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Business Income Concepts

Four Concepts
» Business Income May Be Reported On Personal Tax Returns and/or Business Tax Returns
« Taxable Income
« Calculated on Tax Returns
* Income on Which Borrower Owes Taxes
« Qualifying Income
* Money Available to Pay Mortgage
« Taxed Income May Have Been Passed Through to The Borrower
« Taxed Income May Not Be Available
* Expensed Not Acknowledged
« Untaxed Income May Be Available
« Income Not Required To Be Reported As Taxable
* Non-Cash Expenses Computed in Calculation of Taxable Income
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Business Income Concepts

Four Concepts

Examine Past to Predict Future
« 1 or 2 Year History With Documentation
e Calculations Shown
 Fannie Mae- Form 1084
* Freddie Mac- Form 91
 Lender Form
« Ml Co. Form
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Qualifying Income

The only income that can be used to qualify your borrower is income that is:
« Steady,
« Stable,
» Likely to Continue, and
* Provable.

Generally: Two Year History Of Receipt, Three Year Continuance.

Specific Income Types May Vary.
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General Underwriting Guidelines

Declining Personal Income
« Can the income be used to qualify?
« If so, use only the lower of the two years

Declining Business Income
« Conduct a Trend Analysis

* Fannie Mae Comparative Income Form (Form 1088)

» Cheat sheet located on our training page

$157,000

Income Trend

$150,000 » $150,000

$90,000
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Self-Employed Business Types

Each business structure reports taxes as follows:

Sole Proprietor
Completes IRS Form 1040
Schedule C
Farm
 Completes IRS Form 1040
« Schedule F

(Continues on Next Slide)
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Self-Employed Business Types

Each business structure reports taxes as follows: (Continued from previous slide)

Partnership
 Completes IRS Form 1065
» Partners receive Form K-1s from the partnership reporting the partner’s profit/loss
* |IRS Form 1040 may reflect pass through income on B, C, D, E or F
S-Corporation
« Completes IRS Form 1120S
« Shareholders receive Form K-1s from the S-Corp reporting the shareholder’s profit/loss
* IRS Form 1040 may reflect pass through income on B, C, D, Eor F
Limited Liability Company
« An LLC may complete Partnership or Corp returns
« Single member, or husband/wife only may report on Form 1040, Schedule C
« Income analyzed based on form completed, not business type

(Continues on Next Slide)
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Self-Employed Business Types

Each business structure reports taxes as follows: (Continued from previous slide)

Corporation
 Completes IRS Form 1120.
« Shareholders may receive
« Wages reported on a W-2
« Dividend reported on IRS Form 1040, Schedule B
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IRS Form 1040- Individual Tax Return

F Daparimant of the Troas sy —Iaterral Revenue Senica a5 s
21 040 U.S. Individual Income Tax Retumn |f“))@21

DMB Mo, 1545-0074

RE L Only

o Pl e O AR 1 i S

Filing Status B singie [] Married fling jointly [ Married filing separately MFS)  [] Head of househod (HOH) [ Cualiiying widowiar) [0W)

Chack only If yeu chacked the MFS box, anter tha name of your spouse. if you checked the HOH ar QW Bax, enter the child's narme if the qualifying
ona bax. person is a child but not your dapendant &
Yaur fieat ramee aied macddla Inlital Last rearma Your seeial sacurfly rimbaer
Dan Deslgner UM -HH-XHAK
H jolt rabum, spowsa’s first nama and middis iritial Lasi rama Spouse’s sacial security nunbe

Herma address (rumber and streaty, B you bave s PO, Do, See insbractions, Apt, na,
1000 Decorator Drive

Clty, bawn, or past office. I youw have a fomeign adomss, also complabe spaces below. Shale 2IF codn
Raleigh HC 27615

Foraign country namss Famaign provinca/stata/county Farnign posial coda

Presidential Elactian Campaign
Check here i you, or your
spouse if filing joinlly, wanl 33
Lo go to this fund, Checking a
box baloew will not change
your tax ar rafund.

Oves [ spause

At any tima during 2021, 0 you recaive, sell, exchangs, of otherwise dispose of any financial intareat in any virual curency? O¥es No

Standard Semeone canclaim: [ You az adependent [ Your spouse as a dependent
Deduction [] Spouse temizes on a separate retum o you wera a dual-status alion

Age/Blindness You: [] Warn born before January 2, 1857 [ Are blind

Spouse: [] Was bom before January 2, 1857 [ Is blind

Dependents (see instructions): (@) Secial securtty {3} Baatsianship (L] Vi qualfes for see instructionsk:
+ mare [1) First nama Last nama rusmbar ho yol Child tax cradit Cmdit for othar depandents
han Taur O a
o O O
and chesk O O
herew [] O ]
—— 1 Wages, salaries, tips, etc. Attach Formis) W-2 Coe . 1
"‘_t"m" 2a  Tax-exemnplirerest . 2a b Taxabla interast o] 2,155,
::::J:: Ja CQualifed dividends Ja b Ordinary dividands iy
J da  IRA distributions . . . da b Taxable amount . A
5a Pensions and annuities . Sa b Taxable amount . 5b
Standard Ba  Social secwity benafls | . Ba b Taxable amount . - Eb
E’;:"_g“n":""" 7 Capital gain or Jjoss). Attach Schedue D if required. If nol reguired, check hare » O 7
Marrisd Siing B Oher incoms Trom Schedue 1) line 10 C e e N a AR, 000,
ool 8 Addlines 1, 2b, 3, 4b, 5b, Bb, 7, and 8. This is your tolal income |9 40,155,
= Wlarrisd Sirg 10 Adjustments to incorme from Schedue 1, line 28 . o 10,4571 .
ey |41 suotact e 10 trom line B, This ie your adjusted gross incom 11 29,704,
SVl 12a Standard deduction or itemized deductions (i Sthedule A
= Hoad of b Charitable cortributions if you take the standard deduction [2ee instructons)
berprioe ¢ AddInes 123 and 12k e 12c 25,154.
«Fysichecked | 13 Qualifed business Income deduction from Form B235 er Form 8985-4 13 510,
Hoes AW 4 Add lines 12c and 13 O, 14 26, 064,
mlnﬁmuuu. 16  Taxable income. Subtract e 14 from fne 11, I zoro or lnss. anter -0 15 3,640,

For Disclosurs, Privacy Act, and Paperwork Reduction Act Notice, set senarabe instructions.
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What Taxable Activities Has Your Borrower Filed?

£1040 s iniividuei income Tax Retum | 2021 e e 1 NS Feturn shows two different types of
Filing Status g singie [ Married fling jointly  [] Marrie< filing separately (MFS) [ Head of housenod (HOH) [ Cualifying widewian (OW)

-
L}
C"'Eb';:"'l-‘ If yaus chocked the MFS box, enter tha name of your spouse. If you checked the HOH ar W box, entar the child's nama if tre qualifying I n co m e re po rt "

DMB Mo, 1545-0074

ona o person is a child but not your dapendant &
Yaur fieat ramee aied macddla Inlital Last rearma Your seeial sacurfly rimbaer
Dan Designer HEK-HH-KAXX 4 Taxable I nte rest
H jolt rabum, spowsa’s first nama and middis iritial Lasi rama Spouse’s sacial security nunbe
Herma address (rumber and streaty, B you bave s PO, Do, See insbractions, Apt, na, Presidential Electian Campalgn ® B uSi neSS I nCOme SChed u |e C
1000 Decorator Drive EF'm:kl'!nrn.‘yPJ.arym.r
Clty, bawn, or past office. I youw have a fomeign adomss, also complabe spaces below. Shale 2IF codn EOP;‘;SIZI:PF:LI':Q:IHEM:TIE‘S:
Raleigh NC 27615 3w below will not change:
——— R = ey The presence of a schedule prompts the mortgage
Oves [ spause

At any time during 2021, dd you recalve, sell, exchangs, or othenwse dispose of any financial intarest in amy virtual currency® [O¥es [HNs file reViewer to investigate the aCtiVity pOSted.

