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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the information may be outdated due to the rapidly changing nature of the residential 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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Knowledge leads to confidence! 
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Income 
calculation tools
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What do I need to start?

Loan application
• Tells borrower’s story

Tax returns
• Personal

• Business

• 1 or 2 years of each

Worksheet
• Documents your decisions
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Who is 
self-employed?

Any individual who 
has a _____  or greater 
ownership interest in 
a business.

25%
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The Uniform Residential Loan Application (URLA)

x
x
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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

When can 
self-employment 
income be used?
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Business must be 
financially stable
1. Do business earnings 

trends support the 
likelihood that cash flow will 
continue?

2. Will the business generate 
sufficient income AND is 
there a history of 
distributing income to the 
borrower?

When can 
self-employment 
income be used?
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How many years of tax
returns are needed?
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Cash flow 
worksheets
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All-in-one 
self-employed 
income 
calculator

Excel XLSM – macro-enabled

Excel XLSX – macro-free 

Excel XLSX – macro-free short 
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mgic.com/seb

13



4/3/2024

14

mortgage guaranty
insurance corporation
mortgage guaranty
insurance corporation 14



4/3/2024

15

mortgage guaranty
insurance corporation

SAM
cash flow 
analysis 
summary

Each business subtotals
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Tax forms:
Personal and 
business
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2022 
Personal 
Return –
Form 1040

Pages 1 and 2
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Schedules 
1, 2 & 3
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1040-SR

• Same line items

• Same schedules

• Same income 
reported
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5 business structures

20

Sole
Proprietorship Partnership S Corporation CorporationLimited Liability 

Company
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Infographic: 
Characteristics 
of 5 common 
self-employed 
businesses
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Sole Proprietor

mortgage guaranty
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Liability
Owner has unlimited

liability for any
debts incurred by

the business

Definition
Unincorporated

business
with 1 owner

Simplest but riskiest
type of business

Taxation
Owner reports income

on Schedule C 

Owner is taxed at the
individual tax rate
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Sole proprietor 
income flow

Net profits/losses 
reported on 1040 

Schedule C

1040 – Schedule 1

1040 – page 1, line 8
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Follow the money
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Now what?
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Taxable income 
vs. cash flow
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3 key
concepts

Noncash expenses

IRS limited loss/expenses

Recurring and nonrecurring 
income and expenses

1

3

2
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Noncash expenses
• Expenses deducted from taxable income that do not 

require actual cash payment

• Common types of “noncash” expenses 
• Depreciation
• Depletion
• Amortization

• Add back to cash flow if included in total expenses 

• Schedules C, E & F and business returns
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IRS limited loss/expense
• Limits loss/expense a taxpayer can deduct

from taxable income

• Most common limited expense:
• Meals

• “Nondeductible” portion must be deducted
from cash flow

• Schedules C & E and business returns

Note: Per IRS Notice 
2021-25, the IRS will 
temporarily allow for a 
100% deduction for 
expenses paid or 
incurred in 2021 and 
2022 for food or 
beverages provided by 
a restaurant. Please 
consult your internal 
guidelines as to how 
to proceed.
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Recurring and nonrecurring
income and expense
Recurring

• Income: Expected to continue 3 or more years

• Expense: Day-to-day cost of business operations

Nonrecurring
• Income: One-time occurrence 

(e.g., sale of an asset, prize)

• Expense: Extraordinary one-time occurrence 
(e.g., casualty loss)
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Subtract
• Nonrecurring income
• Account for limited 

IRS expenses
• Review mortgages 

due in less than a year

Add back 
• Noncash expenses
• Business use of 

home  
• One-time losses

Start
with taxable 
income

Taxable vs. qualifying income
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Meet the borrowers
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Loan 
application

Case study, pages 
10 - 12
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Borrowers’ businesses
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2023
Form 1040

Case study, pages 
16 - 17
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Schedules 
1, 2 & 3

Case study, pages 
18 - 19
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SEB 
Documentation 
Matrix
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James & Jessica 
Johnson 

• Married, no dependents

• James has an interest in
3 companies

• Jessica has an interest in
2 companies

• Own 3 rental properties
(Schedule E, page 1)
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Meet James Johnson

Sole proprietor of Property Maintenance Ninjas
Schedule C

25% partner in Hide Away Storage
• Schedule E, page 2
• Partnership (1065) Schedule K-1
• Form 1065

50% shareholder in J & J Property Solutions
(S corporation)
• Schedule E, page 2
• S Corporation (1120-S) Schedule K-1
• Form 1120-S
• SEB W-2 may also be required
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Meet Jessica Johnson

50% partner in Equitable Property Group, LLC
(property owner) 
• Schedule E, page 2
• Partnership Schedule K-1
• Form 1065
• Form 8825

100% owner of Creative Design Concepts, Inc. 
• SEB W-2
• Form 1120
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Schedule C
Sole Proprietorship
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Property Maintenance Ninjas
We win the battle against wear and tear 

YOUR ONE-STOP SHOP FOR BOTH RESIDENTIAL AND COMMERCIAL MAINTENANCE NEEDS SINCE 2021

Benefits
Our skilled team is 
dedicated to ensuring 
that your property is kept 
in pristine condition 
while providing efficient 
and cost-effective 
service.

