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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information may be outdated due to the rapidly changing nature of the residential mortgage 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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Let’s make this easier for you! 
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Steps to Successful Cashflow

1. Identify source of income

2. Gather appropriate verification documentation
a) 1 - 2 years tax returns 
b) All attachments & schedules
c) Clarifying documents as needed

3. Complete cash flow worksheet

4. Analyze results 



Variable Income 
Sources
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 Hourly – no set hours per 
week

 Part – time employment
 Shift or on-call income
 Overtime
 Bonus
 Commission
 Other Income
 Self Employed

Variable Income
Fluctuating Earnings

Amount is NOT 
predetermined, does NOT 
occur with regular frequency 
and definite amount is NOT 
documentable.  



Calculate by Income Trend
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When 
Should I 
average?

Why isn’t it 
always the 

same in 
every file? RISK VARIES



What is 
TRENDING?
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Ask yourself which 
direction is the 
income going?

 Up?

 Down?

 Staying the 
same?

Calculation of income will be determined on whether 
income trend is consistent, increasing or decreasing

Additional analysis should be done when the income 
fluctuates more than 10% from year to year  

Variable Income Guidance



Knowledge  

Word Bank

• higher

• averaged

• lower

• disregarded

1. If the trend in the amount of income is stable or 
increasing, the income amount should be 
____________ .

2. If the trend is declining but has since stabilized and 
there’s no reason to believe the borrower will not 
continue to be employed at the current level, the 
____________ amount of income must be used. 

3. If the trend is declining the income may not be 
stable.  Additional analysis must be conducted to 
determine if any income should be used but in no 
instance may it be ____________ over the period 
when the decline occurred.

averaged

lower

averaged
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Income Calculation Tools 



SAM: Schedule 
Analysis Method
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mgic.com/seb

Need help?
Line-by-line link to the
SAM Worksheet Help Document

Case study, pg 85-100



SAM
cash flow 
analysis 
summary
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Each business subtotals
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Tax forms:
Personal and business
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Business structures

*A limited liability company (LLC) is a hybrid business and can file using the above IRS forms based on structure 

CorporationS corporationPartnershipSole
proprietorship

A legal entity that exists 
separate from owners 
who are shareholders 

IRS Form 1099-DIV

SEB W-2

Business files
IRS Form 1120

Corporation pays taxes

A legal entity that has a 
limited number of 
stockholders

Schedule K-1

SEB W-2

Business files
IRS Form 1120-S

Each stockholder pays 
tax on their share of 
income

Business arrangement 
between 2 or more 
people/partners 
(General or Limited)

Schedule K-1

Guaranteed payments

Business files
IRS Form 1065

Each partner pays tax 
on their share of 
income

Unincorporated 
business with one 
owner with unlimited 
liability

Schedule C

(No business returns)

Taxed at individual rate
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Case study, page 16-17

2022 Personal 
Return – Form 
1040



Schedule 1
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Case study, page 18-21
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Documentation 
matrix
case study, pg 107
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This matrix identifies the 
documentation you need from self-
employed borrowers to substantiate 
the various types of income they 
may receive from different business 
structures.

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

CorporationS Corporation
Partnership 

(General, 
Limited or LLC)

Sole 
Proprietorship

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

XSchedule C: Profit or Loss from Business

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

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

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

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

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

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

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

XPartnership Agreement: may be required

XXCorporate Resolution: may be required
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Now what?
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Converting Taxable 
Income

to
Cash Flow
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3 key concepts
case study, pg 6
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Noncash expense

■ Expenses deducted from taxable income that do not 
require actual cash payment

■ Common types of “noncash” expenses 
Depreciation
Depletion
Amortization

■ Add back to cash flow if included in total expenses 

■ Schedules C, E, & F and business returns
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IRS limited loss/expense

■ Limits loss/expense a taxpayer can deduct
from taxable income

■ Most common limited expense:
Meals

■ “Nondeductible” portion must be deducted
from cash flow

■ Schedule C & E and business returns
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Recurring & nonrecurring income and expense

■ Recurring
 Income: Expected to continue 3 or more years
Expense: Day-to-day cost of business operations

■ Nonrecurring
 Income: One-time occurrence 

(e.g., sale of an asset, prize)
Expense: Extraordinary one-time occurrence 

(e.g., casualty loss)
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Meet the borrowers
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John & Ginny Borrower 