Standard Semeone canclaim: [ You az adependent [ Your spouse as a dependent
Deduction [] Spouse temizes on a separate retum o you wera a dual-status alion

Age/Blindness You: [] Warn born before January 2, 1857 [ Are blind Spouse: [] Was bom befors January 2, 1857 [ Is blind

Dependents (see instructions): (@) Secial securtty {3} Baatsianship (L] Vi qualfes for see instructionsk:
+ mare [1) First nama Last nama rusmbar ho yol Child tax cradit Cmdit for othar depandents
han Taur O a
o O O
and chesk O O
herew [] O ]
1 Wages, salaries, lips, etc, Altach Form(s) W-2 Coe . 1
"‘_t"m" 2a  Tax-exemnplirerest . 2a b Taxabla interast o] 2,155,
;TJ:: Ja CQualifed dividends Ja b Ordinary dividands iy
J da  IRA distributions . . . da b Taxable amount . A
5a Pensions and annuities . Sa b Taxable amount . 5b
Standard Ba  Social secwity benafls | . Ba b Taxable amount . .. Eb
E’;:"_g“n":""" 7 Capital gain or Jjoss). Attach Schedue D if required. If nol reguired, check hare C.e 07
Marrisd Siing B Oher incoms Trom Schedue 1) line 10 e, a AR, 000,
ool 8 Addlines 1, 2b, 3o, 4b, Sb, b, 7, and 8, This i your totalincome . . . . . . . . . ® | 8 40,155,
= Wlarrisd Sirg 10 Adjustmenis to incorme from Schedue 1, lire 28 . . . o 10,4571 .
ey |41 suotact e 10 trom line B, This ie your adjusted gross incom 11 29,704,
SVl 12a Standard deduction or itemized deductions (i Sthedule A
= Hoad of b Charitable cortributions if you take the standard deduction [2ee instructons)
berprioe ¢ AddlnesiZaandiZh . . . . . . . . . . . ... ... |12 25,154.
*Fysichecked | 13 Qualifed business Income deduction from Form B235 er Form 8885-4 . . . . . . . 13 510,
et I P e [T 26, 064,
mlnﬁmuuu. 15 Taxable income. Subtract fne 14 from fne 17, W zorooor less, erter -0, . 0 0 . . . . . 15 3,640,
For Disclosure, Privacy Act, and Paperwork Reduction Act Netice, see separate instructions. Form 1040 @oa1)
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What Taxable Activities Has Your Borrower Filed?

F1040 5. individuai income Tax Returm | 2027 | s sure| cssmon osmmemons s The Example is Dan Designer

Filing Status [ single [] Married fling jeintly [ Married filing separately (MFS] [ Head of househoid (HOH) [ Gualifving widowier (W)
Chackonly i you chacked the MFS box, arter tha name of your spouse, i you checked the HOH ar OW Bax, arter the child's mama I the qualifying

o i chckd o MIS b, e o Dan runs a business from home.

Vaour first rame ard maddla Inftial Last rama Wour social securdly rumber

T e The business is a Sole Proprietor
Toon pecarers e T e e and he files a Schedule C. He is

spouse if filing joinily, wanl §3

Chy, I:mw:,erpn-r.l oifiza. i you have a fomign adoness, alsa complete spaces balow. Shate ZIF coda to ge 1o this fund. Checking a 0
Raleigh HC 27615 baw talow wil not changa a 0 Owner
Forign country nama Faraign pravinca'state'oounty Famign postal coda | yoUr tax ar rafund.
Oveu [ spouse

At ary time during 2021, da you recaive, sall, axchangs, of othersse disposs of any financial interest in any virtual currency ¥ O¥es Mo

Standard Someone can claim:  [] You as adependant [ Your spouse as a dependont
Deduction [ Spouse temizes an a separate ratum o you wers a dual-status alien

Age/Blindness You: [] Ware born befors January 2, 1857 [ Areblind  Spouse: [] Was bom bofore January 2,1957 [ 1= blind

Dependents (see instructions). | (2) Social security | 13} Baktionship | )V il quakSes far (see instructionsl:
It mare L . .
wew — 8 Otherincome from Schedule 1, line10 . . . . . . . . . . . . . . . . . . 8 38,000.
e | —
—————— 1 Wages, salaries, tigs, atc. Altach Form(s) W-2 e 1
g:ﬁﬁ Za  Tx-exempl inferest . 2a b Taxablo interast Y 2,155,
pocpived, 3a  Qualified dhidends 3a b Ordinary dividands | S
I aa 1A distibutions . 2a b Tacabie amount . ab
Sa  Pensions and annuilies . Sa b Tacabie amaunt . sb
Standard Ga  Social secudty banefits | 6a b Tacabis amount . R ™
?;:‘::’:"" 7 Capital gain or foss). Atlach Schedue D i required, If not required, checkhere . . . . = [ [ 7
Memeddirg | B Ofther income fram Schedue 1, line 10 e 38,000,
oy 9 Addlines 1, 2b, 3b, 4b, 5b, 6, 7, and 8. This is your total income . . . . . . . . . b | 8 40,155,
. 10 Adjustments Lo incorme fram Schedue 1, line 28 ) B T 10,451,
m’}:.:q 11 Sunlract fne 10 from line 8, This is your adjusted gmslnwmu T L 29,704,
S 12a Standard deduetion of itemized deductions (rom Stheduie &) . . | 12a 25,154,
- Howd o b Charltable cantributions If you take the standard deduction (see instructions) | 12b |
ey e AddlmesiZaand 13 . . . . . . . . . . ... ... .. |1z 25,154,
sWyouchecked | 13 Qualifec
&= |4 = Review Li ine if th is a Sch le 1
== |« == Review Line 8 to determine if there is a Schedule
—

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, ses separate instructions. Form 1040 @izt '



What Taxable Activities Has Your Borrower Filed?

Padirall Additional Income and Adjustments to Income g"é;s;"
RTINS | g s e s ot o et it e o
Marne(s) enown on Form 1040, 1040-5F, or 1040-NR Your social security number
Dan Designer XX -XKEX
Additional Income
1 Taxahble refunds, credits, or offsets of state and local incometaxes . . . . . . . |1
2a Almonyrecelved . . . L L L L L L 0 o b e e e e e e e e e e 2a
b Date of original divorce or separation agreament (ses instructions)
3 Business income or {loss). Aftach ScheduwleC . . . . . . . . . . . . . . . |3 38,000,
4 Other gains or {losses). Attach Form £797 . . . . . . . . . . . . . . . .. 4
5 BRental real estate, royalties, partnerships, S corporations, trusts, etc. Attach
ScheduleE . . . . . . . . . . . . .. e e e e | B
& Farm income or (loss). Attach Scheaule F . . . . . . . L. L L L L0 . ]
T  Unemployment compensation . . . . . . . . . . . ... . o . 7
8 Ofher income:
a Netopesatingloss . . . . . . . . . . . . . . . ... Ba |( i
b Gamblingmcome . . . . . . . L L 0 L 0L L 8b
¢ Cancellationefdent . . . . . . . . . . ... .. ... |Be
d Foreign eamed income exclusion from Form 2555 . . . . . Bd |( i
e Taxable Health Savings Account distribution . . . . . . . . Be
1 Alaska Permanent Fund dividerds . . . . . . . . . . . . |8&f
g Jurydutypay . . - . . . L L L L L L o e e Bg
h Przesandawards . . . . . . . . . . . . . . . ... Bh
i Activity not engaged in . R
i seckopions .- 3 BUSINESS income or (loss). Attach Schedule C
k Income from the rental of
the rental for profit but were not in the business of renting such
property . . . . . L L L L L L. L Bk
I Olympic and Paralympic medals and USOC prize money (see
instructions) . . . . . . . L . L L L L . L L. ... Bl

m Section 851(a) inclusion (ses in
n Section 851Aia) inclusion (see
o Section 451(]) excess business
p Taxable distributions from an ABLE account (see instructions) . |Bp
z Oiher income. List type and amount b

8 Total other income. Add lines Bathrough 8z . . . . . . . . . . . . .. . )
10 Combine lines 1 through 7 and 9. Enter here and on Form 1040, 1040-8R, or
T040-NR line 8 . . . . e e . 10

Fur Paperwark Pleduction Act Notice, sew your tax return instructions.

38,000,
Sehedule 1 [Farm 1040) 2021

The Example is Dan Designer

Dan runs a business from home. The
business is a Sole Proprietor and he

files a Schedule C. He is a 100%
owner.

El s s Ll El El s s s - El s s

Review Line 3 to determine if there is a Schedule C
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What Taxable Activities Has Your Borrower Filed?

SCHEDULE C Profit or Loss From Business OMB Na. 1545-0074
(Form 1040) (Sale Prapristarship] 1 5021
Danartmort o tha Traasiay » Go 1o www.irs. for and the latest Atochment
Vel Rawanun Senvca 551 | I Attach to Farm 1040, 1040-SR, 1040-NR, or 1041; partnerships must generally file Form 1085. | sequence Mo, 09
Mama of propriator Social security number (58N}
Dan Designer UK - =000
A Prncipal business o profession, including product or senice (se2 instructions) B Enter code from instrustions

Interior Design »lsalalalo \uI
5 Business name. I no separale business name, lesve blans. D Emgloyer D number (EIN) 300 har)

N
E Business address {including suite or room noj 1000 Decorator Drive
City, tawn or post affice, state, anam‘coaa aleigh NC 27615
PP - TN [ Py,

Business income or (loss). Attach ScheduleC . . . . . . . . . . . . . . .

