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the information may be outdated due to the rapidly changing nature of the residential 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

• Convert tax entries into cash flow: 

• Corporation
• 1120 Corporation Form

• SEB W-2

• Review components of financial statements

• Trend Analysis using Comparative Income Analysis tool

• Your questions
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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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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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SAM
cash flow 
analysis 
summary

Each business subtotals
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5 business structures

10

Sole
Proprietorship Partnership S Corporation CorporationLimited Liability 

Company
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Infographic: 
Characteristics 
of 5 common 
self-employed 
businesses
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Corporation

Liability
Owners are not 

personally liable for the 
debts of the corporation

Losses are limited to 
amount of investment in 

company stock

Taxation
Business files Form 1120

The business pays the 
taxes for the business

The owner is taxed at their 
individual tax rate for their 

earnings

Considerations
Generally, the borrower must 

be 100% owner to utilize 
business cash flow for 

qualifying income 

Stockholders are considered 
employees of the business 
and can receive W-2 wages 

and dividends
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Definition
A legal entity that exists 

separate from its owners, 
who are shareholders
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Corporation 
income flow

Net profits/losses 
reported on IRS Form 

1120

Form 1125-E
(if gross receipts > $500,000)

Dividends (Schedule B)
and W-2 wages (page 1) 
reported on 1040s 
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Ownership percentage
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Form 1125-E

Missing Form 1125-E?
Try these options:

 Articles of incorporation
 Secretary of State website
 Follow YOUR internal 

guidance

Owner’s compensationOwner’s compensation

Owner’s nameOwner’s name

Owner’s interestOwner’s interest
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Can I use income from the 
Corporation cash-flow?
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SEB 
Documentation 
Matrix
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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

22

22



3/27/2024

23

mortgage guaranty
insurance corporation

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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SAM
Cash Flow 
Worksheet

mgic.com/seb
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Meet the borrowers
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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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Borrowers’ businesses
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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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creativedesignconcepts.com

Creative Design Concepts
Offering everything you need to transform your space

Founded in 2017, we are a public 
architecture, engineering, and interior 
design firm that creates solutions to 

transform your space and elevate 
your experience.

As both a CLASS A contractor and 
registered architect, Jessica 
Johnson and her team find 

solutions to common client needs 
and building demands.
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Corporation tax 
forms:  Personal and
Form 1120/SEB W-2
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Form 1040

Case study, page 16
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Form W-2

Case study, page 65
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Form 1125-E Owner’s compensationOwner’s compensation

Owner’s nameOwner’s name

Owner’s interestOwner’s interest
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Form 1120

Case study, 
page 57 
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Form 1120, Schedule L

• Line of credit
• Regular rollover
• Sufficient liquid assets
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Form 1120, Schedule L
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Schedule B

Case study, pages 29 -21
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Effect on 
cash flow 
analysis

$87,630.00 $67,826.00
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Cash flow analysis summary
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YTD Profit & Loss Business Returns
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YTD Profit & Loss
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Financial 
statements
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Commonly used financial statements
Income statement 

• Specific period of time
• Annual

• Quarterly

• YTD

Balance sheet

• Specific date
• March 31, 2024
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Who prepares the financial statements?
• Accountant

• Tax professional

• Borrower
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Audited or not … What’s the big deal?
Unaudited statements
• Majority of time
• Self-prepared or third-party prepared
• Used for supporting documentation
Audited statements
• Rarely received
• Requires third-party verification of information by 

examining records – costly and time-consuming
• May be used for qualifying

Support with LOE/balance 
sheet/bank statements

if needed
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SEB 
Documentation 
Matrix

49
mortgage guaranty
insurance corporation

49



3/27/2024

50

mortgage guaranty
insurance corporation

When are financial statements 
typically needed?
• Loan application is dated > 120 days after 

the end of the business’s tax year 

• Tax returns are on extension

• Significant income/loss difference between 
2 years of tax returns
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Financial statements 

Income statement 

• Profitability and growth

• Summary over time

• Revenues

• Costs/expenses

• Net profit

Balance sheet

• Financial well-being

• Snapshot picture

• Assets

• Liabilities

• Owners’ equity

Assets = Liabilities + Owners’ EquityRevenue – Cost/Expenses = Net Profit
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Sample 
Business
Balance 
Sheet

Assets = Liabilities + Owners’ Equity
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Schedule L
Balance 
Sheet 

Assets = Liabilities + Owners’ Equity
53
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Creative 
Design 
Concepts
Income 
Statement

Case study, page 75

Revenue – Cost/Expenses = Net Profit
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Creative 
Design 
Concepts
Income 
Statement

Revenue

Sales

Other income sources
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Creative 
Design 
Concepts
Income 
Statement

Expenses
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Creative 
Design 
Concepts
Income 
Statement

Net profit 
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1120-S
Income 
Statement

Revenue - Cost/Expenses = Net Profit
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Fannie Mae –
Guidance 

Selling Guide –
Published 03/06/2024

B3-3.2-01: Underwriting 
Factors and 
Documentation for a 
Self-Employed Borrower 
(12/13/2023)
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Freddie Mac –
Guidance 

Selling Guide –
Published 03/06/2024

5304.1(d): Stable monthly 
income and 
documentation 
requirements for self-
employed borrowers –
Business and income 
analysis (02/07/2024)
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Both are looking for 
year-over-year trends,

but of different things…  
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Line items 
entered in table

Auto-calculate
in matrix: 
• % Changes 
• Comparisons

Comparative
Income 
Analysis 
Worksheet
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YTD entries 
automatically 
annualize

Comparative
Income 
Analysis 
Worksheet
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% Change –
Gross Income

Comparative
Income 
Analysis 
Worksheet
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% Change –
Taxable Income

Comparative
Income 
Analysis 
Worksheet
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% Change –
Expenses

Comparative
Income 
Analysis 
Worksheet
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*% of Expenses 
compared to 
Gross Income

Comparative
Income 
Analysis 
Worksheet
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Comparative
Income 
Analysis 
Worksheet

**% of
Taxable Income 
compared to 
Gross 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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Infographic: 
Characteristics 
of 5 common
self-employed 
businesses
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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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