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Legal disclaimer MGIC

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information may be outdated due to the rapidly changing nature of the residential mortgage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

m Convert tax entries into cash flow:

- 1120 Corporation Form
- SEBW-2

m Review components of financial statements
m Trend Analysis using Comparative Income Analysis tool
m Your questions
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Business structures MGIC
Sole Partnership S corporation Corporation
proprietorship
Unincorporated Business arrangement A legal entity that has a A legal entity that exists
business with one between 2 or more limited number of separate from owners
owner with unlimited people/partners stockholders who are shareholders
liability (General or Limited)
Schedule Kol Schedule K-1 IRS Form 1099-DIV
Schedule C :
cheauie . ; SEB W-2 SEB W-2
(No business returns) LElfIEED] el ) ) ) )
Busi fil Business files Business files
Taxed at individual rate usiness tiies IRS Form 1120-S IRS Form 1120
IRS Form 1065
Sl e S tanh s:cr)]clfhorllder p?ys Corporation pays taxes
on their share of .ax on theirshare o
income lugeme
*A limited liability company (LLC) is a hybrid business and can file using the above IRS forms based on structure 5
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Documentation
matrix

This matrix identifies the
documentation you need from self-
employed borrowers to substantiate
the various types of income they
may receive from different business
structures.

Note: All documents must be from
the most recent 2-year period. The
borrower must sign all tax returns
and year-to-date information.
Request business tax returns when
the borrower has 25% or greater
ownership interest in a business.

MGIC

Form 1040: U.S. Individual Income Tax Return)
with all applicable schedules and W-2s

Schedule C: Profit or Loss from Business

Schedule E, Part II: Income or Loss From
Partnerships or S Corporations

Schedule K-1 (Form 1065): Partner’s Share of
Income, Deductions, Credits, etc.

Form 1065: U.S. Return of Partnership Income
with all applicable schedules

Schedule K-1 (Form 1120-S): Shareholder’s
Share of Income, Deductions, Credits, etc.

Form 1120-S: U.S. Income Tax Return for an S
Corporation with all applicable schedules

Form 1120: U.S. Corporate Income Tax Return
with all applicable schedules

Year-to-Date Profit & Loss
Statement/Interim Balance Sheet: as
applicable

Partnership Agreement: may be required

Corporate Resolution: may be required

Sole

Propristorship |\ ited or LLC)

Partnership

(Gonersl, S Compaation Corpoation
X X | x
X X
X
X
X
X
X X
X
x | x |
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Corporations
How the money flows




Corporation MGIC

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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Form 1125-E

Missing Form 1125-E?
Try these options:

= Articles of incorporation

= Secretary of State website

» Follow YOUR internal
guidance

MGIC

rom 1129=E Compensation of Officers

(Rev. October 2016) OMB No. 1545-0123
Department of the Treasury » Attach to Form 1120, 1120-C, 1120-F, 1120-REIT, 1120-RIC, or 1120S.

Internal Revenue Service » Information about Form 1125-E and its separate instructions is at www.irs.gov/form1125e.

Name Employer identification number

Note: Complete Form 1125-E only if total receipts are $500,000 or more. See instructions for definition of total receipts.

(a) Name of officer o S{ﬁjirﬁﬂ’c':iyo::)m per ti(rﬁ)?:cji}:zzt:{do:o (d;;e;:::;t s(o:; :v’:(‘::ed ch n?p";?\‘;::ig:\
1 Y| o |
% % %
% % %,
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %

10

10

10
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Now what?

B
N i
— i,
— 11

11
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Taxable income vs. cash flow

m 3 Key Concepts
> Non-cash expenses
> IRS limited expenses
> Non-recurring income/expenses

12

12
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Corporation

Form 1120/SEB W-2

13
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Form 1120 - Corporation

m Corporation
» Legal entity

- Separate and distinct from its owners
(shareholders)

» Profit (and loss) reported on Form 1120
» Taxed on its profits
» Profits distributed to shareholders via dividends

» Commonly, shareholders compensated via
Form W-2

14

14
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SAM

Cash Flow
Worksheet

mgic.com/seb

MGIC

Corporation Cash Flow

Evaluate business income as required by your investor.

X CORPORATION Name:
FORM W-2
46 Wages: 5 (in general)
FORM 1120
47 Taxable Income:
48 Total Tax: LINE 31 ( )
49 Deduct nonrecurring gains/add nonrecurring losses:
50 Deduct nonrecurring income/add nonrecurring loss: LINE 10
51 Depreciation: LINE 20
52 Depletion: LINE 21
53 Amortization/Casualty Loss (only if noted): LINE 26 from attac
54 Net Operating Loss and Special Deductions: LINES 29a & b
55 Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d ( )
56 Travel and Entertainment Exclusion: Schedule M-1, LINE 5¢ ( )
SUBTOTAL
57 Multiplied by Ownership Percentage 5
58 Dividends Paid to Borrower: Form 1040, ( )

Corporation’s Total Share of Income (Loss)

15

15

15
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Meet Ginny Borrower

m 50% partner in Westchester
Development, LLC

» Schedule E, page 2

» Partnership Schedule K-1
» Form 1065

» Form 8825

m 100% owner of Interior
Innovations, Inc.

» SEB W-2
» Form 1120

17
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Form 1040

Case study, page 16

MGIC

E‘Mo Departmant of the Treasury —intemal Revenus Service
2 U.S. Individual I Tax R 2©22 OMB No. 1545-0074 | 15 Use Only—De not write or stapie in this space.
Filing Status [] Single [ Married filing jointly [] Married filing separately (MFS) [T] Head of househokd (HOH) DOuamylngmrvwmg
Chack only spouse (¢
one box. It you checked the MFS box, enter the name of your spouse. If you checked the HOH or QSS box, enter the child’s name f the qualifying
person is a child but not your dependent:
Your first name and micdle iniial Last name ‘Your social security number
John Borrower 000-00-0000
W joint return, spouse's first name and micdie initial Last name: ‘Spouse's social security number
Ginny Borrower 000-00-0001
Home address (number and street), Il you have a P.0. box, see instructions. Apt. no. Prosidential Election Campaign
3412 W Silverwood Dr MT;"W':;W:;!
spouse i filing jointly, want
City, town, or post offica. If you hava & forsign adcress, aisc Complets spaces below. Stata 2IP code uiprpglentiag vt
Jackson TN 38305 box below will not change
Formsgn country nama Formign your tax or refund,
[You []Spouse

Digital At any time during 2022, did you: (a) receive (as a reward, award, or payment for property or services): or (b) sell,

Assets exchange. gift, or otherwise dispose of a digital asset (or a financial interest in a digital asset)? (See instructions.) [ Yes No
Standard Someone canclaim: [] Youasadependent [ ] Your spouse as a dependent

Deduction [J Spouse itemizes on a separate retumn or you were a dual-status alien

Age/Blindness You: [] Were bom before January 2, 1956 [] Areblind  Spouse: [ Was bom before January 2, 1958 [ Is blind

Dependents (see instructions) 2) Social security {3) Refationship | (4) Check the box if qualiies for (see instructions):
mone (1) First nama Last name number to you (Child tax cradit |Gracit for other depandents.
than four
and chock - 0
here . . [ O
Income 18 Tolal amount from Form(s) W-2, box 1 (see instructions) 1a | 50, 000,
b Househoid employee wages not reported on Formis) W-2 . 1
:vn:‘n':'mn‘: e Tipincome not reported on line 1a (see instructions) . . PR 1e
attach Forms ~ d  Meciicaid waiver payments not reported on Formis) W-2 (see instructions) . 1d
W-20 and @ Taxable dependent care benefits from Form 2441, line 26 1o
:_”r_':;,,':‘ 1 Employer-provided adoption benefits from Form 8838, line 29 11
H you did not g Wages from Form 8919, line 6 . P ig
gstaForm h  Othereamed income (see instructions) . . . . . . . . . . . . . . . . . . |1h 0.
We2.mm i bat pay election (see instructions) . . . . . . . 1 [
z  Add lines 1a through 1h iF 3 0 E e i E = 1z 50, 000.
Attach Sch. 2a Tax-exemplinterest . . . 2a b Taxable interest e e e 2 1,700,
if required. 3a Qualified dividends . . . | 3a 3,000.] b Ordinary dividends . . .. |3 ] 3,000,
4a IRA A b Taxable amount . ab
5a Pensions and annuities . . 5a b Taxable amount . |5 |
Deductionfor—) ga  Social security benefts . . | 6a b Taxable amount .. |eo
precoy © I you elect to use the lump-sum election method, check here (see instructions) .0
2850 7 Capial gain or (loss). Attach Schedule D if required. If not required, check here -OlLx -1,000.
* Marriod fing 8  Other income from Schedule 1, line 10 S e W e & 8 102,490.
Bbera 9  Addlines 1z, 2b, 3b, 4b, Sb, 6b, 7, and 8. This is your total income _ & a R 156,190.
Adjustments ta income from Schedule 1,1ine26 . . . . . . . . . . . . . . . |10 6,703,
Subtract line 10 from line 9. This is your adjusted gross income . . . . . . . . . . 11 149,487
Standard or itemized (rom Schedule &) . . SR LR 25,900,
Qualified business income deduction from Form 8995 or Form8995-A . . . . . . . . . 13 18,997,
Addlines 12and 13 . . . . . . L L . T 44,897,
Subtract line 14 from line 11. f zero or less, enter -0-. This is your taxable income . . .. 15 104,590,
|
For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions. Form 1040 @022)

18

18

18
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Form W-2

Case study, page 65

Wage and Tax Statement
eep for your records

‘ 2022

Social Security Number
000-00-0001

Spouse’s W-
Do not nnal’-r this W-2 to next year

Military: Complete Part VI on Page 2 below.

a oyee's social security no. . 000-00-0001 1 Wages other 2 Federal income
b Emﬂoyef D oumDef(EIN) . = comp - tax withheid
c 5 12,500.00
I At 3 Socal s.eu.umy wages 4 "Social security tax withheid
000.00 3,348.00
Street 1000 Heaven's Way 5 and tips 6 Medicare tax withheld
City Jackson 0 783.00
State ZIPCode 38301 r ps 8

Foreign Province

Foreign Postal Codé
Foreign Country

Tips

» Enter unreported tips in Part VIl on Page 2 below.

