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Underwriting 
Components
Analyze tax returns for income 
that is:
• Regular

– Predictable and consistent 

• Recurring
– Determined by looking at the 

history and trends of this income 
to help predict the future of the 
income stream



Fannie Mae 
Cash Flow 
Analysis Form

Partnership
Income



Double check 
you have all the 
K-1’s listed on 
Schedule E…





Business Income

The income from the K-1, 1065, 1120S and 1120 can 
only be used if:
• The earnings trend is positive (profitable)
• The borrower can document ownership share (for example, 

the K-1);
• The business has adequate liquidity to support the 

withdrawal of earnings



Business Income

Key Terms:  In order to use 
K-1 Ordinary Income, you 
must validate either of the 
following:
• Distributions

or
• Liquidity



Distributions

If the Schedule K-1 reflects a documented, stable history of 
receiving cash distributions of income from the business 
consistent with the level of business income being used to 
qualify, then no further documentation of adequate business 
liquidity is required. 

The Schedule K-1 income may then be included in the 
borrower’s cash flow. 



Distributions

Code D
Code A



Distributions

If the Schedule K-1 does NOT reflect a documented, stable 
history of receiving cash distributions of income from the 
business consistent with the level of business income being 
used to qualify, then the lender must confirm the following to 
include the income in the borrower’s cash flow.

* The business has adequate liquidity to support the withdrawal 
of earnings.



What is 
Liquidity?
Definition of Liquidity: The ability of 
a company to meet its financial 
obligations as they come due. 

The Liquidity Ratio is a computation 
used to measure a company's 
ability to pay its short-term debts. 



Liquidity Ratio 
Common 
Calculations…
1. Current ratio
2. Acid ratio
3. Cash ratio

These three ratios are often 
grouped together by financial 
analysts when attempting to 
accurately measure the liquidity 
of a company.



Current Liquidity Ratio 
Calculation Example…
From Schedule L:

Cash on Hand (Line 1)
+

Accounts Receivable (Line 2a)
+

Other Current  Liquid Assets (Line 6)
÷

Current Liabilities 
(Lines 15 + 16 + 17 for 1065)

(Lines 16 + 17 + 18 for 1120-S & 1120)
=

Current Liquidity Ratio



Code A
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Partnership –
Form 1065
• The entire partnership’s 

earnings and losses are 
reported on 1065

• The partner’s percentage of the 
earnings and losses are 
reported on the K-1

• The 1084 will review the entire 
partnership’s income, then 
calculate the applicant’s share 
of that income



Code A





Other Income 
Rule:
• Subtract non-recurring other 

income

• Add non-recurring other losses





Amortization…

The process of spreading out an 
intangible asset’s cost over the 
asset’s life

Intangible assets are identifiable 
assets but are not physical objects

Examples are franchise fees, 
patents, copyrights and cost of 
obtaining customer lists.



Casualty Loss…

Sudden or unexpected loss, 
damage or destruction of property.

Deductible during the taxable year 
the loss occurred.  







S Corporation –
Form 1120S
• Similar to the Partnership Form 

1065

• The 1120S represents the entire S 
Corporation’s earnings and losses

• Shareholders receive a K-1 
showing their share of ordinary 
(net) income or loss from the 
business



Code D











Fannie Mae 
Cash Flow 
Analysis Form

Corporation
Income



Corporation –
Form 1120
The income from the 1120 can 
only be used if:

• The earnings trend is positive
• There is adequate liquidity for 

withdrawal
• The borrower can document the 

right to withdraw the income



100% Ownership 
– FNMA
The applicant must own 100% of 
the corporation in order to use the 
income from the 1120 as 
qualifying income.















How to find Radian’s SEB Cash Flow Worksheets

1. Click on the Menu on the top left of radian.com
2. Click on Tools
3. Click on Self-Employed Cash Flow Calculator



How to find Radian’s SEB Cash Flow Worksheets

1. Click on Download



Analyzing Income for SEB

Thank you for attending this Radian session. 
Look for additional resources, updates and training

in the “Thank You” email.
Have questions about Radian or MI? 

Contact your local Radian Account Manager