1 Gross recelpts or sales, Beelnmcﬂmafwllr\elMchwklhebm"lhblmmmmmyuuoﬂ
Form W-2 and tha “Statutory amployes” box on that form was chacked . - 1
2 Astums and allowances . N T 2
3 SubtactlineZfominel . . . . . L . L L L &ooc o .l a
4 Cost of goods sold (from kne 42) = - - 4 47,000,
5
&
7

303,566.
13,799.
385,767,

31 Net profit or {loss). Subtract line 30 from line 29. "”’ - ..

= If a profit, enter on both Schedule 1 (Form 1040), line 3, and on Schedule SE, line 2. (If you méﬁnm tore - [ 18,000,
checked the box on line 1, see instructions). Estates and trusts, enter on Form 1041, line 3.

242,767,

242,767,

lease [saa instructions):

machinery, and aquipment | 20a |
. property 200 24,800,
= |f a loss, you must go to line 32. Far |
(net ingluded in Part 1) . | 22 | 6,802,
included In Pari 1) (aee and licenses [ 23| 2,000,
instructions) 13 245, | 24 Travel and meals:
14 Employen benalit programs a Trwve . . 240 3,330,
{other than on line 19) 14 b Deductible meals [m
16 Insuranca {other than hoalth) | 15 4,390, 245 1,849,
16 Interest [s8e instructions): 25 Lhilities 25
a Mortgage (paid 1o banks, 810} | 16a 26 Wapes (ess omuwmm mvs] 26
b Othar 18k 1,522, | 27a Other axpenses (from ine 48} 27a 2,498,
17 L-#adpn'lssboﬂalwnm 17 15,100, b Reserved for futureuse . . | 27
28 Tolal expenses belore expenses for business use of home. Add lines B thvough 278 . . . . . > | 28 |
28 Tentatlve profit of (joss). Subtract line 26 from ke 7 R
30 Expenses for business use of your home. Do not report (hese expenses ssewhere. Attach Form 6823

unless using the simplified methad. Ses nstructions,
Simplified methad filers anly: Eriter the letal square foatage of [3) your hame:
and (o) the parl of your home ugad for business, . Usn the Simplified

Mnthad Warksheet in the instructions to figure the amount to enter on fre 30, [ 30 | 25,698,

31 Met profit or (loss). Subtract line 30 from line 28,
* I¥a profit, anter on beth Schadule 1 (Form 1040), e 3, and on Schedule SE, line 2. {1 you
checked the box on line 1, see instructions). Estates and trusts, anter on Form 1041, line 3. #H 38,000,
= i & loss, you must go to line 32.

32 M you have & loss, check the bex that describes your I this actwity. See
= If you checked 32a, enter the lass on both Schedule 1 (Form 1040}, line 3, and on Schedule
SE. line 2. (If you checked the box an line 1, ses the line 31 instuctions.) Estetes and trusts, enter an 32a [ All investment is al risk,
Form 1041, line 3. a2t [] Some investment is nat
« 1 you checked 325, you must attach Form 6188, Your loss may be limited, at risk.

For Paperwork Reduction Act Notice, see the separate instructions. g ALV Bzez2 T Schadule € (Form 1040) 2021

Review Line 31 to determine if just 1 Schedule C has been filed ¥nact



Review Schedule C

Start with the Net Profit or Loss

3 ‘ Schedule C — Profit or Loss from Business: Sole Proprietorship

a. Net Profit or Loss (Line 31)

Each schedule simply shows the math behind the
sum that carried forward to the Form 1040.

After reviewing the schedule you may determine
that adjustments need to be made to the taxable
income reported to convert it to qualifying income
for loan purposes.

* |f a loss, you must go to line 32.

i Net profit or (loss). Subtract line 30 from line 29.

= |f a profit, enter on both Schedule 1 (Form 1040}, line 3, and on Schedule SE, line 2. {If you
checked the box on line 1, see instructions). Estates and trusts, enter on Form 1041, line 3.

SCHEDULE ¢ Profit or Loss From Business OMB o 15450074
(Form 10440) [Sole Proprietorship) .52.( |2 1
: L
Do ot o the Traasury ® Go lo www.irs.gov/ScheduleC for instructions and the latest information. Atachimsit
Vternal Resnnun Senvecn 59) | Attach to Form 1040, 1040-SR, 1040-NR, or 1041; partnerships must generally file Form 1085, | saguece Ho 09

Nama of proprator
Dan Designer

A

Social security number (SSN)
UK - B

Principal business or profession, Including product o esnvice (see instructions) B Enter coda fram insirustions
Interior Design plslala]alo e
c Business name. If no separale business name, leave blank D Employer ID numbes [EIN) 500 e
_ L L]
E Businass address (including sufte or room no 1000 Decorator Driwve
iy, town or post office, stete, and ZIF code Raleigh, NC 27615
F Accounting method: (1) [ Cash # acerual (@3 [ Other jspeciy) &
G Dicd you “materially parlcipale” in the operalion of 1 business during 20217 I *No,™ see instructions for frmil on losses Bl Yes [no
H H you sarted or acquined this business during 2021, check here . o O
1 Dict you miake any paymants in 2021 thal would rcuine you to file rnmrs] 10987 Sea nstructions . Oves Kno
J It “es,” did you or will you file required Formis) 10997 . . . Oves COhe
Income
1 Gross receipts or sales. See instructions for line 1 and check the box If this mcoms was repo"eu 1o you on
Farm W-2 and tha “Statutory amployes” box on that form was chacked . . » O 1 303,566,
2 FAetums and allowancas . 2 13,799,
3 Subtract line 2 from fne 1 3 289, 767,
4 Cost of goods seld from fne 42} 4 47,000,
5  Gross profit. Sublract ine 4 from line 3 . 5 242,767,
&  Other income, including federal and state gassline or fusl tax credit or refund [suu e rul:lluns_l . B
T Gross income. Add ines SandE . . . . L e T 242,767,
lnl]l Expenses. Enter expenses for business use Df you rome Oﬂllf an Iine 30.
& Adverising . . ., . 8 16,900, | 18 Ofice sxponse [see instructions) , | 18 18,000,
& Car and truck axpanses |59 19 Pension and proft-sharing plans . | 19 |
instructions} . . . Ll 25,835, | 20 Rentorlease [see insinuctions):
10 Commissions and fees . 10 a  Vedickes, machinery, and aquipment | 20a |
11 Gortract labor (gee instnuctions) | 11 39,000, b Other business property . R 24,600,
1z Daplaton . - 12 Fl Repeirs and maintenance . Fal
13 Depraciation and section 173 22 Supplies not included in Part 1 . | 22 | 6, 802.
::_‘IJ::!: Indaﬁ‘a:lhnr] I[::; 23 Tanes and licenses . . .| =a 2,000,
instructions) . . 13 245, | 24 Trave and rmsals:
14 Employse benafit programs a Travel Lo NE™ 2,330,
fethar than on line 19) 14 B D il mals fsee
15 Insurance {other than health) | 15 4,390, i EE 1,845,
16 Interest (see instructions): 25 Lhilities L8 |
a Mortgage (paid 1o banks, etc) | 16a 25 Wages (a5 srrnwr"snt crad 15] 26
b Othar . 16b. 1,622, | 27a  Other axpenses (from Fne 48} . 27a 3,498,
17 Legaland p—urmumalmmm 17 19,100, b Reserved for future use | 2Tb
28 Total expenses belore expensss for business use of home. Add lines B twough27a . . . . . . » | 28 172,063,
20 Tentative profit or (loss). Subtract line 28 from lne 7 e e e e e 29 | 63,658,
B0 Expenses for business use of your home, Do nol report these expenses ssewhere. Attach Form BE29
unless using the simplified methad. Sea inslructions,
Simplified method filers only: Enter the total square footage of ) your home:

= ¥ you checked 326, you must attach Ferm 8188, Your less may be limited,

at ris,

For Paperwork Reduction Act Notice, see the separate instructions. BAA REV 012472 TTW Schedule © Form 1040) 2021
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The Profit and Loss Statement

What is it?
» Profit and Loss Statement (P&L) may also be referred to as The Income Statement or Earnings

Statement
 The P&L Statement shows the total actions of a business over a period of time

* |t may represent a month, a quarter or a year
« A 1040 Schedule C & F and A Business Tax Return (1065, 1120S, 1120) are all a form of an
Income Statement

+nact



Income Statement/ P&L Definitions

NET SALES: The total dollar volume of all cash or credit sales less returns, allowances, discounts and
rebates.