9 10 Dependent care benefits
d Control number
11  Nonqualified plans Distributions from sect. 457
T Y from and nonqualified plans
the Federal Information Worksheet (important, see Heip)
e Employee's name 12 Enter box 12 below
First Ginny ML
Last Borrower Suff. 13 Statutory empioyee
f Employee’s address and ZIP code Retirement plan
Street3412 W Silverwood Dr Third-party sick pay
City Jackson
State TN 2I1P Code 38305 14 Enter box 14 below after entering boxes 18, 19, and 20.
Foreign Province NOTE: Enter box 15 before entering box 14.
Foreign Postal Code
Foreign Country
| Box 12 Box 12 If Box 12 code is:
Code Amount A:  Enter amount aftributable to RRTA Tier 2 tax

Corporation Cash Flow

Evaluate business income as required by your investor,

MGIC

Description or Code
on Actual Form W.-2

Amount

(Identify this item by selecting the identification from
the drop down list. If not on the list, select "Other™ )

X ] CORPORATION Name: Interior Innovations 2022 201
FORM W-2
46 Wages: W-2, Box 5 (in general) S 54,000.00 S 49,000.00
FORM 1120 ;
| = |
Box 14 TurboTax identification of Description or Code

19

19

19
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Form

Deparment of the Treasury
ioma Reweres Serves

o U.S. Corporation Income Tax Return

For calondar yaar 2022 or tax yoar

. onding

Name

Go to www.irs.gov/Form1120 for instructions and the latest information.

OMB Mo 1845.0373
2022

B Employer laentiicabon number

00-0000000

1000 HEAVEN'S WAY

N Centacn P a2 | rvpe |INTERIOR INNOVATIONS, INCORPORATED
. ipareaoy Number, streel. and room or suite na If a P.O. box.
OR
PRINT

C Date
01/31/2012

rom 1125-E

{Rev. October 2016)

Compensation of Officers

D Total assets (s6e matuctons)

s 235,336

Address change

OME No. 1545-0123 1c 534,000
Department ot ine Tressury | | ul- m;::t‘: an;;;sz‘:, 1120.-:_*, 1120-F, :120-REIT, 1‘:‘2I'IARIC1 m”;1zoa s 5 390,000
Internal Revenue Service nformation al orm and its separate instructions Is at www.irs. gow form 3 s 144,000
Name Empioyer identification number P
INTERIOR INNOVATIONS, INCORFPORATED gg-—0000oog s
Note: Complete Form 1125-E only if total receipts are $500,000 or more. See instructions for definition of total receipts. :
{b) Social security number tec) Parcent of Percent of stock awnad M) Amount of 8
N oF oficer (see instructions) B e ' [T Commen | (@) Prefarred compensation 2
10
11 144,000
1 GINNY BORROWER 000-00-0001 100% 100% % 54,000 3 5 T
13
% % % 14
15
% % % 18 1,000
17 1,200
18 7,200
% % % 7Ty 00
20 7,000
% % % =
22 1,000
23 3,000
24 1,800
Form W-2 Wag.a and Tax Statement 2022 - 7,800
Keep for your records o 119,100
- - 28 24,900
Name Social Security Number
Ginny Borrower 000-00-0001

MGIC

Spouse’s W-2
Do not transfer this W-2 to next year

Military: Complete Part VI on Page 2 below.

a Employee’s social security no.. 000-00-0001 1 Wages, tips, other 2 Federal income

b Employer ID number (EIN). . . 00-0000000 compensation tax withheld

¢ Employer's name, address, and ZIP code 50,000.00 12,500.00
Interior Innovations, Incorporated| 3 Social security wages 4 Social security tax withheld

54,000.00 3,348.00
Street 1000 Heaven's Way 5 Medicare wages and tips 6 Medicare tax withheld
City Jackson 54,000.00 783.00
State TN e 7 TSocalsecurtytps | 8 ted tps
Foreign Province P Enter unreported tips in Part VIl on Page 2 below.
Foreign Postal Code
e f018100 Country.

2C1110 1.000

Form 1120 (2022)

20

20

20
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Form 1120
Case study, page 66

Corporation’s Total Share of Income (Loss)

i)(] CORPORATION Name: Interior Innovations Inc. w2

FORMW-2

46 Wages: W-2, Box 5 (in general) $ 54,000.00
FORM 1120

47 Taxable Income: LINE 30 8 24,500.00

48 Total Tax: LINE 31 [ § 523000 )

49 Deduct ing gains/add inglosses: LIVES &

50  Deduct nonrecurring incomeadd nonrecurring loss: LINE 10

51 Depreciation: [INE 20

52 Depletion: LINE 21

53 Amortization/Casualty Loss (only if noted): LINE 26 from attached schedule

54 NetOperating Loss and Special Deductions: LINES 294 & b

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

56 Travel and Entertainment Exclusion: Schedule M-1, LINE 5¢ ( )
SUBTOTAL $ 19,670.00

57 Multiplied by Ownership Percentage

58  Dividends Paid to Borrower: Farm 1040, Schedule B, LINES ( )

U.S. Corporation Income Tax Return

For calondar yoar 2022 or tax yoar .

onding
Go to www.irs.gov/Form1120 for instructions and the latest information.

I uéu@isén

Name. B Employer IGentncation number
INTERIOR INNOVATIONS, INCORPORATED 00-0000000
Number, street. and foom of suite no. If & P.O. box, see € Date
::mn' 1000 HEAVEN'S WAY 01/31/2012
City o town, siate of province. country. and ZIP of foreign postal code D Total assets (see mstucbons)
e JACKSON, TN 38301 s 235,336
atacnos . . . [ ] [E Checke | [ ioms cotsm @ | [ Final cetum @] [name cnan. @] [acoress change
1a Grossreceiplsorsales. - . - - - <. .- 534,000
b Rolurns and allowances « - « « « « « « « « -
¢ Balance. Subtract line tbfromineta. . . . . 534,000

2 Costof goods soid (attach Form 1125-A). . . . 390,000

3 Grossprofit. Sublract line 2 from line Tc. . . . 144,000
g| 4  Dividends and inclusions (Schedule C, ine 23)

B[ 5 mterest......... SE i
s Grossrents . . . . . .

7  Grossroyaites . . . .

8 Capital gain net income (attach Schedule D (Form 1120))

9 Netgain or (loss) from Form 4797, Part Il, line 17 (attach Form 4797) . .

10 Other income (see instructions - attach statement) .

11 Total income. Add lines 3 through 10 . - « - « . . 144,000
|12 compensation of officers (see instructions - attach Form 1125-E) . . . 54,000
g‘ 13 Salaries and wages (less smployment credits) . 40, 000
=| 14 Repairs and maintenance . . . . . . .. ..

g 15

16 1,000
5,y 1,200
§ 1 7,200

19 Charitable contributions - - 00
El20 Depreciation from Form 4562 net claimed on Form 1125-A or elsewhers on return (attach Form 4562) . | 20 7,000
B2 21
2l 22 22 1,000
§ 23 23 3,000
H 24 Employee benefitprograms . . . . . . . . . 24 1,800
S|25 Reservedforfunreuse . ... ....... 25
:5 26 Other deductions (attach statement) 26 2,800
8|27 Total deductions. Add lines 12 through 26 27 119,100
E 28 Taxabile income before net operating 108 deduction and speckal deductions. Subtract 28 24,900
Z|29a  Net loss (soe
&| b Special deductions (Schedule C, line 24) . . .

e _Addlines29aand20b . . . . . . . .. . .. 29¢
|30 Taxableincome. Subtact ine 29¢ from 30 2
i |31 Towiax (Scheouwe s PanLine 11). .« . i i an e e e 31
!. 32 Reserved for luwre use . . 3z

33 Total payments and credits {Schedule J, Part lli. line23) . . . . . . . 33 2,400

34 tax penalty. See Check if Form 2220 is attached . 34
|35  Amount owed. If line 33 is smaller than the total of lines 31 and 34, enter amount owed . . . . as 2,830

38 Overpayment If line 33 is larger than the total of lines 31 and 34, enter amount overpaid . . . . . . . 38

37 Enter amount from ke 3 you want Credited to 2023 estimated tax Retunded 37
X Uroe penaties of peniy | Setims i | new eramined e et e ey sroddes w0 s ans (o the bew of my omieie and baet 1 5 e coreat
Here |

Signature of officer Date Title
PrintType proparers name Prepacers signature Date Cneck || | PN
Paid saif-ompicyed
Preparer | fum's name V.I.P. TAX INC. Firm's EIN 00-0000000
Use Only | Frmsaderess 3 PEACHTREE LANE, JACKSON, TN 38305 Phone no.

