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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the information may be outdated due to the rapidly changing nature of the residential 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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How do you become
an SEB expert? 
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One step at a time!
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Objectives

• Review business structures

• Convert tax entries into cash flow: 
• S Corporation

• K-1s
• Mortgages due in less than a year
• Other income from a partnership

• Determining business liquidity

• Your questions
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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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mgic.com/seb
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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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SEB 
Documentation 
Matrix
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S Corporation

Liability
Stockholders are not 

personally liable for the 
debts of the corporation

Taxation
Business files 
Form 1120-S

Owner’s share of
earnings is reported on 

Schedule K-1

Earnings will be reported 
regardless of whether 

income was distributed

Considerations
Generally, income is only 
considered if distributed 

OR if business has 
adequate liquidity

Stockholders are 
considered employees of 

the business and can 
receive W-2 wages

13
mortgage guaranty
insurance corporation

Definition
A legal entity that has a 

limited number of 
stockholders
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S corporation 
income flow

Net profits/losses 
reported on IRS Form 

1120-S

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

 

S CorporationPartnership

1120-S
S Corporation Return
Line 22 Income/Loss

1065
Partnership Return
Line 23 Income/Loss


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


1040
Schedule 1
Line 8
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Form 1120-S and Schedule K-1
Form 1120-S Schedule K-1
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Schedule K-1
(Form 1120-S)

Business informationBusiness information

Owner’s information & 
involvement

Owner’s information & 
involvement

EarningsEarnings

Distributions –
Code D

Distributions –
Code D

Owner’s % of interest Owner’s % of interest 
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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
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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
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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 1120-S)
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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…   
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K-1 without 
distributions
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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
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Who is the investor?

27



3/27/2025

28

mortgage guaranty
insurance corporation 28
mortgage guaranty
insurance corporation



3/27/2025

29

mortgage guaranty
insurance corporation

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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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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J & J Property Solutions
We handle it all so that you can relax and live life

Offering experienced and reliable property management services since 2016. We look forward to becoming your solution. 

jandjpropertysolutions.com

Rent Collection
We handle all collections, 
including rental payments, 
late fees and penalties. Our 
online portal makes it easy for 
tenants to pay rent and for 
owners to track finances.

Tenant Screening
We screen every applicant 
with a thorough background 
and credit check to ensure 
they meet strict standards.

Marketing & Design
We make your home shine with 
eye-catching listings and 
marketing. We offer design 
services to update your property 
when the time is right for a 
refresh.

Maintenance & 
Repairs
Our in-house maintenance 
staff makes property 
maintenance easy. We 
conduct regular property 
inspections to allow for 
early detection of issues.  
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Personal 
1040
Schedule E, 
Part II

Case study, page 40
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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
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Schedule K-1
(Form 1120-S)

Case study, page 53 D
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Determine liquidity
• What is liquidity? 

• Ease of ability to convert business assets to cash

• Offers immediate access to funds

• Business liquidity
• Measure of financial strength

• Indicates ability to pay current debts

• Different businesses have different liquidity needs

Inventory-intensive vs. low-inventory business
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Current ratio
The current ratio measures the business’s ability to 
pay its current liabilities with its current assets.

Quick ratio
The quick ratio is an indicator of a business’s ability to 
pay back its current liabilities with its most liquid 
assets. Inventory is excluded from the quick ratio. 

Liquidity ratios

= Current Ratio

Current Assets 
[Cash & Equivalents + Marketable 
Securities + Accounts Receivable

(Less Bad Debt) + Inventory]

Current Liabilities 

= Quick Ratio

Quick Assets 
[Cash & Equivalents + Marketable 
Securities + Accounts Receivable
(Less Bad Debt) – Inventory Not 

Included]

Current Liabilities 
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Schedule L –
Current ratio

Case study, page 58
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MGIC 
Liquidity 
Worksheet

39



3/27/2025

40

mortgage guaranty
insurance corporation
mortgage guaranty
insurance corporation

Current ratio or quick ratio?
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Effect on 
cash flow 
analysis
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Form
1120-S

Case study,
pages 53, 55 - 59

$122,000 x 50% = $61,000
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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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10,000
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Form 1120-S, Schedule L

• Line of credit
• Regular rollover
• Sufficient liquid assets

47

File documentation verifies Note is renewable 
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Effect on 
cash flow 
analysis
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What 
is the 
earnings 
trend?

$67,750.00 $63,865.00

/24 = $5,483.96
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Schedule B
Interest and 
Dividends
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Schedule B
• Interest from self-employment

• Dividends from self-employment

• Other interest and dividends
• Use tax return as supporting documentation

• Follow investor documentation guidelines
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Schedule B

Case study, 
pages 20 & 21
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Effect on
cash flow 
analysis
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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

57



3/27/2025

58

mortgage guaranty
insurance corporation

MGIC worksheets
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Dig deeper

www.mgic.com/magic-minutes
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Let us earn 
your business
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Explore Training

& Special Events

mgic.com/training

Get a free MI quote

mgic.com/MIQ

Connect 

MGIC account manager
mgic.com/contact

Training email
Training@mgic.com
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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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Schedule K-1 
Questions
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