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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generally accurate, the information may be outdated due to the rapidly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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|dentify 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 Yes, still only part of the pagel

MGIC 5
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1040 - Page 1

MGIC
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£1040-SR iz

Filing Ll Single
Status [ Head of hof

Same line items
Same Schedules
Same income reported
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Only 3 Schedules (down from 6)

MGIC
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New! Schedules
1,2&3

MGIC S
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Income Calculation
Tools

10
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e Loan application
Tells borrower’s story

 Worksheet
Documents your decisions

e Tax returns
Personal
1 or 2 years history

11



Cash Flow Worksheets

Fannie Mae

Business Name (optional):

Cash Flow Analysis (Form 1084)

Borrower Name:

This worksheet may be used to prepare a written evaluation of the analysis of income related to self-employment. The
purpese of this written analysis is to determine the amount of stable and continuous income that will be available to the

borrawer for loan qualifying purposes.

IRS Form 1040 — Individual Income Tax Return

1. W-2 Income from Self-Employment

2. Schedule B - Interest and Ordinary Dividends
a. Interest Income from Self-Employment
b. Dividends from Self-Employment

Year Year

(1 ¢ (+)

] I (+)

Borrower Name:

Form 91

Income Calculations
(Schedule Analysis Method)

iion of the income for a self-employed Borrower. This
loyed B ; the Seller's
1e determination of stable monthly income in Topic

i guidance for the analysis and treatment of the income
5304 and 5305.

- a self.

40

am I Year: | Year:

M (+)

3. Schedule C - Profit or Loss from Business: Sole Proprietorship

Met Profit or (Loss)

Monrecurring Other (Income) Loss/Expenses
Depletion

Depreciation

Mon-deductible Travel and Maals Expenses
Business Use of Home
Amortization/Casualty Loss

@ ~popoTo

4,_Schedule D - Capital Galns and Losses |

n IRS Forms 1040 and 1120 or 11205)

MGIC

(/=) (+-) ation (Section 5304.1(d))’ (+) (#)

(- (+-)

W (+) $ $

() (+), ensation of Officers, as applicable

() )

(#), (+),

(+) — (),

(+} (+)
Mgy S P (+) (+)
A, Lok [P

03/11/2020
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SAM -

Partnershio Cash Flow

MGIC

S Corporation Cash Flow

Evaluate business income as required by your investor.

xﬁD S CORPORATION Name:

SCHEDULE K-1

35  Ordinary Income (Loss): LINE 1 If > Distributions see additional requirements.

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

SUBTOTAL

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

NEED HELP?
Line-by-line
instructions link to
SEB manual

38 Deduct nonrecurring income/add nonrecurring loss: LINES 4 8 &
39 Depreciation: LINE 14

40  Depreciation ([FORM 8825): LINE 14

41  Depletion: LINE 15

42  Amortization/Casualty Loss (only if noted): LINE 12 from attached statement

43 Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d ( )
44 Travel and Entertainment Exclusion: Schedule -1, LINE 3b ( )
SUBTOTAL 5 -

45  Multiplied by Ownership Percentage

Shareholder's Total Share of Income (Loss) % -

[o] corroranon Name:
[0] CCORPORATION Names
[0] (CORPORATION Name:

03/11/2020
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SAM -

Schedule Analysis
Method

= Cash
Flow
Analysis

Summary ‘

= Each business
subtotals

MGIC
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Rental
Income
Worksheet

MGIC
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Taxable Income vs. Cash Flow

16
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3 Key Concepts
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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

18
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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

19
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Recurring Nonrecurring
Income & Expense Income & Expense

Income:

— One-time occurrence
(e.g., sale of an
asset, prize) )

Income:

Expected to continue

3 or more years
\_ .

r

Expense: Expense:

Day-to-day cost of { Extraordinary one-

_ _ time occurrence
N ration
\ business operations | (e.g., casualty loss) |

MGIC 20
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Business Types

21



Sole

* Note: In some

Schedule C

Proprietorship
» Schedule C

instances an LLC
may be filed with

Business Structures

« Form 1065
e.qg., General,
Limited & Limited
Liability
Company

* K-1 (Form 1065),
e.qg., General,
Limited & Limited
Liability
Company

« S Corporation —
Form 1120S

« K-1 (Form
1120S) and/or
W-2

» Corporation —
Form 1120 &
W-2

MGIC

03/11/2020
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Ownership Percentage

MGIC
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Documentation
Matrix

MGIC
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Meet the Borrowers
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John & Ginny Borrower - 1003 Summary

. * Married with no dependents
Jomtly  Own three rental properties

John e Sole proprietor of Tech in a Sec

J

MGIC
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Sole Proprietor
SCHEDULE C

03/1
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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

28
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SAM Cash Flow Worksheet

X ] SCHEDULE C - SOLE PROPRIETORSHIP

Name:

3 NetProfit (Loss): LIf

4  Deduct nonrecurring income/add nonrecurring loss or expense: LINE 6

5 Depletion: LINE 12

&  Depreciation: LINE 13

7  Meals or Meals and Entertainment Exclusion: LINE

8  Business Use of Home: LINE 30

9 Business Miles: page 2, part IV, LIN

10a x Depreciation Rate 2019: 50.26, 2018: $0.25, 2017: 50.25
10b =Total Mileage Depreciation

11  Amortization/Casualty Loss (only if noted): page 2, part v

SUBTOTAL

*Miles

*Miles

MGIC
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SCHEDULE 1
Form 1040

MGIC

30
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SCHEDULE C

[ZaE ncome |

MGIC

Case Study pg. 8; Manual pg. 23

31
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2 beplttions——v 12
13 Depreciation and section 179
expense deduction (not
included in Part lll) (see
instructions) . . 13 2,400.