For Paperwork Reduction Act Notice, see separate instructions.

isa
2C1110 1.000

Form 1120 (2022)

21

21
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Form 1120, page 1

Case study, page 66

Corporation Cash Flow

Evaluate business income as required by your investor.

X ] CORPORATION Name: Interior Innovations Inc.
FORMW-2
46 Wages: W-2, Box 5 [in general) $ 54,000.00
FORM 1120
47 Taxable Income: LINE 30 $ 24,300.00
48 Total Tax: LINE 31 ($ 5,230.00 )
43 Deduct nonrecurring gains/add nonrecurring losses: LINES 8 & 9
50 Deduct income/add loss: LINE 10
51 Depreciation: LINE 20 S 7,000.00
52 Depletion: LINE 21
53 Amortization/Casualty Loss (only if noted): LINE 26 from attached schedule $ 1,200.00
54 NetOperating Loss and Special Deductions: LINES 292 & b
55  Mortgages or Notes Payable in Less Than 1 Year: Schedule L, UNE 17, Column d ( )
56 Travel and Entertainment Exclusion: Schedule -1, LINE 5¢ ( )
SUBTOTAL $ 271,870.00
57 Multiplied by Ownership Percentage
58 Dividends Paid to Borrower: Form 1040, Schedule B, LINES ( )
Corporation’s Total Share of Income (Loss) § -

-1120

U.S. Corporation Income Tax Return

Dé’“@‘iai”

B Employer I0ontNcaton numbar

Fon For calondar yoar 2022 or tax yoar I ing
i e Serure Go to www.rs.gov/Form1120 for instructions and the latest information.
A Check it Name
e INTERIOR INNOVATIONS, INCORPORATED
BLifemanife TYPE

Number, strest. and room of site no. I & PO, box. ses.

Gates returm or
1000 HEAVEN'S WAY
S ——

2 Personal heiding o

™S

00-0000000
 Date

01/31/2012

Form 1120, Page 1 Detail

Line 26 - Other Deductions

Amortization 1,200
Meals 400
Travel & Lodging 1,200
Total 2,800
21 Depletion. . .. .. ..
s 22 Advertising . . . ...
g 23 Pension, profit-sharing, elc.,
2¢  Employe
Zl2s  Roservedtor tutreuse . . .
El26  Other soductions (attach stat 8
2|27  Total deductions. Add lines 12 through 26 . . . . 27
EL 28 24,300
3| 202
& »
e 28¢ 0
3|39  Taxabieincome. Subiract line 29c from line 28. See instructions . . . . 30 24,300
: |31 Total tax (Schedule J. Part 34 5,230
E,i 32 Reservedfor future use . . 3z
a3 Total payments and credits (Schedule J. Part IIL DO 23) + o o v o o v v v v v v e w e e aea 33 2,400
} 34 Estimated tax penalty. See instructions. Check it Form 2220 isattached . » . « o v o o o v o & 34
% |25 Amount owed. If line 33 is smaller than the total of lines 31 and 34, enter amount owed . . . . 35 2,830
36 Overpayment. If line 33 is larger than the total of ines 31 and 34, enter amount overpaid - . . . - . . 36
37 Enter smount trom ine 36 you want. Credited to 2623 Retundes | 37
Under panaites of pedury. | deciars Bt | hawe examined this retum. induding accompanying schedules and stements. and (o the best of my knowiedos and Bl i & true._conect
Sign| o repa (ohe - WLh pieparer has any hnowedge.
Here! 1
Signature of ofcer Data Tiue
PrnUType preparers name Proparors signature Date
Paid
Preparer | Fiem's name V.I.P. TAX INC.
Use Only | Fims address 2 PEACHTREE LANE, JACKSON, TN 38305

For Paperwork Reduction Act Notice, see separate instructions.

isa
2C1110 1.000

Form 1120 (2022)

22

22
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Form 1120
Schedule L

Case study, page 71

Corporation Cash Flow

Evaluate business income as required by your investor,

X ] CORPORATION Name: Interior Innovations 202
FORMW-2

45 Wages: W-2, Box 5 (in general) S 54,000.00
FORM 1120

47  Taxable Income: LINE 30 $ 24,900.00

48  Total Tax: LINE 31 (s 5,230.00 )

49 Deduct nonrecurring gains/add nonrecurring losses: LINES & & 0

50 Deduct ing i fadd ing loss: LINE 10

51  Depreciation: LINE 20 $ 7,000.00

52 Depletion: LINE 21

53  Amortization/Casualty Loss (only if noted): LINE 26 from attached schedule s 1,200.00

54  Net Operating Loss and Special Deductions: LINES 202 & b

55 Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d ($ 15,000.00 )

56 Travel and Entertainment Exclusion: Schedule -1, LINE 5¢ (s 400.00 )

SUBTOTAL $ 12,470.00
57  Multiplied by Ownership Percentage
58  Dividends Paid to Borrower: Form 1040, Schedule B, LINE S ( )

Corporation’s Total Share of Income (Loss)

C—

Form 1120 (2022) Page 6
YN Ealance Sheets per Books | Beginning of tax year || End of Lax year
Assets S | ©) 2]
[ 1 2 1 e
. .
* Line of credit
* Regular rollover
= = - -
e Sufficient liquid assets
P ooy e rx:)
14 Other assets (attach statoment) . _
15 Totslmssels . . .. ... ... .. 208, 636 235,336
Liabilities and Shareholders’ Equity
18 e
Az 10,000
18
19
29 12,363 15,963
21 Other liabilities (attach statement),
22 Copital stock: a Prefemmed stock , |
b Common stock. . . 30,000 30,000 30, 000 30, 000
23 Additional paid-in capital . . . . . .
24 Autaned samings -Appropristed (iach et
25 Retained eamings 156,273 174,373
26 ety
{attach statement) . . . . . ... ..
27 Less costof reasury stock . e ( )
28 Total e 830 shareholders’ squily . 208, 636 235,336
Reconclliation of Income (Loss) per Books With Income per Return
Note: The corporation may be required to file Schedula M-3. See instructions.
1 Net income (loss) per books . . 20,600 |7 Lkﬂ:&”frm:‘mm.ﬁ:.,"'
2 Federal income taxper bocks . . . . . . 4,900 Tax-exempt interest
3 Excess of capital losses over capital gains
4 income subject to tax not recorded on books
this year (nemizey: 8 Deductions on this retum not charged
year (emize)
s T o e e » Desvociaten. . . . . . . s 1,000
$ b Charitable contributions . §
1,000
400 | 9 Addlines7and8 . . .. ... ...
6 Addlines 1throughS . . . . .. ... 25,900 {10 income (page 1. iina 28) less e 0 2
IR Analysis of Unappropriated Retained Earnings per Books (Schedule L, Line 25)
1 Balance at beginning of year , . . . . . 156,273 | 5 aCash .. ......
2 Net income (loss) per books, _ . 20, 600 bSteek | | 2,500
3 Other increases (temize): cPropety. . . ...
& Other decreases (tomize):
T Addlines Sand6 G s 2,500
4 Addlines 1,2 and3 176,873 | 8 Balance atend of year (ine 4 iessine 7) 174,373

Form 1120 (2022)

23

23
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Form 1120, page 6
Case study, page 71

Corporation Cash Flow
Evaluate business income as required by your investor.
X | comoration Name: Interiorinnovations w2
FORM W-2
46 Wages: W-2, Box § [in general) S 54,000.00
FORM 1120
47  Taxable Income: LINE 30 S 24,900.00
48 Total Tax: LINE 31 (s 5,230.00 )
49 Deduct nonrecurring gains/add nonrecurring losses: LINES § & 9
50 Deduct fadd ing loss: LINE 10
51 Depreciation: LINE 20 S 7,000.00
52 Depletion: LINE 21
53 Amortization/Casualty Loss (only if noted): LINE 26 from attached schedule S 1,200.00
34  NetOperating Loss and Special Deductions: LINES 202 & b
55  Mortgages or Notes Payable in Less Than 1 Year: Schedule L LINE 17, Column d (3 15,000.00 )
56  Traveland Entertainment Exclusion: Schedule M-1, LINE 5¢ (s 400.00 )
SUBTOTAL $ 12,470.00
57 Multiplied by Ownership Percentage 100%
5§ Dividends Paid to Borrower: Form 1040, Schedule B, LINES ($ 2,500.00 )

Corporation’s Total Share of Income (Loss)

$ 9,970.00

Form 1120 (2022)

Page 6

ELUEL NN esisnce Sheets per Books

Beginning of tax year

End of tax year

Assets

(a)

®) <)

40,000

29,227

2a Trade notes and accounts receivable . .