COST OF GOODS SOLD:

» For aretail or wholesale business it is the total price paid for the products sold plus the cost of
having it delivered to the store during the accounting period

« For a manufacturing firm it is the beginning inventory plus purchases, delivery costs, material,
labor, and overhead minus the ending inventory

GROSS PROFIT: Profit before expenses and federal taxes have been deducted.

EXPENSES: The cost of doing business. It includes such items as: wages, telephone, insurance,
depreciation, interest and advertising.

NET PROFIT: The amount left over after expenses plus interest and federal taxes. (Net profit is typically
noted before paying federal taxes).

+nact



The Profit and Loss Statement/Income Statement

It begins when a sale is made...
« The first entry or account would be Sales. If the sale was $30,000 it would look like this:

| Sales $30,000 |

« The next entry would be the Cost of Goods Sold. If the cost was $22,000 it would be subtracted
to show the Gross Profit.

Sales $30,000
Cost of Goods Sold ($22,000)
Gross Profit $ 8,000

* The next entries are the expenses connected to running the business. Expenses
are either cash or accrued.
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PROFIT AND LOSS STATEMENT

Company XYZ
January X Through March X, 20XX

NET SALES (LESS ALLOWANCES AND DISCOUNTS $700,000
COST OF GOODS SOLD (500,000)
GROSS PROFIT 200,000

DRAWINGS (OWNERS) $ 74,000
WAGES 65,000
DELIVERY 7,000
BAD DEBT 4,000
TELEPHONE 2,000
DEPRECIATION 4,000
INSURANCE 7,000
TAXES (LOCAL) 8,000
INTEREST 8,700
ADVERTISING 3,000
*MISCELLANEOUS 2,000

TOTAL EXPENSES $184,700
NET PROFIT (BEFORE FEDERAL TAXES) $15,300

Miscellaneous - This line item may include: donations, office and shop supplies, occupancy expenses, credit card expenses, leasing, legal,
accounting, computer services, dues and subscriptions, entertainment, laundry, disposal, employer benefits...
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Schedule C vs. Income Statement
I ncome

1 Gross receipts or sales. See instructions for line 1 and check the box if this income was reported to you on
Form W-2 and the “Statutory employee” box on that form was checked . ] 1 303,566.
2  Returns and allowances . 2 13,799.
3  Subtract line 2 from line 1 3 289,767,
4 Cost of goods sold (from line 42) 4 47,000.
5 Gross profit. Subtract line 4 from line 3 e e e e e 5 242 ,767.
6 Other income, including federal and state gasoline or fuel tax credit or refund (see instructions) . 6
7 Gross income. Add lines 5 and 6 . 7 242 ,767.
IEZXI Expenses. Enter expenses for business use of your home only on line 30.
8  Advertising . 8 16,900. | 18  Office expense (see instructions) . | 18 18,000.
9  Car and truck expenses (see 19  Pension and profit-sharing plans . | 19
instructions) 9 25,833. | 20 Rent or lease (see instructions):
10 Commissions and fees 10 a Vehicles, machinery, and eqguipment | 20a
11 Contract labor (see instructions) | 11 39,000. b Other business property 20b 24,600.
12 Depletion . . . . . 12 21 Repairs and maintenance . 21
13 Depreciation and section 179 22  Supplies (not included in Part Ill) . | 22 6,802.
ﬁﬁjg:g indeg:gloﬂn {{2;; 23 Taxes and licenses . 23 2,000.
instructions) 13 245. | 24  Travel and meals:
14 Employee benefit programs a Travel. 24a 9,330.
(other than on line 19) 14 b Deductible meals (see
15  Insurance (other than health) | 15 4,390. instructions) . 24b 1,849.
16 Interest (see instructions): 25 Utilities e 25
a Mortgage (paid to banks, etc.) | 16a 26 Wages (less employment credits) 26
b Other .. 16b 1,522. | 27a Other expenses (from line 48) . 27a 9,498.
17  Legal and professional services | 17 19,100. b Reserved for future use 27b
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Financial Statements

Financial statements are comprised of a balance sheet and income statement.
The balance sheet represents the financial picture as it stood for that particular time.
It is useful as a representation of the weight of the assets vs. the liabilities.

The most important analysis to be conducted on a self-employed borrower is to
determine if the borrower can be expected to make timely repayment of the debt.

In order to determine this, it is important that you also determine the financial standing
of his company, regardless of whether it is a corporation, S corporation, proprietorship,
or partnership.

To do this you need to analyze the company's financial statements.
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The Balance Sheet

22

Why is it called a “Balance Sheet”?

The key word is balance. Because both the total assets and the liabilities and net worth are the
same, they balance. This is true even if the liabilities exceed the assets. In this case, net worth
becomes a negative and it must be subtracted from the liabilities, instead of being added.

The difference between the assets and liabilities equals the net worth. That is, after all the bills
and notes are paid, anything left is called net worth. Another definition is that the net worth is
what is due the owner(s) of the business once all the liabilities have been paid

ASSETS - LIABILITIES = NET WORTH

OR
ASSETS = LIABILITIES + NET WORTH

+nact



The Balance Sheet

Balance Sheet

Assets are normally broken into two main categories: current assets and fixed assets. Current assets
usually mean anything that can be converted to cash within one year. Fixed assets are more permanent
items like buildings or major equipment.

Liabilities are similarly divided. They are normally shown as current liabilities (that which is owed within
one year) and long term debt. Current liabilities include bills for items such as inventory, salaries, rent,
etc. Debt is normally items that, by agreement, need not be paid back quickly, such as a mortgage or long-
term note.
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How a Balance Sheet is Prepared

ASSETS LIABILITIES

CURRENT ASSETS § NET WORTH
Cash $100,000 $100,000

A balance sheet on a new business started with the owners savings.

24
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How a Balance Sheet is Prepared

ASSETS LIABILITIES
CURRENT ASSETS CURRENT LIABILITIES
Cash $75,000 Accounts payable $25,000
Inventory $50,000 NET WORTH $100,000
TOTAL $125,000 TOTAL $125,000

The owner decides to stock her store, and purchases $50,000 worth of merchandise (Inventory), but pays
only $25,000 in cash and promises to pay the other $25,000 in thirty days, (this creates a new account
called Accounts Payable which is placed under the category of Current Liabilities.

It was placed under Current Liabilities, because it is due to be paid back in a specified period of time,
which is under one year.
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How a Balance Sheet is Prepared

ASSETS LIABILITIES
CURRENT ASSETS CURRENT LIABILITIES
Cash $50,000 Accounts payable $25,000
Inventory $50,000 TOTAL CURRENT LIABILITIES
TOTAL CURRENT ASSETS $25,000
$100,000
LONG TERM DEBT
FIXED ASSETS Mortgage $75,000
Building $100,000 TOTAL LONG TERM DEBT
TOTAL FIXED ASSETS $75,000
$100,000 NET WORTH $100,000
TOTAL $200,000 TOTAL $200,000

The owner now buys a building for $100,000. She puts $25,000 down and obtains a mortgage for the remainder

Long term debt - Paid over a period of longer than a year. Fixed assets include land, buildings and equipment.
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The Balance Sheet

The difference between the assets and liabilities equals the net worth. That is, after all the bills and

notes are paid, anything left is called net worth. Another definition is that the net worth is what is due the
owner(s) of the business once all the liabilities have been paid.

ASSETS - LIABILITIES = NET WORTH
OR
ASSETS = LIABILITIES + NET WORTH

Why is it called a “Balance Sheet”?

The key word is balance. Because both the total assets and the liabilities and net worth are the same,

they balance. This is true even if the liabilities exceed the assets. In this case, net worth becomes a
negative and it must be subtracted from the liabilities, instead of being added.

27
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Each business return’s
page has a Balance Sheet
Section- Schedule L

You may have to determine
the businesses
Solvency/Liquidity position

"he Business Return

[ TYM Balance Sheets per Books

13
14

15
16
17
18
19a

20
21

Beginning of tax year

End of tax year

Assets

Cash .
Trade notes and accc:ums recewable
Less allowance for bad debts .
Inventories
LS. government obllgallons
Tax-exempt securities .
Other current assets (attach stalement}
Loans to partners (or persons related to partners)
Mortgage and real estate loans
Other investments (attach statement) .
Buildings and other depreciable assats .
Less accumulated depreciation
Depletable assets . .
Less accumulated depletion
Land (net of any amortization) .
Intangible assets (amortizable only)
Less accumulated amortization
Other assets (attach statement)
Total assets . e e

Liabilities and Capital
Accounts payable . .

