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the information may be outdated due to the rapidly changing nature of the residential 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

2

2



3/27/2024

3

mortgage guaranty
insurance corporation

Knowledge leads to confidence! 
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Objectives

• Review business structures

• Convert tax entries into cash flow: 
• Partnerships

• K-1s
• Guaranteed payments
• Other income

• Solve a distribution mystery

• Explore LLCs nuances

• Your questions

4



3/27/2024

5

mortgage guaranty
insurance corporation

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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mgic.com/seb
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5 business structures

9

Sole
Proprietorship Partnership S Corporation CorporationLimited Liability 

Company
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Infographic: 
Characteristics 
of 5 common 
self-employed 
businesses
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SEB 
Documentation 
Matrix
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Partnership

Liability
Operates according to a 
partnership agreement

General partners have 
unlimited liability

Taxation
Business files Form 1065

Partner’s share of 
earnings is reported on 

Schedule K-1

Borrower’s share of 
income is taxed at the 

individual tax rate

Considerations
Generally, income is only 
considered if distributed 

OR if business has 
adequate liquidity

Partners are not 
employees but may receive 

guaranteed payments
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Definition
Business arrangement 

between 2 or more people
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Partnership 
income flow

Net profits/losses 
reported on IRS Form 

1065

Stockholder’s portion 
on Schedule K-1

1040 – Schedule E, 
page 2

1040 – Schedule 1

1040 – Page 1, line 8
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Pass-through 
entity

9 8

S CorporationPartnership

1120-S
S Corporation Return
Line 22 Income/Loss

1065
Partnership Return
Line 23 Income/Loss

66
1120-S
Schedule K-1
Ownership %
Lines 1, 2 & 3 

1065
Schedule K-1
Ownership %
Lines 1, 2 & 3 

Personal

1040
Schedule E
Part II

6
1040
Schedule 1
Line 8
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Form 1065 and Schedule K-1
Form 1065 Schedule K-1
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Schedule K-1 
(Form 1065)

Business informationBusiness information

Owner’s information & 
Involvement

Owner’s information & 
Involvement

Owner’s % of interest = 
Capital at ending

Owner’s % of interest = 
Capital at ending

EarningsEarnings

Distributions 
– Code A

Distributions 
– Code A

Guaranteed 
payments

Guaranteed 
payments
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General 
partnership

General 
partner

Limited 
partner

Limited 
partner

General 
partner

General 
partner

General 
partner

Limited 
partner

Limited 
partner

Limited 
partner

Limited 
partner

Limited 
partnership

Limited liability
partnerships
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General vs. limited partner

Manage the
business

Responsible for
daily operations

Full liability

No active company 
involvement

No daily 
responsibilities

No liability

Have an 
ownership 

interest in the  
company

Receive a 
share of the 

profit

General Limited
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Ownership interest is confirmed . . .
What’s next?
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Income earned vs. distributions

Earnings

Owner’s portion of net income 
earned by the business is 

reported as ordinary income 
on Schedule K-1

Distribution is when the 
business transfers cash or 

property to the owner

Income received

20
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K-1 income can 
be used for 
qualifying if . . . 

The borrower has 
accessed the income

The business has 
adequate liquidity to 
support the withdrawal
of earnings

OR

21
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Partnership/S Corp K-1s: Scenario 1

• K-1s reflect a history of receiving cash distributions consistent with 
ordinary income 

IF…

• K-1 ordinary income may be included in borrower’s cash flow

THEN…

• Nothing else is required

STOP…  
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Sample 
Schedule K-1
Form 1065
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Partnership/S Corp K-1s: Scenario 2

K-1s do not reflect a history of receiving:
• Cash distributions
• Cash distributions consistent with ordinary income

IF…

• Document that the business has adequate liquidity to support 
withdrawal of earnings

OPTION 1: To use total amount of ordinary income…

• To the amount of income supported by a history of accessing the 
income (without getting additional documentation) 

OPTION 2: Limit the amount of qualifying income…   

24
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K-1 without 
distributions

25
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K-1 without 
consistent 
distributions

Option 1: To use total amount of ordinary income,
document that the business has adequate liquidity to 
support withdrawal of earnings

Option 2: Limit the amount of qualifying income
to the amount of income supported by a history of  
accessing the income (without getting additional 
documentation)
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Partnership/S Corp K-1s

Is it by DEFAULT?Is it by CHOICE?

• Business agreement prohibits 
distributions

• Business is insolvent – can’t 
afford it

• Business is solvent
• Positive income trends

• No history of distributions? 
• Distributions < ordinary income

27
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Who is the investor?

28
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Meet the borrowers

30
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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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hideawaystorage.com

Hide Away Storage
Earning your business one box at a time

Locally owned & 
operated
Family-owned and 
operated since 2019.  

Convenient 
Our all-indoor, 
climate-controlled 
storage units are 
accessible 24/7.

Secure
All units are kept safe with 
modern security features.

Clean 
Our self-storage units are 
well maintained.

Competitive
Our rates are very 
competitive.

Customer service
We are backed by 
best-in-self-storage 
customer service.
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Personal 
1040 
Schedule E –
Part II

Case study, page 40

34
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Schedule K-1
(Form 1065)

Case study, pages 42 -43
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Distributions 
higher than 
ordinary 
income?

Business made money but 
took advantage of write-offs

Taking distributions from 
previous year’s earnings 

Distribution of money that 
was not earned

Partnership is dissolving 

1

3

2

4
36
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SAM
Cash Flow 
Worksheet

mgic.com/seb
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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

38
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Schedule K-1
(Form 1065)
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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

41

41



3/27/2024

42

mortgage guaranty
insurance corporation

Form 4797

What is the 
source of the 
other income?

Question: Do you have 
the expectation that the 
income will continue for 

3 more years?
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Distributions 
higher than 
ordinary 
income?

Business made money but 
took advantage of write-offs

Taking distributions from 
previous year’s earnings 

Distribution of money that 
was not earned

Partnership is dissolving 

1

3

2

4
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43



3/27/2024

44

mortgage guaranty
insurance corporation 44

44



3/27/2024

45

mortgage guaranty
insurance corporation 45

45



3/27/2024

46

mortgage guaranty
insurance corporation

Form 1065, Schedule L
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Effect on cash flow analysis

47
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Final determination of qualifying income
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Limited Liability 
Company (LLC)

Liability
LLC operating agreement 
outlines specific division 

of power among 
members/owners  

Generally, they have 
limited liability

Taxation
Owner reports income on 

Schedule C, 1065 or 
1120-S, depending on their 

formation 

Owner is taxed at the 
individual tax rate
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Definition
A hybrid business structure 

designed to offer 
members/owners tax 

efficiencies of a partnership 
and the limited liability of a 

corporation
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LLC borrows tax forms
A single-member LLC A multi-member LLC 
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TOOLS FOR 
SUCCESS!
TOOLS FOR 
SUCCESS!
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Purpose of cash flow analysis
Verify qualifying income that is:

• Stable

• Likely to continue

52
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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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• 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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