95,327

96, 000

b Less allowance for bad debts | , . . |(

NONE

55,327 | 15,000

81,000

40,000

25,000

U.S. government obligations . . . .

Tax-exsmpt securkies {see instructions)

Other current sssets (atiach siatement),

15,000

15,000

Loans to

3,000

3,000

@ s

Mortgage and real estate loans . _ .

9 Other (attach statement)

10 Buildings and other deprecinble assets .

72,854

b Less B ¢

11,345)

61,509

12 Land (net of any amortzation), , , .

20,000

13a Intangible assets. only) .

3,400

3,400

b Less I

1,600)

2,800

14  Other assets (attach statoment) . _

15 Total asset:

Liabilities and Shareholders' Equity
16 Accounts payable . . .. .. ...

58  Dividends Paid to Borrower: Form 1040, Schedule 8, LINES

Corporation’s Total Share of Incom

e (Loss)

Reminder:
Include corporate

eamings in cash flow
only if the borrower is &

100% owner, as generally
required by investors,

10 | corporamon

Name:

0

Note: The corporation m:

ay be required to file Schedule M-3. See instructions.

1,000

1,000
24, 500

1 Netincome (loss) perbooks. . . . . .. 20,600 | X Moo e i ot (amize)’
2 Federal income taxperbooks . . . . . . 4,900 Tax-exempl interest
3 Excess of capital losses over capital gains
4 Income subject fo tax not recorded on books
this year (femize} & Deductions on this retum not charged
year (ilemize)
e o e gyt a Depreciation. . . . . . . s 1,000
a Depreciation . . . . . . . $ b Charitable contributions , §
& Charitable contributions _ §
c Travel and entertainment , §
400 | 9 Addlnes7and8 , . .. ......
8 _Addlines 1through5 . . PN 25,900 [10 income (page 1. line 28) - ne B iess ne 0
Eﬂmﬂzﬂ Analysis of Unappropriated Retained Earnings per Books (Schedule L, Line 25)
1 Balance al beginning of year _ _ _ 56,273 s o aCash _ -
2 Net income (loss) per books, 20, 600 b Stock
3 Other increases (itemize) cPropetty, . .. ...
6 Other decreases (temizs)
7 AddiinesSand6 . . . .
4 Addlinesi.2.and3, . . ... ... 176,873 | 8 Balance atend of year (line 4 iess ine 7)

Form 1120 (2022)

24

24
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3/31/2023

Schedule B
Interest and Dividends

25



3/31/2023

Schedule B

m Interest from self-employment
m Dividends from self-employment

m Other interest and dividends

» Use tax return as supporting documentation
» Follow investor documentation guidelines

26

26



3/31/2023

Form 1040
Schedule B

MGIC

SCHEDULE B
(Form 1040)

Department of the Treasury
Internal Revenus Service

Interest and Ordinary Dividends

OMB No. 1545-0074

Goto wnanwirs. for andthe otost 2022

Attach to Form 1040 or 1040-SR. Smuanaqu 08

Nameis) shown on retum

John & Ginny Borrower

Your social security m
000-00-0000

Part | 1

Interest
(See instructions
and the
Instructions for

Form 1040,
line 2b.)

Note: If you

list the firm's.

name as the

payer and enter

the total interest

shown on that

form.
2
3

4

List name of payer. If any interest is from a and the Amount

buyer used the property as a see the ions and list this
interest first. Also, show that buyer’s social security number and address:
deral

500.

ork Syszems,

1,200.

1,700.

Excludabie interest on series EE and | US savings bonds issued after 1989.
Attach Form 8815

» @

Subtract fine 3 from line 2. Enter the raSuIl har: ‘and on Form 1040 or 1040-SR line 2b

1,700.

Note: If line 4 is over $1,500, you must complete Part lil. Amount

Part ll s

Ordinary
Dividends
(See in:

List name of payer: 18]

500.

2,500.

and the
Instructions for
Form 1040,
tine 3b.)

Note: If you
received a

Form 1099-DIV
or substitute
statement from
a brokerage firm,
list the firm's
name as the

dvidends shown __8

Add the amounts on line 5. Enter the tofal here and on Form 1040 or 1040-SR, iine 3b_| 6

3,000,

on that form, Note: If line 6 is over $1,500, you must Part lll.

Part Il You must complete this part if you (a) had over $1,500 of taxable interest or ordinary dividends: (b) had a foreign
Foreign account; or (c) received a distribution from, or were a grantor of, or a transferor to, a foreign trust.

Accounts
and Trusts

Caution: If
required, failure 1o
file FinCEN Form
114 may result in
substantial
penalties.
Additionally, you

rork Reduction Act Notice, see tax return instructions. REV 012823 TTW Schedule B (Form 1

27

At any time during 2022, did you have a financial interest in or signature authority over a financial
account (such as a bank account, securities account, or brokerage account) located in a foreign
country? See instructions :

H “Yes,” are you required to file FmCEN Form 114 Remn nl Fareagn Bank and Fman:kal
Accounts (FEAR), to report that financial |n!erut or signature authority? See FinCEN Form 114
and its for filing to those requirements .

If you are required to file FInCEN Form 114, list the name(s) of the foreign country(-ies) where the
financial account(s) are located:

During 2022, did you receive a distribution from, or were you the granmv of, or transferor to, a

Yes| No

27

27



3/31/2023

Effect on

cash flow analysis

MGIC

Form 1120 (2022) Page 6
TN eeionce Sheeis por Books Beginning of tax year End of tax year
Assets (a) (b) (e) (d)
A Ol i S 40,000 29,227
2a Trade notes and sccounts recshable ., 85,327 96,000
b Less allowance for bad debts ( NONE )| 95,327 |( 15,000 81,000
3 inventodes. . ... ..... 40,000 25,000
4 U.S. government obligations . . . .
5 Taxexempt securties (see instuctions)
€  Other current assats (attach statement), , 15,000 15,000
7 Loans loshareholders . . . 3,000 3,000
8 Morlgage and real estate loans
9 Other investments (attach shanenl)
10a Buildings and other depreciabie assets . 18,854 72,854
b Less I 5,345) 13,508 | 11,345 61,509
11a Depletable assets
b Less accumulated deplation, .k ) ( )
12 Land (net of any NONE 20,000
133 intangibie assets (amertzatio only) . 3,400 3,400
b Less I 1, 600) 1,800 | 2,800) 600
14 Other assels (attach stalement)
18 Totalassets . . . ——— 208,636 235,336
Liabilities and Shareholders Equity
16 Accounts payable .
AT Notome o, b‘_’“f‘f’f‘“‘j"ﬁ ] 10,000 15,000
18 Other current lisbities (attach statement)
19 Loans from sharehoiders . . .
20 Morigages. ctes, bonds payivi 1 year 12,363 15,963
X ] SCHEDULE B - INTEREST AND DIVIDENDS FROM SELF-EMPLOYMENT 2022 2021
1 Recurring Interest Income: LINE 1 or 1040 LINE 2b s 1,200.00 s 1,200.00
2 Recurring Dividend Income: LINE 5 or 1040 LINE 3b $ 2,500.00 s 2,400.00
SUBTOTAL $ 3,700.00 $ 3,600.00
e A et
el income (es) pr bocks. . .. 2D E00 7 e, onhd, 2 e Ty
Federal income taxperbooks . . . . . . 4, 900 Tax-exempt interest §

Excess of capital losses over capital gains.
Income subject fo tax not recorded on books
this year (semze)

R

8 Deductions on this retum not charged
year (itomize):

s Expensi Tecorsd on Toos T &
desucied on e reum tamzey - T a Depreciation, . . . . . . s 1,000
a Depreciation . .8 b Charitable contributions . S

b Charitable coniributns. . $
€ Travel and enterisinment _ $ 400

400

6 Add lines 1 through 5 . .

25,900

9 Addlines 7 and 8

10 income (page 1, line 28) - line 6 less Ine O

Eﬂmﬂﬂﬂ Analysis of Ume'grogiatnd Retained Earnings per Books gSchadnln L, Line 25)

1 Balance at beginning of year . 156,273 | s a G ~
2 Net income (loss) per books, . 20,600 b Stock B L
3 Other increases (lemize): cPropety, . .. ...
€ Other decreases (temize):
7 Addlines § and 6 2,500
4 Addiinest.2.and3. .. ....... 176,873 | 8 Balance atend of year fine & ss ine 7) 174,373

Form 1120 (2022)

28

28

28



3/31/2023

Schedule B
Case study, page 23

MGIC

SCHEDULE B OMB No. 1545-0074
1 " o Dividend
{Form 1040) and 'y Div —_
O
Daparimant of e Thassry Gote irs. for and the latest s
internal Revenue Service Attach to Form 1040 or 1040-SR. sgq““‘m' e hio. 08
Namets) shown on return Your social security number

John & Ginny Borrower

000-00-0000

Part | 1 List name of payer. If any interest is from a seller-fi d and the Amount
buyer used the property as a personal residence, see the instructions and list this

Interest interest first. Also, show that buyer's social security number and address:

(See instnuctions Colonial Federal 500.

and the e Digital Network Systems 1,200,

Form 1040,

line 2b.)