Services
• Routine maintenance & repairs
• End-of-tenancy repairs
• Inspection punch-lists
• Renovations

Specialties
• Cleaning
• Painting
• Carpentry
• Plumbing
• Electrical work
• Window repair

propertymaintenanceninjas.com
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Noncash expenses
• Depreciation
• Depletion
• Amortization
• Business use of home

Limited IRS deductions
• Meals
• Travel & entertainment

Nonrecurring
• Other income
• One-time expenses

44



4/3/2024

45

mortgage guaranty
insurance corporation

2023
Schedule C

Case study, page 23

Is there a 
demand for the 

business product 
or service?  

Is the 
business in 
existence?  

What is the 
location and nature 

of the borrower’s 
business?

Will the business 
continue generating and 

distributing sufficient 
income to enable the 
borrower to make the 

payments on the 
requested mortgage?
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What is 
needed to 
retain other 
income?

Other income must be 
identified

Need to understand how it is 
related to the business 
operation

Need to have an expectation 
of continuance – history

1

3

2
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2 types of depreciation 

Business equipment or machinery Vehicle depreciation 
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Add back 
depreciation

Business 
miles x 

depreciation 
rate

Depreciation 
is reflected

on line 9

Standard 
deduction

Actual expenses vs. standard deduction

No further
add-backs

Depreciation 
is included

in line 13

Actual 
expenses
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Schedule C
Part IV, 44(a)

Line 44 (a) is blank
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Up to 6 business vehicles
IRS Form 4562 – Section B, Line 30

1 business vehicle 
Schedule C – Part IV, Line 44(a)

Where to find business miles

Can also be found on separate statement
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Form 4562

54



4/3/2024

55

mortgage guaranty
insurance corporation

Checking for standard deduction

Checking the math:
18,000 (business miles) x .655 (2023 factor) = $11,790

DepreciationStandard DeductionYear

26¢56.0¢2021

26¢58.5¢1/1/22 through 6/30/22

26¢62.5¢7/1/22 through 12/31/22

28¢65.5¢2023

Form 4562, Line 30

Schedule C, Line 9 
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Business Miles x Depreciation Rate
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2023 cash flow is complete
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Please cash flow
tax year 2022

Ready
Set
Go

You can 
do this!
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Declining income . . . Now what?
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Word 
bank:

higher

averaged

lower

disregarded

1. If the trend in the amount of income is stable or increasing, 
the income amount should be ____________ .

2. If the trend is declining but has since stabilized and there’s 
no reason to believe the borrower will not continue to be 
employed at the current level, the ____________ amount of 
income must be used. 

3. If the trend is declining, the income may not be stable. 
Additional analysis must be conducted to determine if any 
income should be used, but in no instance may it be 
____________ over the period when the decline occurred.

averaged

lower

averaged
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Submission from 
Borrower

YTD P&L

Letter of Explanation

To whom it may concern, 

Please accept this letter as an 
explanation of the declining 2023 
income for Property Maintenance 
Ninjas. Last year was a year of 
expansion for us. We hired an 
additional technician and purchased a 
new work vehicle. Because of this 
additional staffing, we were able to 
obtain a new service contract, see 
attached. We expect for 2024 to exceed 
prior earnings history and, in fact, 
our YTD P&L shows an increase of about 
25% from 2022.
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Comparison
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Submission from 
Borrower

YTD P&L

Letter of Explanation

To whom it may concern, 

Please accept this letter as an 
explanation of the declining 2023 
income for Property Maintenance 
Ninjas. Last year was a year of 
expansion for us. We hired an 
additional technician and purchased a 
new work vehicle. Because of this 
additional staffing, we were able to 
obtain a new service contract, see 
attached. We expect for 2024 to exceed 
prior earnings history and, in fact, 
our YTD P&L shows an increase of about 
25% from 2022.
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Cash flow of YTD P&L
YTD P&L

Cash Flow P&L
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What is the earnings trend with YTD?
YTD Earnings 2023 & 2022 Earnings
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Determining qualifying income
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Final determination of qualifying income
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Purpose of cash flow analysis
Verify qualifying income that is:

• Stable

• Likely to continue
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TOOLS FOR 
SUCCESS!
TOOLS FOR 
SUCCESS!
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mgic.com/seb
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MGIC 
worksheets
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Training –
SEB 
webinars

mgic.com/training/seb
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Dig deeper

www.mgic.com/training/magic-minutes-training -series
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Explore Training

& Special Events

mgic.com/training

Get a free MI quote

mgic.com/MIQ

Connect 

MGIC account manger
mgic.com/contact

Training email
Training_mgic.com
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•Get a free MI quote:
mgic.com/MiQ

•Explore training:
mgic.com/training

•Connect with your rep:
mgic.com/contact
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Connect with us

MGIC Connects knowledge hub: mgic.com/mortgage-connects

Twitter: mgic.com/twitter

LinkedIn: mgic.com/linkedin

YouTube: mgic.com/youtube

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

mgic.com
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Answer key
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Analyzing earnings trends

/12 = $4,933 /12 = $5,788
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Word 
bank:

higher

averaged

lower

disregarded

1. If the trend in the amount of income is stable or increasing, 
the income amount should be ____________ .

2. If the trend is declining but has since stabilized and there’s 
no reason to believe the borrower will not continue to be 
employed at the current level, the ____________ amount of 
income must be used. 

3. If the trend is declining, the income may not be stable. 
Additional analysis must be conducted to determine if any 
income should be used, but in no instance may it be 
____________ over the period when the decline occurred.
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