Mortgages, notes, bonds payable in Iess lhan 1 year

Other current liabilities (attach statement)
All nonrecourse loans .

Loans from partners (or perscms related m panners} .
Mortgages, notes, bonds payable in 1 year or more .

Other liabilities (attach statement) .
Partners’ capital accounts
Total liabilities and capital

(a)

(b)

()

(d)
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Property Address

|
Calculator and Quick Reference Guide:
Fannie Mae Cash Flow Analysis

Please use the following quick reference guide to assist you in completing Fannie Mae Form 10B4. It provides suggested
guidance only and does not replace Fannie Mae instructions or applicable guidelines.
Note: For entries with the marker (+/-) type a *- for entering a negative amount. Example: —12,345.67

incame from SeH-Employment

*Only add back the cligible

2 | Schedule B Interest and Ordinary Dividends “Cther” deductions, such
2 Interest Income from Self-Emplayment (Line 1) || I il
b. Dividends from Self-Employment [Line 5} I-' l [ Hiokes:
3 |Schedule C — Profit or Loss from Business: Sale Proprietarship
a. Met Profit ar Loss [Line 31) -
b. ing Other (Incomae) Lozs/Exp (Lina &) +i—
c. Depdetion {Line 12} -
d. Depreciation [Line 13) +
e. Mon-deductible Meals and Entertainment Expenses B
[Line 24b]
1. Business Use of Home (Line 30, Check applicable R
idelines)

& Amartizatian/Casualty Loss (Only add back Amort/CL -
Review Schedule C Page 2, Part W

Business Miles (Page 2, Part IV, Line 44a OR Related 4542,

Line 30}
¥ Depreciation Rate [2021 - 264; 2020 - 274} 0.28 027

= Total Mileage Depreciation . 0.00 0.00
Subtotal Schedule © = 0.00 0.00

4 Schedule D — Capital Gains and Losses

a Recurring Capital Gains (from Seff-Employment) |- |

5 | Schedule E - Supplemental Incame and Less

MNote: A lender may use Fannie Moe Rentol income Worksheets (Form 1037 or Form 1038) or o comparoble
form to colculate individual rental income (loss] reported on Schedule E.

2 Royalties Received [Line 4) +

b. Total Expenses (Line 20] -

. Depletion {Line 18) -
Subtotal Schedule E = 0.00 000
& Schedule F —Profit or Loss from Farming
a Met Farm Profit or Loss (Line 34] -
b. Mon-Tax Particn Ongoing Coap and CCC Payments e
(Line 3. 4, &la -b)}

©. Monrecurring Other (Income] or Loss (Lines Sc & &) -

d. Depreciation [Line 14) N

e. AmartizationCasualty Loss/Depletion [Line 32%) *

f. Business Use of Mome (Line 32, Check applicable guidelines) | +
Subtotal Schedule F = 0.00 0.00

Note: 1RS Form 4797 (Sales of Businass Property) iz not included on this workshaat due fo itz infraquent
use. If applicable, a lender may include analysis of the safe and related recurring capital gains.

Income Worksheets/Calculator

— = | +nact

| = | +nact

Calculator and Quick Reference Guide:
Form 91 Income Calculations

Please use the following quick reference guide to assist you in completing Freddie Mac Form 91. This form is for suggested guidance
and does not replace Freddie Mac instructions or applicable guidelines.
Mete: For entries with the marker [+/-) type a - for entering a negative amount. Example: —12.345.47

I. Income Calculations from IRS Form 1040
IRS Form 1040 Federal Individual Income Tax Return

'W-Z Income, Section 5304.1 (d)1 * "Validate with business returns
and IRS Form 1125-E,
Compensation of Officers,

az appli

Subtotal of W-2 Income From Self-employment $0.00 $0.00

Recurring interest income [Chapter £305] [Line 1) .

Recuring dividend income (Chapter 5308 (Line 5] .

Dividend income from self-employment reparted on
IRS Farm 1120

Subtotal of Dividends and Interest $0.00 $0.00

Met profit or lss [Line 31) .-
Mon-recurring other income or loss, or expenses (Line &) /-
Depletion [Line 12) .

Depreciation - See three lines bedow for additional vehicle
depreciation [Line 13]

Meals and entertainment exclusion (Line 24b) -

Amertization or casualty lass - Only add back Amart/GL
{Review C, Page 2, Part V)

Business wse of hame - Follow investar credit policy {Line 30,
Form 8829 or Simplified Method Worksheet]

Business Miles (Page 2, Part IV, Line 44a or Related 4542, Line.

aa)

x Depreciation Rate (2021-26¢ and 2020-27¢) $0.28 5027

= Tatal Mileage Depreciation + 5 0.00) $0.00

Subtotal from Schedule G, Business #1 $0.00 5000
This calculator can be faund at hitps://EnactMl com fself d-b !
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ole Proprietor

Only one owner (100% ownership
Income reported on schedule C
Taxed on personal rate

Advantages
« Easy to form
* |nexpensive
* 100% ownership

Disadvantages
« Unlimited personal liability
* Unable to raise large sums of money to invest in business

SCHEDULE ¢ Profit or Loss From Business OMB o 15450074
(Form 10440) [Sole Proprietorship) 5l |2 1
Dogartmon oftho Truasury > Go Lo www.irs.gov/ScheduleC for instructions and the latest infarmation. m:i:tm -

Visendl Resvanun Senvica 159 | W Attach to Form 1040, 1040-SR, 1040-NR, or 1041; partnershigs must generally file Form 1065, | Saqence No. 09
Name of proprigtor ) Social security number (SSN)
Dan Designer JUEH - - KHHE

A Principal business or profession, Including product o esnvice (see instructions) B Enter coda fram insirustions
Interior Design plslala]alo e
c Business name. If no separale business name, leave blank D Employer ID numbes [EIN) 500 e
i N O
E Businass address (including sufte or room no 1000 Decorator Driwve
iy, town or post office, stete, and ZIF code Raleigh, NC 27615
F Accounting method: (1) [ Cash # acerual (@3 [ Other jspeciy) &
G Dicd you “materially participale™ in the operalion of v business during 20277 I “No,™ ses instructions Tor Frmil on losses Bl Yes [no
H H you sarted or acquined this business during 2021, check hers » O
1 Dict you miake any paymants in 2021 thal would rcuine you to file rnmrs] 10987 Sea nstructions O vYes [Klno
J It “es,” did you or will you file required Formis) 10997 . [v¥es [N
come
1 Gross receipts or sales. See instructions for line 1 and check the box If this mcoms was repo"eu 1o you on
Farm W-2 and tha “Statutory amployes” box on that form was chacked . . » O 1 303,566
2 FAetums and allowancas . 2 13,799,
3 Subtract line 2 from fne 1 3 289, 767
4 Cost of goods seld from fne 42} 4 47,000
5 Gross profit. Sublract ine 4 fram line 3 . 5 242,767
&  Other income, including federal and state gassline or fusl tax credit or refund [suu e rul:lluns_l . B
T Gross income. Add ines SandE . . . . L R T
lnl]l Expenses. Enter expenses for business use Df you rome only an line 30.
& Advertising . . . 8 16,900, | 18 Ofice sxponse [see instructions) , | 18 18,000,
& Car and truck axpanses |59 19 Pension and proft-sharing plans . | 19 |
instructions} . . . Ll 25,835, | 20 Rentorlease [see insinuctions):
10 Commissions and fees . 10 a  Vedickes, machinery, and aquipment | 20a |
11 Gortract labor (gee instnuctions) | 11 39,000 b Other busness property . | 200 | £00.
1z Daplaton . - 12 Fl Repeirs and maintenance . Fal
13 Depraciation and section 173 22 Supplies (not ncluded in Part I . | 22
oxpensa deductian (et 23 Tanes and licenses . [2a |
included in Pat 1) (aes
instructions) . . . . 13 245, | 24 Trave and rmsals:
14 Employse benafit programs a Trave 248 2,330,
fethar than on line 19) 14 B D mals fsee
15 Insurance {other than health) | 15 4,390, i | 240 | 1,845,
16 Interest (see instructions): 25 Lhilities L8 |
a Mortgage (paid 1o banks, etc) | 16a 25 Wages (a5 srrnwr"snt crad 15] 26
b Othar . 16b. 1,622, | 27a  Other axpenses (from Fne 48} . 27a 3,498,
17 Legaland p—urmmml sonvices | 17 19,100, b Reserved for future use | 2Tb
28 Total expenses before BXpENEas for business use of homea. Add lines & t"mugn 27a . . N 28
28 Tentathve prodit o (loss). Subtract line 28 from kne 7 | 29 |
B0 Expenses for business use of your home, Do nol report these expenses ssewhere. Attach Form BE29
unless using the simplified methad. Sea nslructions,
Simplified method filers only: Enter the total square footage of ) your home:
and (o) the parl of your heme usad for business: . Use the Simplified
Methad Warkshast in the instrustions to figure the amount te entar on Fne 30 | 30 |
31 Net profit or {loss). Sudtract line 20 from line 26,
* ¥ a prodit, anter on bath Sehadule 1 (Form 1040), Bne 3, and on Schedule SE, line 2. (f you
checkad tra boodon line 1, see instructions). Estates and trusts, enter on Form 1041, line 3. #H 38,000.
* It & less, you must go to line 32,
3z [ you have a loss, check the box that descrbes your Irvestment in this act vlly. ‘See Instructions.