Note: If you

eceived a

Form 1099-INT,
Form 1099-0ID,
or substitute
statement from
@ brokerage firm,
list the firm's
nama as the

shown on that
form.

2 Addthe amountsoniine 1 . . . 2 1,700

3  Excludable interest on series EE and | U.S. savings bonds issued after 1989
Attach Form 8815

Adaitionally, you
may be required
o file Form 8938,

b H you are required to file FInCEN Form 114, list the name(s) of the foreign ccumlryt \5] where the
financial accountis) are located:

Statement of

Specitied Foreign

Financial Assets. 8  During 2022, did you receive a distribution from, or were you the grantor of, or transferor to, a

Seo instructians. foreign trust? If "Yes.” you may have to file Form 3520. See instructions . ... X

For Paperwork Reduction Act Notice, see your tax retum instructions. BAA

REV 012823 TTW

scmubBlmemW]zozz

Sublract line 3 from ine 2. Enter the result here and on Form 1040 or 1040-SR, line 2b | 4 1,700
Nota H line 4 is over $1,500, you must complete Part Ill. Amount
Part Il §  Listname of payer. [ 500.
Ordinary FRRRIIOR S
Dividends
(See
and the
X ] SCHEDULE B - INTEREST AND DIVIDENDS FROM SELF-EMPLOYMENT 22 piz) |
1 Recurring Interest Income: LINE 1 07 1040 LINE 2b $ 1,200.00 S 1,200.00
2 Recurring Dividend Income: LINE 5 or 1040 LINE 3b $ 2,500.00 S 2,400.00
SUBTOTAL § 3,700.00 $ 3,600.00
and TrustS  ;, A any time during 2022, did you have a financial interest in or signature authority over a financial
‘Caution: If account (such as a bank account, securities account, or brokerage account) located in a foreign
o Bt country? See instructions . . X
114 may result in If “Yes,” are you required to file FmCEN me 114, Flepoﬂ oi Fme«;n Elann and Fmancn.-u
substantial Accounts (FBAR), to report that financial interest or signature authority? See FinCEN Form 114
penalties. and its for filing ts and to those

29

29

29



3/31/2023

Effect on
cash flow
analysis

MGIC

Corporation Cash Flow

Evaluate business income as required by your investor.

X ] CORPORATION Name: Interior Innovations 2022 2021
FORMW-2

46 Wages: W-2, Box 5 (in general) S 54,000.00
FORM 1120

47 Taxable Income: LINE 30 S 24,900.00 S 11,900.00

48 Total Tax: LINE 31 (ES 5,230.00 ) (s 1,950.00 )

49 Deduct nonrecurring gains/add nonrecurring losses: LINES 8 £ 9

50 Deduct nonrecurring income/add nonrecurring loss: LINE 10

51  Depreciation: LINE 20 $ 7,000.00 S 4,000.00

52 Depletion: LINE 21

53  Amortization/Casualty Loss (only if noted): LINE 26 from attached schedule S 1,200.00 S 1,200.00

54  Net Operating Loss and Special Deductions: LINES 292 & b 3,000.00

55 Mortgages or Notes Payable in Less Than 1 Year: Schedule L, UNE 17, Column d (B 15,000,00 ) ( )

56  Travel and Entertainment Exclusion: Schedule M-1, LINE 5S¢ (- 400.00 ) ( )

SUBTOTAL B 12,470.00 $ 18,150.00
57 Multiplied by Ownership Percentage 100% 100%
58 Dividends Paid to Borrower: Form 1040, Schedule B, LINES (s 2,500.00 ) (s 2,400.00 )

Corporation’s Total Share of Income (Loss)

I $ 9,9?0.00' I

I $ 15,750.00 | I

$63,970.00

/12 = $5331

$64,750.00

/12 = $5,396

Avg. of 2022 = $5,331

30

30

30



3/31/2023

Cash flow
analysis
summary

MGIC

SAM Cash Flow Analysis Worksheet with P&L

MGIC

PERSONAL CASH FLOW SUBTOTALS:

Schedule B

Schedule C TechinaSec

ScheduleK-1 Tanglewood Realty

W-2 Wages Tanglewood Realty

Form 1065 Tanglewood Realty
Partnership Tanglewood Realty Subtotal
Schedule K-1 Westchester Development
W-2 Wages Westchester Development
Form 1065 Westchester Development
Partnership Westchester Development Subtotal
Schedule K-1 Digital Network Systems
W-2Wages Digital Network Systems
Form 1120S Digital Network Systems

S Corporation Digital Network Systems Subtotal

CORPORATION CASH FLOW SUBTOTALS:

W-2 Wages Interior Innovations

Form 1120 Interior Innovations

Corp ion Interior In ti Subtotal

PARTNERSHIP & S CORPORATION CASH FLOW SUBTOTALS:

2022 2021
subtotal #mo. subtotal #mo.
s 3,70000 | 12 [ ] 3,600.00 12
D $ 49,460.00 | 12 D $ 36,390.00 12
I:] $ (3,800.00) 12 |:| $ (10,000.00) 12
M 12 s 12
N : 12 s 12
$ (3,800.00) $ (10,000.00)
W s 21,0000 | 12 s 20,000.00 | 12
s . N 12
N s 1,200.00 s 1,000.00 12
$ 22,200.00 $ 21,000.00
MW 32,550.00 | 12 [ H] 26,500.00 | 12
I:] $ - 12 D s 12
[ 700000 12 N 10,00000 12
$ 39,550.00 $ 36,900.00
W s 54,000.00 12 $ 43,000.00 0
[ s 5,970.00 12 4 15,750.00 0

$ 63,970.00

Average Monthly Cash Flow (Total)

$

L7 7 S 7 SR 7 S 7 R 7 S 7 S 7 7 S Y

Qualifying Income

304.17

3,577.08

(575.00)

(575.00)

1,708.33

91.67

1,800.00

2,477.08

708.33

3,185.41

Total
No. of
Months

24

24

24

24

24

24

24

24

24

24

24

4,500.00
830.83

5,330.83

w | v v »

13,622.50 31

31
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3/31/2023

Financial Statements
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3/31/2023

Commonly used financial statements

m Income statement
» Specific period of time
- Annual
« Quarterly
- YTD

m Balance sheet
» Specific date
-« March 31, 2023

33
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3/31/2023

Who prepares the financial statements?

m Accountant
m Tax professional
m Borrower

34

34



3/31/2023

Audited or not ... what’s the big deal?

m Unaudited statements
» Majority of time
» Self prepared or third-party prepared
» Used for supporting documentation

m Audited statements
» Rarely received

» Requires third-party verification of information by
examining records - costly and time-consuming

» May be used for qualifying

A4S

35

35
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3/31/2023

Documentation
matrix

MGIC

Form 1040: U.S. Individual Income Tax Return)
with all applicable schedules and W-2s

Schedule C: Profit or Loss from Business

Schedule E, Part II: Income or Loss From
Partnerships or S Corporations

Schedule K-1 (Form 1065): Partner’s Share of
Income, Deductions, Credits, etc.

Form 1065: U.S. Return of Partnership Income
with all applicable schedules

Schedule K-1 (Form 1120-S): Shareholder’s
Share of Income, Deductions, Credits, etc.

