Study pg. 8; Manual pg. 23
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SCHEDULE C
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Case Study pg. 8; Manual pgs. 23-25
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SCHEDULE C -
page 2

33

Business miles x 
Depreciation factor

Case Study pg. 9; 
Manual pg. 27
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Effect on Cash Flow Analysis

34

/12 = $3,210 /12 = $3,000

/24 = $3,105
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John & Ginny Borrower – 1003 Summary

• Married with no dependents
• Own three rental propertiesJointly

• Sole proprietor of Tech in a SecJohn

35



03/11/2020

36

36

Rental Income
SCHEDULE E
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SCHEDULE 1
Form 1040

37
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SCHEDULE E

■ Supplemental Income and Loss

 Part 1/Page 1 

 Rental Real Estate and Royalties

 Parts 2 & 3/Page 2

 Income or Loss from Partnerships 
and S Corporations

 Income or Loss from Estates and 
Trusts



03/11/2020

39

39

SCHEDULE E

■ Source of rental income

 Subject 2-4 unit Primary

 Subject 1-4 unit Investment

 Non subject investment

■ Type of rental income

 Long term

 Short term
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Rental Income

■ How long property has been owned or in service

 Current calendar year

 Prior calendar year

■ If owned in prior calendar year(s)

 Long-term rental (generally 12-month Schedule E history)

 Short-term rental (generally 24-month Schedule E history)
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Rental
Income
Worksheet

41
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SCHEDULE E  
PITIA Calculation

Case Study pg. 13; Manual pg. 39

Verify mortgage payment:   
• credit report 
• monthly or year-end statement

Verify with statements:
• HOA dues
• flood insurance
• etc…
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SCHEDULE E 
Traditional Calculation

Case Study pg. 13; Manual pg. 39
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Purpose of Cash Flow Analysis

44

Verify qualifying income that is:



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Summary

■ Identified components of personal tax forms

■ Introduced cash flow analysis concepts

■ Converted tax entries into cash flow: 

 Schedule C Sole Proprietorship

 Schedule E Rental Income

■ Completed SAM Cash Flow Analysis and Rental Income 
Worksheets using personal tax returns
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Tools for success!
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mgic.com/seb



03/11/2020

48

48

Connect with us.
Twitter: mgic.com/twitter

MGIC Connects Blog: mgic-connects.com

LinkedIn: mgic.com/linkedin

YouTube: mgic.com/youtube

Facebook: mgic.com/facebook
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Thank You
for choosing MGIC

mgic.com