+ I¥ you checked 32a, enter the loss on bath Schedule 1 (Form 1040}, line 3, and on Scheduke
SE, line 2. {If you checked the box an ling 1, see the line 31 instructions} Estetes and trusts, sater on
Farm 1041, line 3.

* If you checked 325, you must attach Ferm 6186, Your ks may be limited,

a2a [ All nvestment i at risk,
32 [] Saime investren is net
at risk.

For Paperwork Reduction Act Notice, see the separate instructions. BAA

AEV 01/2422 TTW

Schedule C (Form 1040) 2021
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SCHEDULE © Profit or Loss From Business | o e, 1a4s cars
{Farm 1040} {Sole Proprietarship) 2©2°
Copartmant of the Traasuey FGoto ir for nd the latest b Attackement
Intemal Revenus Senice (3] | B Attach to Farm 1040, 1040-8R, 1040-MR, or 1041; partnarships generally must fila Form 1065, Sequence No 09
Marme of proariesar Soclal security number [SSN)

Dan Designer

OO -3 - N

A Principal business or profession, Including product or service (ses Instructions) B Enter code from instructions.
Interior Design »lslelalelole
© Business name. If no separate business name, leave blank. [ r-dwwrmrhl( IIT‘IhTI-T.l |
|
E Business address (neluding suile or room no) 1000 Decorator Drive

Cily, lown or posl offics, slale, snd ZIP cods Raleigh, NC 27615

Accounting metred: (1) ] Cash ) [Jaccrwal (@) [Jother (soecily) »

—zom

vl yeu “matenially participate” In the cperation of this busness during 20207 I *No.” see Instructions for limit on losses . [X] Yes  [JNo

If you etanted or sequired this businese during 2020, cheek here . . . . . . . . . . . . . . . L]
il you make any payments in 2020 thet would require you to fle Formis) 10897 See instuctions . . . . . . OYes [gho
J If “Yes," did you o will you fie required Formis) 10887 . . . . . . . L ..o . [OYes [No
IEII Income
1 Gross recelpls or seles. See nstructions for Ine 1 and check the bax If thls Income was reparted to you on
Form W-2 and the “Statutory smoloyes” box on that form was checked . . . . . . . . . O |1 257,800,
2  RetumsendsSOWBNSEs . . . . . . . . L . . ... 2 14,888,
3 Subtractline 2 fromiline . . . . . . . L L L L L L L L 3 282,912,
4 Costofgoodssold (fremlimed2) . . . . . . . . . . . L L L L L L. ... 4 0.
§  Gross profit. Subtect ned fromline . . . . L L L . e 5 282,912,
&  Otherincoms, including fadaral and state gasoling or fual tax cradit or refund (sea i . LB
7 Gross income, AddlinesSandé . . . . . . . . o oo L 282,912,
Enier expenses lor DUSINess Use of your home only on [ne 30,
8 '+ JUNER 8 17,5999, [ 18 O ael (a6 i 18 17,555,
8 Car and fnick expenses (a8 19 Pension and profit-sharng plans 19
Co ] 25,082, | 20 Rantor lease (see insrections):
0 G andfess . [ 10 @ Vahickas, machinery, and squipment | 20a |
11 Contract | i i a1 48,133, b Other business property . . . | 20b | 22,700,
12 Deplation 12 21 Repairs and il
13 Depreciation end saction 179 Supplies {nod inchuded in Part I | 22 | 5,599,
e, | euen, bt 23 Taxes andlicenses . =] 1,750,
P 13 3,120. | 24 Travel and meals:
14 Employee benefit programs a Trawel . . . . . 24a 7.B55.
{othar than on Ene 19}, 14 b Deductibi meals fsee
15 Insurance jother than heallh) | 15 3,100, P jons) . . . . . . . 24b 1,172,
18 Interest (see instructions): 25 Utmies . . . . L | 25 |
a  Morigaps (paid to bares, etc) | 18a 26 Wages {less employment credits) . | 28 |
b Other . . . . . . 16k 1,444. | 27a Other expenses (rom line 48) . . | 27a 13,929.
17 Legal and professional services | 17 17,660, b Aeservedforfulureuse . . . | 27b
28 Total expenses before sxpenses flor Dusiness use of home. Add lines Bthrough 27a . . . . . . CHESR 148,087,
20 Tentalive profit or (oss). Subtrect line 2B frem ine 7. . . . . L L L L L L L L L L L [ 29 | G4, 8235,
30 Expenses for business use of your heme. Do not repont these expenses elsewhere. Aftach Fomn 83280
unless using the simplified method. See Instructions.
Simplified method filers only: Enter the 1018l square footage of (a) your home:
and (b the part of your home usad for busness: - Use the Simpified
Method Werksheet in the Instructions to figure the amount toenteron line 30 . . . . . . . . . | 30 | 28,555,
3 Netprofit or loss). Subiract ine 30 from line 25,
= It & profit, enter on both Schedule 1 (Form 1040), line 3, a1a on Schedule SE, line 2. (If you }
checked the box on Ine 1, see instructons). Estates and trusts, enter en Form 1044, line 3. H 66,270,

* If & loss, you must go fo fne 32,
32 i you have & loss, check the box that describes your investmant in this activity. See instructions.

« It you checked 32a. enter the loss on both Schedule 1 (Form 1040), line 3, and on Schedule

SE, line 2. (if you chacked tha bax on Ene 1, 584 1ha line 31 instructions). Estates and trusts, enter on

Form 1041, line 3.

= It you checked 320, you must altach Form 6186, Your loss may be limited.

aza [ Al investmant is at risk,
a6 [ Soma investmant is not
at risk.

For Paparwork Reduction Act Notice, see the soparate instructions. BAA REV G211B21 TTW

Schedule € [Farm 1040) 2020

Income Analysis Calculator

3 Schedule C — Profit or Loss from Business: Sole [@roprietorship
a. Net Profit or Loss (Line 31) +/—
b. Nonrecurring Other (Income) Loss/Expenses (Yine 6) +/—
c. Depletion (Line 12) +
d. Depreciation (Line 13) +
e. Non-deductible Meals and Entertainment Expenses B
(Line 24b)
f. Business Use of Home (Line 30, Check applicable .
guidelines)
g. Amortization/Casualty Loss (Only add back Amort/CL - N
Review Schedule C Page 2, Part V*)
Business Miles (Page 2, Part IV, Line 44a OR Related 4562,
Line 30)
X Depreciation Rate (2021 - 26¢; 2020 - 27¢)
= Total Mileage Depreciation +
Subtotal Schedule C =

Enact Calculators
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https://new.mortgageinsurance.genworth.com/self-employed-borrower-calculators

Adjustments To The Income

Common sense guides us through most
of the adjustments.

If a business received income/revenue
in the past tax year but was NOT
expected to receive it in future years,
can you rely on it to be a source of
income for the borrower to make
mortgage payments with?

3

Schedule C — Profit or Loss from Business: Sole Proprietorship

a. Net Profit or Loss (Line 31)

b. Nonrecurring Other (Income) Loss/Expenses (Line 6)

c. Depletion (Line 12)

d. Depreciation (Line 13)

e. Non-deductible Meals and Entertainment Expenses
(Line 24b)

f. Business Use of Home (Line 30, Check applicable
guidelines)

g. Amortization/Casualty Loss (Only add back Amort/CL -
Review Schedule C Page 2, Part V*)

Business Miles (Page 2, Part IV, Line 44a OR Related 4562,
Line 30)

X Depreciation Rate (2021 - 26¢; 2020 - 27¢)

= Total Mileage Depreciation

Subtotal Schedule C
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Adjustments To The Income

Common sense guides us through most
of the adjustments.