Form 1120-S: U.S. Income Tax Return for an S
Corporation with all applicable schedules

Form 1120: U.S. Corporate Income Tax Return
with all applicable schedules

Year-to-Date Profit & Loss

Statement/Interim Balance Sheet: as
applicable

Partnership Agreement: may be required

Corporate Resolution: may be required

Sole

Proprietorship L

Partnership
(General,
mited or LLC)

>

S Corporation Corporation

36

36



3/31/2023

When are financial statements typically needed?

m Loan application is dated > 120 days after the end of
the business’s tax year

m Tax returns are on extension

m Significant income/loss difference between 2 years of
tax returns

37

37



Financial statements

Income statement

Profitability and growth

Summary over time
» Revenues
» Costs/expenses
» Net profit

Revenue - Cost/Expenses = Net Profit

Balance sheet

Financial well-being

Snhapshot picture
» Assets
» Liabilities
» Owners’ equity

Assets = Liabilities + Owners’ Equity

3/31/2023

38



3/31/2023

Digital Network
Systems

Balance Sheet

MGIC

Assets = Liabilities + Owners’ Equity

Assets
Current Assets
Cash 23,650
California State municipal bond 6,000
Accounts receivable 45,900
Less allowance for bad debt (4,590)
US Bank Certificate of Deposit 17,400
Inventory 73,195
Total Current Assets 161,555
Fixed Assets
Building 190,000
Less accumulated depreciation (55,400)
Total Fixed Assets 134,600
Other Assets
Investment in Maddox 128,500
US Treasury Bill 5,000
Total Other Assets 133,500
Total Assets $ 429,655
Liabiliti
Current Liabilities
Accounts payable 19,300
Mortgage payable 21,850
Credit card payable 3,610
Total Current Liabilities 44,760
Other Liabilities
Mortgage payable 104,180
Profit-sharing liability 8,450
Total Other Liabilities 112,630
Total Liabilities 157,390
Equity
Equity
Capital stock 2,000
Additional paid-in capital 50,000
Retained earnings 220,265
Total Equity 272,265
Total Liabilities and Equity $ 429,655

39

39

39



3/31/2023

Schedule L
Balance
Sheet

MGIC

r Beginning of tax year End of tax year
Ms o ® (C)
tfesh. ..., 15,400 16,100
24 Trade notes and accounts . 27, 800 33,800
Less aliowance for bad debts . . . 2,760 24,840 3, 980) 35,820
3 lnventories . . .. u.. .. 30,000 25,000
4l us.g
5] Tax-exempt securities (see 6: 000 6: 000
6| Other curent sssets stiach 15,000 17,400
7] Loanstoshareholders. . . . . .
8| Mortgage and real estate loans . .
9| Other (attach 100,400 130,800
104 Buidings and cther aszets . 190,000 190,000
— 32,900 157,100 47, 900) 142,100
114 Depletableassets. . . . . . . .
Less TN ) )
12 Land (net of any amortization) . .
134 gible assets only)
Less ) )
14| Other assets (attach )
18] Towslassets . . ... ... .. 348,740 373,220
[ o
16| Accountspaysble . . . . . .. 18,800 19,200
17| Mortgages, notes. bonds payable in 22,000 21'900
lessthantiyear _ . . ... ..
18| Other current liatities (dttach 1,780 3,000
statement) . . . .. ... ..
19§ Loans from s s s
20 mgsgfmnmlmm 119,100 78, 660
21| Other libiltes (attch staoment . . 13,100 10, 000
22 Cepaistock, , . .. ... .. 2,000 2,000
23| Additional paid-in capital_ . _ _ . 50,000 50,000
24| Retainedeamings . , . . . .. 121, 960 188,460
25 Adjustments 1o sharehoiders’
equity (attach -5 -
26| Less cost of treasury stock , . . . ( ( )
27 | Toual isbiites and sharehaicers” ety 348,740 373,220

Assets = Liabilities + Owners’ Equity

Forn 1120-8 (2022)

40

40
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3/31/2023

Digital Network
Systems

Income Statement

Case study, page 63

MGIC

Digital Network Systems

Income Statement
Date:
Sales $ 151,750
Discounts & allowances 500
Net sales 151,250
Cost of Goods Sold 80,300
Gross Profit 70,950
Other income
Interest income 1,300
1,300
Expenses
Salaries 14,300
Employee benefits 6,270
Licenses 1,155
Travel and entertainment 1,100
Insurance 4,125
Maintenance 4,400
Interest 1,595
Depreciation 7,500
Total Expenses 40,445
Net income $ 31,805

Revenue - Cost/Expenses = Net Profit

41

41
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3/31/2023

Digital Network
Systems

Income Statement

* Revenue
* Sales
* Other income sources

MGIC

Sales
Discounts & allowances
Net sales
Cost of Goods Sold
Gross Profit

Other income
Interest income

$ 151,750
500
151,250
80,300
70,950
1,300
1,300

42

42
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3/31/2023

Digital Network
Systems

Income Statement

* Expenses

MGIC

Expenses
Salaries
Employee benefits
Licenses
Travel and entertainment
Insurance
Maintenance
Interest
Depreciation
Total Expenses

14,300
6,270
1158
1,100
4,125
4,400
1,595
7,500

40,445

43
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3/31/2023

Digital Network
Systems

Income Statement

* Net profit

MGIC

Interest iIncome 1,300
1,300
Expenses
Salaries 14,300
Employee benefits 6,270
Licenses 1,155
Travel and entertainment 1,100
Insurance 4,125
Maintenance 4,400
Interest 1,595
Depreciation 7,500
Total Expenses 40,445
Net income $ 31,805

44

44
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3/31/2023

1120-S
Income Statement

MGIC

Revenue - Cost/Expenses = Net Profit

e 1120-S

t file this form uniess the <

u.s. Income Tax Return for an S COrporatIon

i iy i 9 Focm Siet o oramon,
P ey by Go to www.irs. 77308 tor inatructions and the jstest information. 2022
For calondar year 2022 or tax year begnning - 2022_ending 20
A 5 mimcon st o Name B s e oo
DIGITAL NETWORK SYSTEMS 00-0000000
TP Gmber. sireet. and room or Suile no. I & F.O. Box 566 S

B Buninoes acevey code
i (nem ity | R

42000 N. EXECUTIVE DR

05/01/2011

T oot s City or town, stale or T couniry. and ZIP or loreian postal code

JACKSON, TN 38301

F Total assets (see instn
373.220

G Is the corporation electing to be an S corporation beginning with this tax year? See instructions.
M Check #: (1) Finsd retum  (2) Name change (3} Address change  {(4)
1 Enter the number of Quring any part of the tax yesr __ _ . .
J_Check if corporation: (1 o sctivitie for section 465 at-risk 2] Grouy

who were

Amended retum  (5)

L Tves T Tne

275,000

5 Cost of goods seid (atach Ferm 1128A) _ . . . . . .. ... ... 146,000
Gross profit. Subtract line 2 from Sne 1¢. . . . . . . . . nE 129, 000
= Net gain (loss) from Form 4797, line 17 (attach Form 4797) Sl Semi Doaihd o
Other income (loss) (see instructions - attach statement) . SEE A . 10, 000
Tataliocome foss) add Loos o ncouon o ST ToTe]
Compensation of officars (see instructions - attach Form 1125-E) . _ . . _ _ . . .
Salaries and wages (loss employment creditsy _ e e e T 26, 000
Repairs and maintenance 8,000
it JPRTCRSINUIS A s gt i € F e e O A S
Remts . Ll
§ Taxes and lcenses 2,100
intereat (e inewucione). 17 TI0) DO DOE RO BT ot Rl Man s bl DR IGE 2,900
] Deprociation from Form 4562 not claimed on Form 1125-A of sisewhers on retum (attach Form 4562) . . . 15,000
= Depiation (D6 Not doAUCE Ol ANG GaS GEPISBON.Y . . . . . . . o o o o m e e e mm e e e e e e e e s
Pension, profit-sharing. eic.. plans _ S , 400
Empioyee benefit programs _ R £ 000
Other deductions (attach statement) + 500

Total Addlines T ibeouon 20

—
Ordinary income (loss). line 20 from line 6

=

AT
b Tax from Schedule D (Form 1120-8)_ _ _ _ _ _ _ _ _ _ e eee e 238

© Add lines 2Za and 22b (see instructions for additional taxes) . . . . . . . _ . _ _ _ . . .
23 a 2022 tax ana 2021 crodited 10 2022 |23a |

22¢c

© Credit for federal tax paid on fusis (attach Form 4136) . lz3=

@ Add lines 23a through 23 - - - = = = = = = =~ = = = = = SR S mmie miemmE B

a

8

E| ®© Tax ceposited with Form 7004 R E=T |
£

| R e e P e R

25 Amount owed. If line 23d is smaller than the total of lines 22c and 24, enter amount owed . . . 25

234

26 Overpayment. If line 23d is larger than the total of lines 22¢ and 24, enter amount overpaid | _ . . |=2s
27 Enter amount from kine 26 Credited to 2023 estimated tax 27
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Fannie Mae -
Guidance

Selling Guide -
Published 03/01/2023

B3-3.2-01: Underwriting
Factors and Documentation
for a Self-Employed Borrower
(12/14/2022)

MGIC

Fannie Mae'

LE

COVID-19 UPDATE: Find out how Fannie Mae is responding.

Analysis of Borrower’s Business Income

When a borrower is relying upon self-employed income to qualify for a mortgage and the requirements that permit the lender to waive
business tax returns are not met, the lender must prepare a written evaluation of its analysis of the borrower’s business income. The
lender must evaluate the borrower’s business through its knowledge of other businesses in the same industry to confirm the stability of
the borrower’s business income and estimate the potential for long-term earnings.

The purpose of this analysis is to:

consider the recurring nature of the business income, including identification of pass-through income that may require additional
evaluation;

measure year-to-year trends for gross income, expenses, and taxable income for the business;

determine (on a yearly or interim basis) the percentage of gross income attributed to expenses and taxable income; and

determine a trend for the business based on the change in these percentages over time.