■ Married, no dependents

■ John has an interest in
3 companies

■ Ginny has an interest in
2 companies

■ Own 3 rental properties
 Schedule E, page 1

Picture of both borrowers
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Meet John Borrower

■ Sole proprietor of Tech in a Sec
 Schedule C

■ 20% partner in Tanglewood Realty
 Partnership (1065) Schedule K-1

■ 50% shareholder of Digital Network 
Systems, an S Corporation
 S Corporation (1120-S) Schedule K-1
 Form 1120-S
 SEB W-2 may also be required

CorporationS Corporation
Partnership 

(General, 
Limited or LLC)

Sole 
Proprietorship

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

XSchedule C: Profit or Loss from 
Business

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

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

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

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

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

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

XXXX
Year-to-Date Profit & Loss 
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Meet Ginny Borrower 

■ 50% partner in Westchester 
Development, LLC (property 
owner) 
Partnership Schedule K-1
Form 1065
Form 8825

■ 100% owner of Interior 
Innovations, Inc. 
SEB W-2
Form 1120

Corporati
on

S 
Corporation

Partnership 
(General, 
Limited or 

LLC)

Sole 
Proprietors

hip

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

XSchedule C: Profit or Loss from 
Business

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

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

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

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

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

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

XXXX
Year-to-Date Profit & Loss 
Statement/Interim Balance 
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Schedule C
Sole Proprietorship

case study, pg 24-28
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Schedule C

■ Sole proprietorship
Single business owner
Report profit and loss on Schedule C
All profits flow directly to owner
Owner pays taxes on profits
 In some instances, an LLC may be filed with 

Schedule C



SAM Cash Flow Worksheet 
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Limited IRS deductions
• Meals
• Travel & entertainment

Nonrecurring income 
& expenses

• Other income
• Other expenses

Nonrecurring income 
& expenses

• Other income
• Other expenses

Non-cash expenses
• Depreciation
• Depletion
• Amortization

Non-cash expenses
• Depreciation
• Depletion
• Amortization
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Meet John Borrower

■ Sole proprietor of Tech in a Sec
Started in 2009
Schedule C



Schedule C
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Case study,
page 25

Is there a demand for the 
business product or 

service?  

Is the business in 
existence?  

What is the location and 
nature of the borrower’s 

business?

Will the business continue 
generating and distributing 

sufficient income to enable the 
borrower to make the payments 

on the requested mortgage?
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Two types of depreciation 

Business equipment or machinery Vehicle depreciation 
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Business Miles x Depreciation Rate

DepreciationStandard DeductionYear

27¢57.5¢2020

26¢56.0¢2021

26¢58.5¢1/1/22 through 6/30/22

26¢62.5¢7/1/22 through 12/31/22



Where to find business miles
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Up to 6 business vehicles
IRS Form 4562 – Section B, Line 30

One business vehicle 
Schedule C – Part IV, Line 44(a)



Cross Check to determine if  standard deduction was taken
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Checking the math:

6,000 x .585 = $3,510 Line 9 = $7,260
6,000 x .625 = $3,750

$7,260

DepreciationStandard 
DeductionYear

27¢57.5¢2020

26¢56.0¢2021

26¢58.5¢1/1/22 through 
6/30/22

26¢62.5¢7/1/22 through 
12/31/22

Sched C Sched C 
pg 2

Sched C Sched C 
pg 1

Miles    x     Std Ded
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Business Miles x Depreciation Rate
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Effect on cash flow analysis
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/12 = $4,122 /12 = $3,033

/24 = $3,577



42

Purpose of cash flow analysis

Verify qualifying income that is:

Stable

Likely to continue
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TOOLS 
FOR 

SUCCESS!

TOOLS 
FOR 

SUCCESS!



Training –
SEB webinars

mgic.com/training/seb
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mgic.com/seb
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MGIC 
worksheets
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Infographic: 
Characteristics 
of 5 common 
self-employed 
businesses
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Connect with us

Twitter: mgic.com/twitter

MGIC Connects blog: mgic.com/blog

LinkedIn: mgic.com/linkedin

YouTube: mgic.com/youtube

Facebook: mgic.com/facebook
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Thank you for 
choosing MGIC

mgic.com