If a business has acknowledged an
expense that is considered a “non-cash”
expense or a “paper loss” does the
business still have the cash to be a
source of income for the borrower to
make mortgage payments with?

3

Schedule C — Profit or Loss from Business: Sole Proprietorship

a. Net Profit or Loss (Line 31)

b. Nonrecurring Other (Income) Loss/Expenses (Line 6)

c. Depletion (Line 12)

d. Depreciation (Line 13)

e. Non-deductible Meals and Entertainment Expenses
(Line 24b)

f. Business Use of Home (Line 30, Check applicable
guidelines)

g. Amortization/Casualty Loss (Only add back Amort/CL -
Review Schedule C Page 2, Part V*)

Business Miles (Page 2, Part IV, Line 44a OR Related 4562,
Line 30)

X Depreciation Rate (2021 - 26¢; 2020 - 27¢)

= Total Mileage Depreciation

Subtotal Schedule C
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Depreciation

Legal Definition of depreciation

1 : any decrease in the value of property (as machinery) for the purpose of taxation that cannot be offset
by current repairs and is carried on company books as a yearly charge amortizing the original cost over
the useful life of the property

https://www.merriam-webster.com/leqgal/depreciation

Businesses depreciate long-term assets for both tax and accounting purposes.

For tax purposes, businesses can deduct the cost of the tangible assets they purchase as business
expenses; however, businesses must depreciate these assets in accordance with IRS rules about how
and when the deduction may be taken.

A taxpayer must use Form 4562, Depreciation and Amortization, to report depreciation on a tax return.
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https://www.merriam-webster.com/legal/depreciation

Property Classifications For Depreciation

1. 3-year property

a.
b.

o

Tractor units for over-the-road use

Any race horse over 2 years old when placed in service. (All race horses placed in service after December 31,

Example of straight line depreciation

Purchase Price of Race Horse $20,000

Accumulated
Placed in Service Jan 1st 2015 Depreciation  Book Value Depreciation
1st Year write-off $6,666.66 $13,333 $6,666
2nd Year write-off $6,666.66 $6,666 $13,333
3rd Year write-off $6,666.66 $0 $20,000

2008, and before January 1, 2017 are deemed to be 3-year property, regardless of age.)
Any other horse (other than a race horse) over 12 years old when placed in service
Qualified rent-to-own property (defined later)
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Property Classifications For Depreciation

2. 5-year property
a. Automobiles, taxis, buses, and trucks
Computers and peripheral equipment
Office machinery (such as typewriters, calculators, and copiers
Any property used in research and experimentation
Breeding cattle and dairy cattle
Appliances, carpets, furniture, etc. used in a residential rental real estate activity
Certain geothermal, solar, and wind energy property

@ "o oo0CT
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Property Classifications For Depreciation

3. 7-year property
a. Office furniture and fixtures (such as desks, files, and safes)
Agricultural machinery and equipment
Railroad track
Any property that does not have a class life and has not been designated by law as being in any other class
Certain motorsports entertainment complex property (defined later) placed in service before January 1, 2017

®oo0o
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Depreciation And Amortization Worksheet

The worksheet allows the mortgage file
reviewer to review the asset that was
considered.

Fm4562 Depreclatlon and Amortization

{Including Information on Listed Property)
» Attach to your tax retum,

Daparmen of fa T Arach
[ g Y » Go to www.irs for and the Iatest Information. Ew’;"ﬁq 179

OMB Na. 15850172

2021

Narrofs) shown cn retun Businass o activty 1o which this form raiates |umﬁ|,'ngmm

IEZIAN Election To Expense Certain Property Under Section 179
Note: If you have any listed property, complete Part V before you complete Part 1.

Maximum amount {se= instructions) .

Total cost of section 179 property placed in service (sea I'ﬁII'IJGIHJnE}

Threshold cost of section 179 property before reduction in limitation (see nslmc:lmj

Reduction in limitation. Subtract line 3 from line 2. i zero or less, enter 0- .

B s B R -k

Dollar imitation for tax year. Subfract line 4 from fine 1. f zero or less, anta -0 If manad ﬁllng
separately, see instructions .

] Doscription of propary B o o i o s

L]

Listed property. Enter the amount from line 29

. [7
Total electad cost of section 179 proparty. Add amuunls in ::ulumn [c} Inesﬁ and 7

LR

Tentative daduction. Enter tha smalller of line 5 or line & .

10 Camyover of disallowed deduction from line 13 of your 2020 Forrn aSGQ

11 Business income limitetion. Enter the smaller of business income (not less than zem) or Ine& Seelnsxmcnnﬂa
12 Section 179 expense deduction. Add lines 9 and 10, but don't enter more than line 11

13 _Camyover of disallowsd deduction to 2022. Add lines 9 and 10, less line 12 B [ 13|

HNote: Don‘tusePa'tllorPartlllb-elowfnrhsled property. Instead, useF'art'u'

14 Special deprac:labon allowance for qua]lﬁad plopeﬂy {other than listed prupenyj plaoed in sarvice
during the tax year. See instructions. . .

15 Property sub,actlu s.eclm 163(ﬂ||:|elact|m .

uctions.)

Section A

17 MACRS deductions for assets placed in service in tax years beginning before 2021 .
18 K you are electing to group any assets placed in service during the tax year into uneorrnureganara]
asset accounts, checkhere . . .. .o

Section B—Assets Flaead in &nnea D||rI1 2021 Tax Yeal l.lsmg Ihe Ganalal Depreciation

nmuﬂmdpmmm'ﬁw e e | ) Pacoray
=

W—Wiﬂlﬁﬁ'\:‘ pariad f8) Comvamtion i) Mathod

g) Depraciation deduction

189a  3-year property

b5 yesr propery

© T-year propery

d 10-year property

@ 15-year property

 20-year property
g 25-year property 25 yra. Sil
h Residential rentsl 27 5yra. MM SiL
property Z75yrs. M B
i Monresidential real 30 yre. MM SiL
— property MM SiL

Section GC—Assets Placed in Service During 2021 Tax Year Using the Aitemative Depreciation Systemn

20a Class life Sl
b 12-year T2 yra. SiL
© 30-ysar 30 yra. MM Sl

o 40 A0 yra. M Sil
|Elﬂ Summary (See instructions.)

21 Listed property. Enter amount from line 28

22 Total. Add amounts from line 12, lines 14 lh'ough 1? Ilnas 19 a'ld 2D in cnlurrrl Lg] and |II'IB 21 Emar
here and on the appropriate lines of your retum. Partnerships and S corporations—see instructions .

23 For assets shown above and placed in service durrgﬂ'ec:urlem year, enter the

portion of the basis attibutable to section 263A costs . . . |23|

For Paperwork Reduction Act Notice, sae saparate instructions. Cat. Ma. 120084

Form 4562 [z0z1)
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Section 179

Essentially, Section 179 of the IRS tax code allows businesses to deduct the full
purchase price of qualifying equipment and/or software purchased or financed during
the tax year.

That means that if you buy (or lease) a piece of qualifying equipment, you can deduct the
FULL PURCHASE PRICE from your gross income.

It's an incentive created by the U.S. government to encourage businesses to buy
equipment and invest in themselves.
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Depreciation

The loss of value to an asset due to wear and tear.
A cost of doing business.

A non-cash expense.

+ Underwriting guideline: add it back !
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Amortization

Amortization is a method of recovering (deducting) certain capital costs over a fixed
period of time. It is similar to the straight line method of depreciation.

The Internal Revenue Service (IRS) allows taxpayers to take a deduction for certain
amortized expenses:

» Geological and geophysical expenses incurred in oil and natural gas exploration
» Atmospheric pollution control facilities

* Bond premiums

* Research and development

* Lease acquisition

» Forestation and reforestation

« Certain intangibles such as goodwill, patents, copyrights and trademarks

+nact



Amortization

The depreciation of an intangible asset.
«  Goodwill
* Trade Marks
» Copy Rights
« Patents

A non-cash expense.

+ Underwriting guideline: add it back!
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Depletion

Depletion is the using up of natural resources by mining, quarrying, drilling, or cutting.

The depletion deduction allows an owner or operator to account for the reduction of a
product's reserves.
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Depletion

The using up of a natural resource.
+ Coal
« Timber
 Gas

A cost of doing business.
A non-cash expense.