The lender may use Fannie Mae’s Comparative Income Analysis (Form 1088) or any other method of trend analysis that enables it to
determine a business’s viability, as long as the method used fairly presents the viability of the business and results in a degree of
accuracy and a conclusion that is comparable to that which would be reached by use of Form 1088.

A copy of the written analysis and conclusions must be retained in the individual mortgage file.

Use of Business Assets

When a borrower intends to use business assets as funds for the down payment, closing costs, and/or financial reserves, the lender
must perform a business cash flow analysis to confirm that the withdrawal of funds for this transaction will not have a negative impact
on the business. In order to assess the impact, the lender may require a level of documentation greater than what is required to
evaluate the borrower’s business income (for example, several months of recent business asset statements in order to see cash flow
needs and trends over time, or a current balance sheet). This may be due to the amount of time that has elapsed since the most recent
tax return filing, or the lender’s need for information to perform its analysis. See B3-4.2-02, Depository Accounts, for additional
information on business assets.

Income Verification for Self-Employed Co-Borrowers

When co-borrower income that is derived from self-employment is not being used for qualifying purposes, the lender is not required to
document or evaluate the co-borrower’s self-employment income (or loss). Any business debt on which the borrower is personally
obligated must be included in the total monthly obligations when calculating the debt-to-income ratio.
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Fl';‘ddl‘EM ac Guide Home Seller/Servicer Relationship Selling Servicing
Single-Family

THE SINGLE-FAMILY SELLER/SERVICER GUIDE

Search the Guide

What can we help you find?

Fr e d d ie M ac - (d) Business and income analysis

The following chart contains requirements and guidance pertaining to business and income analysis:

Guidance .

Topic Requirements and guidance
Business and  Business review and analysis:

Selling Guide - income _ , _ -
) analysis The Seller's analysis of the business must support that the business has sufficient liquidity
PU bl |Sh ed 03/01/2023 and is financially capable of producing stable monthly income for the Borrower.
* The analysis must include a review of the business tax returns
e 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

. y reflect consistent year over year trends. In addition, the business expenses should be
5304.1(d): Stable monthl f In addition, the b hould b
e H reasonable for the type of business activity and level of business income. Business
Income an d d ocum entatl on tenure should be considered.
req u | reme nts fo r Se'f_ The Seller may determine that review and analysis of the business financial
statements, business asset statements, and in the case of Partnerships and S

em ployed bO ITOWErsS - corporations, an analysis of the historical cash distributions, is necessary to establish

R R g the financial and liquidity standing of the business. In addition, the Seller may calculate
B usiness an d Income ana IySIS and consider the liquidity ratios of the business using generally accepted accounting

(02/05/2023) practices when analyzing the liquidity of the business.

Use of business income reported on the Borrower's federal individual income tax returns
* For sole proprietorships, stable monthly income must be based on the income
reported on Schedule C of the Borrower's federal individual income tax returns
For Partnerships and S corporations, stable monthly income may be based on the
MGIC Borrower's proportionate share of income (e.g., ordinary income, guaranteed
payments) carried from the Form 1065 or 1120 S, through the Schedule K-1 and onto

the Borrower's federal individual income tax returns. Although cash distributions 47
reported on the Schedule K-1 may not be used as qualifying income, they may be used
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Both are looking for
year-over-year trends,
but of different things...
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Comparative
Income
Analysis
Worksheet
Line items
entered in table

Auto-calculate
in matrix:

* % Changes
« Comparisons

MGIC

Comparative Income Analysis Worksheet

MGIC

n to growth of
from one year to the next.

which

Using il select the tax year and enter

inthe

NOTE: if using YTD for 2020, when

The % Ch

the entries will

Use of this information is discretionary. FOLLOW INVESTOR GUIDELINES.

lates in the matrix,

GrossReceipt/Sales.

Returns & Allowances

Cost of Goods Sold

Total deductions/Total expenses

-Total
- Total expensesfor Sole Proprietorship

Taxable Incoma

(Loss) for
~Taxable Income (Loss) for Corporation
~ Net Profit (Loss) for Sole Proprietorship

Select the Years: o),

Gross Receipts/Sales $
% Change
GrossIncome $
R &
% Change
Cost of Goods Sold (CGS) s
% Change
Expenses $

(CGS +Total deductions/Total expenses)

% Change

Gross Profits $
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Comparative
Income
Analysis
Worksheet

YTD entries
automatically
annualize

MGIC

Comparative Income Analysis Worksheet

MGIC

An effe to growth of which
from one year to the next.
Using select th tax year and enter

'NOTE: If using YTD for 2020, when

The % Change

Use of this information is discretionary. FOLLOW INVESTOR GUIDELINES.

Select the Years: )

Gross Receipt/Sales.

Use of this information is discretionary. FOLLOW INVESTOR GUIDELINES.

ST EE Digital Network Systems Date: _

Annualization date: 6/30/2023

Completed by:
Select the Year(s): 1 201 2022 2023
Gross Receipt/sales $ 264,000 $ 276000  § 303,500

Gross Receipts/Sales s s s

% Change
GrossIncome $ $ s

% Change
Cost of Goods Sold (CGS) s H $

% Change
Expenses 3 - n/a* s n/a’ s nfa*
(CGS + Total deductions/Total expenses)

% Change
Gross Profits s s s
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Comparative
Income
Analysis

Comparative Income Analysis Worksheet

MGIC

Use of this information is discretionary. FOLLOW INVESTOR GUIDELINES.

W k h CHL O P Digital Network Systems Date: Annualization date: 6/30/2023
orksheet Gty
Select the Year(s): i) 2021 2022 2023
(y C h Gross Receipt/Sales $ 264,000 $ 276,000 $ 303,
0 a n ge = Returns & Allowances $ 1,000 $ 1,000 s 1,000
G ross I ncome Cost of Goods Sold $ 141000 § 146000  $ 160,600
Total deductions/Total expenses $ 73,200 s 73,900 $ 80,890
- Total deductions for Partnership, S Corporation or Corporation
- Total expenses for Sole Proprietorship
Taxable Income $ 53,800 5 65,100 $ 63,610
- Ordinary Income (Loss) for Partnership/s Corporation
- Taxable Income (Loss) for Corporation
- Net Profit (Loss) for Sole Proprietorship
Gross Receipts/Sales 264,000 276,000 303,500
% Change +5%
Gross Income 263,000 275,000 302,500
(Gross Receipts/Sales - Returns & Allowances)
MG I‘ % Change +5%
Cost of Goods Sold (CGS) 141,000 5 146,000 S 160,600
51
% Change +A% +10%
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Comparative
Income
Analysis
Worksheet

% Change -
Taxable Income

MGIC

Comparative Income Analysis Worksheet

MGIC

Business Name: Digital Network Systems Date: Annuzlization date: 6/30/2023
Completed by:
Selectthe Year(s): 1 2021 2022 2023
Gross Receipt/Sales. 5 264,000 s 276,000 s 303,500
Returns & Allowances S 1,000 s 1,000 s 1000
Cost of Goods Soid S 141,000 S 146,000 5 160,600
Total deductions/Total expenses s 73,200 s 73,900 s 80,830
~Total i ip, §
-Total expenses for Sole Proprietorship
Taxable Income s 53,800 s 65,100 s 63,610
- Ordinary Income (Loss) for Partnership/S Corporation
-Taxable Income (Loss) for Corporation
-Net Profit [Loss) for Sole Proprietorship
Gross Receipts/Sales 264,000 H 276,000 s 303,500
% Change +5% +10%
Gross Income 263,000 s 275,000 s 302,500
G Returns &
3% Change +5% +10%
Cost of Goods Sold (CGS) 141,000 146,000 160,600
% Change
Expenses 214,200 219,500 241,490 80%*
(CGS + Total deductions/Total expenses)
% Change
Gross Profits 122,000 129,000 141,900
G Returns &
HChanre
Taxable Income 53,800 2 65,100 63,610 21%**
% Change +21% 2%

52

*Annual % of Expenses compared to Gross Income _**Annual % of Taxable Income compared to Gross Income.
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Comparative
Income
Analysis
Worksheet

% Change -
Expenses

MGIC

Comparative Income Analysis Worksheet

MGIC

G i which income year to the next, isan
effective way to analyze & ofa bush
User Tips:
* Select tax year(s) busii return and line items
= Enter date of the YTD P&L; i
* YOY3% Change automatically populates, eliminating need for manual calculations
Use of this FOLLOW
Business Name: Digital Network Systems Date: Annualization date: 6/30/2023
Completed by:
Select the Year(s): ) 2021 2022 2023
Gross Receipt/Sales s 264,000 S 276,000 -3 303,500
Returns & Allowances s 1,000 s 1,000 s 1,000
Cost of Goods Sold S 141,000 $ 146,000 s 160,600
Total deductions/Total expenses. S 73,200 3 73,900 s 80,890
-Total i hip, S C ion or C
-Total expenses for Sole Proprietorship
Taxable Income s 53,800 s 65,100 s 63,610
Grdinary income {Loss} for Partnership/5 Corp
-Taxable Income (Loss) for Corporation
-Net Profit {Loss] for Sole Proprietorship
Gross Receipts/Sales s 264,000 s 276,000 S 303,500
% Change +5% +10%
GrossIncome s 263,000 s 275,000 s 302,500
(G -Returns & =
% Change 455
Costof Goods Sold (CGS) s 141,000 s 146,000 S 160,600
% Change +a%
Expenses s 214,200 81 s 219,900 s 241,490 20%*
(CGS +Total deductions/Total expenses)
% Change +3% +10%
Gross Profits s 122,000 s 129,000 s 141,900
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Comparative
Income
Analysis
Worksheet