Case Study pg. 8; Manual pgs. 23-25

b Deductible meals (see

instructions) . 24b 1,000.
31 Net profit or (loss). Subtract line 30 from line 29.
¢ |f a profit, enter on both Schedule 1 (Form 1040 or 1040-SR), line 3 (or Form 1040-NR, line
13) and on Schedule SE. line 2. (If vou checked the box on line 1, see instructions). Estates and ] 31 37,200.

32
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SCHEDULE C -
page 2

Case Study pg. 9;
Manual pg. 27

I WdUd  Information on Your Vehicle. (1

Business miles x = —
Depreciation factor

IEZIA  Other Expenses. L

MGIC I Casualty Loss 300. I 33
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Effect on Cash Flow Analysis

MGIC

/24 = $3,105

X ] SCHEDULE C - SOLE PROPRIETORSHIP 2019 2018
Name: TechinaSec 2019 2018 -

3 Net Profit (Loss): LINE 21 5 37,200.00 5 32,000.00
4  Deduct nonrecurring incomefadd nonrecurring loss or expense: LINE & 5 (3,500.00)

5  Depletion: LINE12

&  Depreciation: LIT 5 2,400.00 3 2,000.00

7  Meals or Meals and Entertainment Exclusion: LINE 24b [§ - 1,000.00 (s 1,000.00

g  Business Use of Home: LINE 30

9  Business Miles: page 2 NE 44a *Miles| 12000 *Miles 12000
10a x Depreciation Rate 2019: 50.26 0.25 5 0.26 s 0.25
10b =Total Mileage Depreciation 5 3,120.00 s 3,000.00
11  Amortization/Casualty Loss {only if noted): page 2, part v 5 300.00

SUBTOTAL 5 38,520.00 s 36,000.00
/12 =$3,210 /12 =$3,000

34
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John & Ginny Borrower - 1003 Summary

* Married with no dependents
 Own three rental properties

Jointly

J

John » Sole proprictorof Tech-in-a-See
MGIC
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Rental Income
SCHEDULE E
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SCHEDULE 1
Form 1040

4 Other gains or (losses). Attach Form 4797 . . . . . . . . . . . . . . . . . . . . 4
5 Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E . = 5 53,350.
6 Farmincome or (loss). Attach ScheduleF . . . . . . . . . . . . . . . . . . .. 6

MGIC s
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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

38



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

03/11/2020
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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)

40
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Rental
Income
Worksheet

MGIC

41
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SCHEDULE E
PITIA Calculation

03/11/2020

Case Study pg. 13; Manual pg. 39

[ s6,050/12 M= ————""

Verify mortgage payment:
e creditreport

Verify with statements:

e HOAdues
* flood insurance
e etc...

e monthly or year-end statement

MGIC

Fair Rental
Days
165
| 9 mswance. . . . . . . . . .. . ... [ 9] 300.]
12  Mortgage interest paid to banks, etc. (see instructions) 12 4,400.
13 Other interast 13
TR [16] 1,200.]
| 18  Depreciation expense or depletion . . . . . . [18 ] 2,500.]
|_19 Other (ist) » Home Owner's Assoc. Fees | 19 | |
21  Subtract line 20 from line 3 (rents) and/or 4 (royalties). If
result is a (loss), see instructions to find out if you must
21 -2,350

42
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SCHEDULE E
Traditional Calculation

MGIC

Case Study pg. 13; Manual pg. 39

I 18  Depreciation expense or depletion |
21  Subtract line 20 from line 3 (rents) and/or 4 (royalties). If
result is a (loss), see instructions to find out if you must
fleFomé198 . . . . . . . . . . . e

00

43
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Purpose of Cash Flow Analysis

Verify qualifying income that is:

v Stable
v Likely to continue

MGIC 44
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|dentified 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

03/11/2020
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self-employed borrower cash
self-employed flow analysis

Y 4 dd

home > underwriting > seb cash flow wo!

Available now

Analyze self-employed borrower cash f

Cash flow analysis w

What we know about self-employed borrowers will blow you away!

As business owners, self-employed borrowers' goal is to maximize Access the WOI'kSheeTS

income yet reduce tax liability. The problem with that is reducing tax

liabilities minimizes taxable income and makes qualifying for a loan Sign up for instant access to our SAM cash flow analysis, liquidity,
more challenging comparative and rental income worksheets.

Qur cash flow analysis worksheets promote ease and accuracy in
determining self-employed borrowers’ income.

" *First Name:
Cash flow analysis worksheets, tax |
year 2019
*Last Name:
Available NOW |

Our editable, auto-calculating worksheets help you analyze:
*Email Address:

- Cash Flow

- Liguidity
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Connect with us.

Twitter:

MGIC Connects Blog;:
LinkedIn:

YouTube:

Facebook:

03/11/2020
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Thank You

for choosing MGIC

mgic.com
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