+ Underwriting guideline: add it back !
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Adjustments To The Income

Common sense guides us through
most of the adjustments.

If a business has not acknowledged an
expense but the expense resulted in a
cash outlay from the business does the
business still have the cash to be a
source for the borrower to make
mortgage payments with?

3

Schedule C — Profit or Loss from Business: Sole Proprietorship

a. Net Profit or Loss (Line 31)

b. Nonrecurring Other (Income) Loss/Expenses (Line 6)

c. Depletion (Line 12)

d. Depreciation (Line 13)

e. Non-deductible Meals and Entertainment Expenses
(Line 24b)

f. Business Use of Home (Line 30, Check applicable
guidelines)

g. Amortization/Casualty Loss (Only add back Amort/CL -
Review Schedule C Page 2, Part V*)

Business Miles (Page 2, Part IV, Line 44a OR Related 4562,
Line 30)

X Depreciation Rate (2021 - 26¢; 2020 - 27¢)

= Total Mileage Depreciation

Subtotal Schedule C
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Meals And Entertainment Expenses = Enjoyment Tax

To qualify for a business expense the business owner would need to be present.

Meals

Your borrower had to eat anyway!

Entertainment

* Your Borrower had a Really good time!

Regardless of the amount of people present, your borrower ate 50% and had a good time.
Gary took 10 clients to a show and dinner. The check came to $2,700, Gary can write off $1,350.

 Reduce income by line 24c

+nact



Taxable Income

» + Paper Write-Offs

 + Untaxed Income

E |||||||||||||||||||||||||||||
“1040 U5 \ndiviual income Tax Return ‘r"?’” 021 ‘

* + Losses Not Continuing
- Taxed Income Not Available
* - Income Not Expected To Continue

| Estimated Cash Available To Pay
S Mortgage In The Future
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Enact Rate Express®

Genworth Ml is now

i t, 800-444-5664 | = | my
+ nact

| Search Q | @ ORDER Mi
® MANAGE MI
® VIEW ACCOUNT

MI & RATES | UNDERWRITING & GUIDES | LOS & CONNECTIONS ENACT TOOLKIT TRAINING | OUR BLOG | ABOUT US

T i

Rate Express

ey pants doing the
About MI r]_le()wner dance.

Droud to partner with Finally
Home!® to offer homebuyer education.

Master Policy
Resources

Underwriting

Innovate Underwriting

Rate Express
Find Rates Quick

GET A QUOTE NOW

N
e m lraining

' l Boost Your Knowledge

LEARN NOW

KNOW MORE
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Enact Underwritine Guidelines

Genworth Ml is now

+ nact

MI & RATES | UNDERWRITING & GUIDES | LOS & CONNECTIONS

Underwriting Guides & Credit
Policy Updates

Smar =g the

Contract Services Underwriting

new h l Underwriting Tips ance'

COoVID-19

Enactis p inally
Home!® to offer homebuyer education.

Underwriting

Innovate Underwriting

KNOW MORE
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¢, 800-444-5664 | =1 | my LOG IN TO:

‘ Search Q | ® ORDER MI
® MANAGEMI
@ VIEW ACCOUNT

ENACT TOOLKIT TRAINING | OUR BLOG | ABOUT US

~y

Rate Express e o g Iraining

Find Rates Quick I Boost Your Knowledge

GET A QUOTE NOW LEARN NOW
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Enact Training Resources

Genworth Ml is now G- | |
I— Sudng-Lee B = LOG IN TO:
- I . aCt | Search Q | ® ORDER MI

® MANAGE MI
@ VIEW ACCOUNT

MI & RATES | UNDERWRITING & GUIDES | LOS & CONNECTIONS | ENACT TOOLKIT | TRAINING | OUR BLOG | ABOUT US

o

Smarty pants doing the ]

Self-Employed

new homeowner dance. | i

Enact is proud to partner with Finally
Home!® to offer homebuyer education.

Underwriting O/ Rate Express ° o & Training
Innovate Underwriting o Find Rates Quick B Boost Your Knowledge
KNOW MORE GET A QUOTE NOW LEARN NOW
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nact Training Resources

Genworth Ml is now

+nact

MI&RATES | UNDERWRITING & GUIDES | LOS& CONNECTIONS | ENACTTOOLKIT |  TRAINING | ©OURBLOG |  ABOUTUS

Self-Employed Borrower Tools by Enact MI

and reference guides to help you analyze a self-employed borrower’s average monthly Income and expenses.

W get It, mental math Is hard. That’s why Enact provides a of

Please note that these tools offer suggested guldance, they dom't replace Instructions or applicable guldelines from the GSEs.

Due to various internet browser versions, please download and save PDF before entering data. Please note, calculators are updated periodically.

Fannie Mae Form 1084 Calculator XLS (2019-2020)

Freddie Mac Form 91 Calculator (2019-2020)

i Fannie Mae Form 1084 Calculator (2019-2020) 1= 1=
- Caleulate and analyze cash flow to help you complete Fannie Mae form 1084. - Calculate and analyze cash fiow to help you complete Fannie Mae form 1084. - Quick guide and Income analysis for Freddie Mac Form 91 UPDATED
+|= UPDATED +|= UPDATED +|=
PDF XLSX PDF
I Freddie Mac Form 92 Calculator (2019-2020) 1= Schedule Analysis Method (SAM) Calculator (2019-2020) I Rental Income Calculator (2019-2020)
- - -
- Form %2 Net Rental Income Calculations — Schedule E UPDATED - Calculate qualifying Income from tax retums. UPDATED - Assists In calculating rental Income from IRS form 1040 Schedule E. UPDATED
+|= +|= +|=
PDF PDF PDF
x1s Current Ratio — Liquidity Calculator (2019-2020) e Quick Ratio — Liquidity Calculator (2019-2020) x1s Fannie Mae Rental Guide (Calculator 1037)
- Calculate working capital iquidity against current liabilities. UPDATED - Calculate an organization's liquidity against current habilities. UPDATED - Use this worksheet to calculate qualifying rental income for Fannie Mae Form 1057
+|= +|= +|= (Principal Residence, 2- to 4-unit Property)
PDF PDF PDF
ME Fannie Mae Rental Guide (Calculator 1039) xI= Fannie Mae Form 1088 Cheat Sheet ME Fannie Mae Comparative Analysis Form 1088
- ‘Calculate qualfying rental Income for Fannie Mae Form 1039 (Business Rental Income - Use this quick reference guide for Fannie Mae's Comparative Analysts Form (Form - Calculate Increases/decreases In gross INCome, expenses and taxable ncome.
+|= from Investment Property] +|= 1088) +|=
PDF PDF PDF
%[= Income Calculation Worksheet x[= P&L Calculator %[= Business Stability and Income Worksheet (2021)
> - Use this form to calculate Income. UPDATED + - Created as result of changes made by the GSEs to adapt to the COVID-19 > - Created as result of changes made by the GSEs to adapt to the COVID-19 pandemic.
= = - UPDATED
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Your Enact Resources

« ActionCenter® : 800 444.5664
* Your Local Enact Regional Underwriter
* Your Enact Sales Representative

53
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Legal Disclaimer

Enact Mortgage Insurance is happy to provide you with these training materials. While we strive for accuracy, we also know that any
discussion of laws and their application to particular facts is subject to individual interpretation, change, and other uncertainties. Our
training is not intended as legal advice and is not a substitute for advice of counsel. You should always check with your own legal
advisors for interpretations of legal and compliance principles applicable to your business.

ENACT EXPRESSLY DISCLAIMS ANY AND ALL WARRANTIES, EXPRESS OR IMPLIED, INCLUDING WITHOUT LIMITATION
WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE, WITH RESPECT TO THESE MATERIALS
AND THE RELATED TRAINING. IN NO EVENT SHALL ENACT BE LIABLE FOR ANY DIRECT, INDIRECT, INCIDENTAL, PUNITIVE,
OR CONSEQUENTIAL DAMAGES OF ANY KIND WHATSOEVER WITH RESPECT TO THE TRAINING AND THE MATERIALS.

Collateral Underwriter®, Home Ready® and Desktop Underwriter® or DU® are registered trademarks of Fannie Mae
Loan Product Advisor®, Home Possible®, Loan Collateral Advisor® and Home Value Explorer® (HVE®) are registered trademarks of Freddie Mac
ActionCenter®, Homebuyer Privileges® and Rate Express® are registered trademarks of Enact Mortgage Holdings, LLC

Enact Mortgage Insurance offers a comprehensive suite of training opportunities to boost your know-how, benefit your bottom line, and serve your borrowers
better. Visit EnactMIl.com to learn more.
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