*% of Expenses
compared to
Gross Income

MGIC

Comparative Income Analysis Worksheet

MGIC

Business Name: Digital Network Systems Date: Annualization date: 6/30/2023
Completed by:
Selectthe Year(s): 1) 2021 2022 2023
Gross Receipt/Sales s 264,000 s 276,000 s 303,500
Returns & Allowances s 1,000 3 1,000 S 1,000
Cost of Goods Sold s 141,000 $ 146,000 s 160,600
Total deductions/Total expenses s 73,200 s 73,900 s 80,890
-Total ions for ip, S C i Corporation
~Total Sole i i
Taxable Income S 53,800 s 65,100 S €3.610
inary (Loss) f ip/S C

-Taxable Income [Loss) for Corporation
-Net Profit (Loss) for Sole Proprietorship
Gross Receipts/Sales s 264,000 s 276,000 s 303,500

% Change +5% +10%
Gross Income s 263,000 s 275,000 s 302,500
& /! Returns &

% Change +5% +10%
Cost of Goads Sold [CGS) S 141,000 S 146,000 s 160,600

% Change 4% +10%
mnml s 214,200 81% s 219,900 I mj H 241,490 I 805 * I
(CGS +Total deductions/Total expenses)

| s¢cnange +3% +10% |

Gross Profits S 122,000 s 129,000 s 141,500
{Gross ipts/s: Returns & €GS)

%6 Change +6% +10%
Taxable Income s 53,800 20%** s 65,100 2a%** s 63,610 21%**

I % Change +21% 2% |

*Annual % of Expenses compared to Gross Income **Annual 5 of Taxable Income compared to Gross Income

54

54

54



3/31/2023

Comparative
Income
Analysis
Worksheet

**% of

Taxable Income
compared to
Gross Income

MGIC

Comparative Income Analysis Worksheet

MGIC

ST Digital Network Systems Date: Annualization date: 6/30/2023
Completed by:
Selectthe Year(s): ) 2021 2022 2023

Gross Receipt/Sales s 264,000 s 276,000 s 303,500
Returns & Allowances s 1,000 s 1,000 5 1,000
Cast of Goods Sold s 141,000 s 146,000 s 160,600
Total deductions/Total expenses C 73,200 s 73,900 s 80,890
~Total SC or Ce
-Total expenses for Sole Proprietorship
Taxable Income S 53,800 s 65,100 s 63,610
-Ordinary Income [Loss) for Partnership/S Corporation
-Taxable Income (Loss) for Corporation
-Met Profit {Loss) for Sole Proprietorship
Gross Receipts/Sales S 264,000 S 276,000 S 303,500

% Change +5% +10%
Gross Income s 263,000 s 275,000 s 302,500

/sales-R &

% Change +5% +10%
Cost of Goods Sold (CGS) s 141,000 s 146,000 s 160,600

% Change +4% +10%
Expenses S 214,200 81%* s 219,500 80%* S 241,450 80%*
(CGS +Total deductions/Total expenses)

% Change +3% +10%
Gross Profits s 122,000 s 129,000 s 141,900
[ /sales-R & cGs)

% Change +6% +10%

ITlﬂhle Income I S 53,800 20% = s 65,100 24% s 63,610 I&*
Ig; Change +21% -25%
S

*Annual %

to Gi

-'Anmul % of Taxable Income compared to Gross Income I
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Purpose of cash flow analysis

Verify qualifying income that is:

»Stable

» Likely to continue
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mgic.com/seb

MGIC

MGIC Rates  Undwwriting  Ordering/Servicig  Training  Tools  Blog  About MGIC m

Self-employed borrower and
income analysis worksheets

Editable, suto-calculating cash flow analysis worksheets for the 2022
tax year.

MOIC > underwriting >

Updated self-employed
borrower and income analysis
worksheets

2022 tax year Outfitted for speed and accuracy, our editaile

i MGICs

analyzing:
+ Gash flow and YTD profit and loss (PEL)
+ Comparative incame
+ Liguidity ratios.
+ Baselvarioble income

+ Rental income.

Get the worksheets »

“I've been using MGIC worksheets for years and think
they're fantastic! I haven't found any other
worksheets that are as functional or as easy to use as

MGIC's.”

to the worksheets

4

Complete SAM Cash
Anatyais and Liquidiy

Incame worksheets from this page.

First Name:

Enmily
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MGIC
worksheets

MGIC

MOIC s s s, s 5 6 i

SEB and income analysis ‘
worksheets and resources [ )

Updated for tax year 2022

MGIC > underwriting > ssb >

Cash flow analysis worksheets for tax year 2022

Choose 3 1 i I cash flow, income from
oyment sources, and * 1 additon to our downloadable worksheets, you can fink to ine
by-fine help explanations for persanal and business tax SAM cash Schedule
Analyaia Method (SAM). i document
(settampioyea bomowes workaneets ) come and rental wotksheets )
A\ e " - >

PLEASE NOTE: Worksheets must be downloaded and saved before editing.

Self-employed borrower worksheets

Our editable
PLEASE NOTE: Self-empioyed b

andvTD . PBL), comparative income and liquidity,
d saved to your computer before editing them.

SAM Cash Flow Analysis Comparative Income Liquidity
and P&L Analysis -

Download and save the warksheet » Dovnload and save the worksheet » Download and save the worksheet »

Download and save for Mac (Excel Dovnload and save for Mac (Excel Download and save for Mac (Excel

required) > required) » required) »

Income and rental worksheets

Caleulate income (base, avertime, bonus, commissian. etc.) and review the cash flow of rental and investment properties quickly with our aute-calculating
worksheats. PLEASE NOTE: Income Analysis must and saved to iputer before editing them

Income Analysis Rental Income
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Infographic:
Characteristics
of 5 common
self-employed
businesses

MGIC

CHARACTERISTICS OF 5 COMMON
SELF-EMPLOYED BUSINESSES MG C

Sole « An unincorporated business with one owner
Proprietorship + Unlimited liability
« Al profits flow directly to awner
« Taxed at an individual rate
« Individual: Files IRS Schedule C
« Business: No returns are filed
Par hi « A busi between two or more people/partners
« Profit/loss is passed to individual partners
« Each partner pays tax on their share of income
» Partner: Receives Schedule K-1and may receive
guaranteed payments
SN o e n + Business: Files IR Form 1065
self-employed borrower
is a person who owns
25% or more in an active S Corporation A legal entity that has a limited number of stockholders
business.” Review, « Profit/loss is passed to individual stockholders
analysis and calculation « Each stockholder pays tax on their share of income
of a self-employed + Stockholder: Receives Schedule K-1 and may receive W-2 income
borrower’s income can be « Business: Files RS Form 1120-5
tricky, but understanding
business structures isan
s LR S Corporation « A legal entity that exists separate from owners who
are shareholders
« Profits are distributed to shareholders via dividends
;EE « The corporation pays taxes
+ Shareholder: Can receive 1093-DIV and/or W-2 income
« Business: Files IRS Form 1120
LLC « A limited liability company
is a hybrid business
« No associated tax forms ,
= Can file using any of the RegiSter now .at

structure-based IRS forms

nasiezz

mgic.com/tr.

“Fanrss Man Seling Gice, December
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Training -
SEB webinars

mgic.com/training/seb

MGIC

Skill-based 60 minutes Skill-based 60 minutes Skill-based 60 minutes

Self-Employed Borrowers - Self-Employed Borrowers — Self-Employed Borrowers -
Focus on Getting Started and Focus on Partnerships and S Focus on Corporations and
the Sole Proprietor Corporations Financial Statements

Recorded Session Recorded Session Recorded Session

Available any time. Available any time Available any time

View training details » View training details » View training details »
*Evaluating Self-Employed Self-Employed Borrowers — Can I Use Rental Income
Income During Tough Focus on Rental Income From a Business-Owned
Economic Times* Property?
Recorded Session
= Available any time Recorded Session
Recorded Session

Available any time

Available any time
.

View training details » View training details » View training details »
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Connect with us

Twitter: mgic.com/twitter

MGIC Connects blog: mgic.com/blog
LinkedIn: mgic.com/linkedin
YouTube: mgic.com/youtube

Facebook: mgic.com/facebook

3/31/2023
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MGIC

Thank you for
choosing MGIC

mgic.com ’ ‘
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