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Legal disclaimer MGIC

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information may be outdated due to the rapidly changing nature of the residential mortgage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

m Review business structures

m Convert tax entries into cash flow:

» S Corporations
- K-1s
» Partnerships
- K-1s
- Guaranteed Payments
m Understand business liquidity

m Your questions
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Income
calculation tools
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What do | 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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ash flow worksheets

Borrower Name:
Fannie Mae Cash Flow Analysis (Form 1084)

Borrower Nam

FreddieMac Form 91

————
Income Calculations

Business Name (optional):

“This worksheet may be used to prepare a writlen evaluation of the analyss of income related to self-employment. The el Analyde M)

is writlen analysis is to determine the amount of stable and continuous income that willbe avalable to the

borrower for loan qualifying purposes. Form 91 is to be used to document the Seller's calculation of the income for a self-employed Borrower. This
form is atoo to help the Seler calculate the income for a self-employed Borrower; the Seller’s calculations.

must be based on the d guidance for the in Topic
IRS Form 1040 - Individual Income Tax Return Year —— 5300. This form does not replace the requirements and guidance for the analysis and treatment of the income
1. W2 come from SolkEmployment @ for seif-employed Borrowers as described in Chapters 5304 and 5305.
L. Income Calculations from IRS Form 1040
2. Schedule B - Interest and Ordinary Dividends

a. Interest Income from Self-Employment (+).
b, Dividends from Self-Employment (+) IRS Form 1040 Federal Individual Income Tax Return

sch:‘:"‘:r:“ ;:m:)' Loss from Businises: Sole Propristorshlp. . W-2 Income from self-employment (reported on IRS Forms 1040 and 1120 or 1120S)
Nonrecurting Other (income) Loss/Expenses
Depletion
Depreciation IRS Form 1040, W-2 Income — Officer Compensation (Section 5304.1(d))" *)
Non-deductible Travel and Meals Expanses —_ —_ Subtotal of W-2 income from self-employment ‘ s
Business Use of Home
Amortization/Casuaty Loss

Name of business:

Waldato with b d IRS Form 1125-€, Officers, as applcable.

Schedule D - Capital Gains and Losses 2. Schedule B - Interest and Ordinary Dividends
a. Recurring Capital Gains

Recurring interest income (Chapter 5305)

5. Schedule E - Supplemental Income and Loss
Note: A lender may use Fannie Mae Rental Income Worksheets (Form 1037 or Form 1038) to calculate individual rental Recurring dividend income (Chapter 5305)

income (loss) reported on Schedule E. Dividend income from self-employment reported on IRS Form 1120

a. Royalties Received ) S— Subtotal of dividends and interest
b, Total Expenses ), A
c. Depletion )

Schedule F - Profit or Loss from Farming
Net Farm Profit or (Loss)
Non-Tax Portior
Nonrecurring Other (Income) Loss
Depreciation
Amortization/Casualy Loss/Depletion
Business Use of Home

Note: IRS Form 4797 (Sales of Business Property) s not included on this worksheet due to ts infrequent use. If
applicable, a lender may include analysis of the sale and related ital gains.

Freddie Mac Single-Family Seller/Servicer Guide Bulletin 20159
©2019 Fannie Mae. Trademarks of Fannie Mae. Form 1084 June 2018 Page 1 of8 GibiAs FguERia:
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SAM: Schedule
Analysis Method

mgic.com/seb

Need help?

Line-by-line link to the
SAM Worksheet Help Document

MGIC

SAM Method Cash Flow Analysis Worksheet

‘BORROWER AND/OR CO-BORROWER NAME:

YEAR 1

DATE:

YEARZ:

[o]

S Corporation Cash Flow

Evaluate business income as required by your investor.
X | s corporation Name:
35  Ordinary Income (Loss): LINE 1 If > Dist
35 NetRental Income (Loss): LINES 2

SUBTOTAL
37 Wages: ling )
38 Deduct nonrecurring income/add nonrecurring loss: LINES 4 £ 5
39 Depreciation: LINE 14
40 Depreciation (FORM 8825): LINE 14
41 Depletion: LinE 15
42 Amortization/Casualty Loss (only if noted): LINE 19 from attached statement
43 Mortgages or Notes Payable in Less Than 1 Vea LINE 17, Column d
44 Travel and Entertainment Exclusion: Sched:

SUBTOTAL

45  Multiplied by Ownership Percentage

Shareholder's Total Share of Income (Loss)

Corporation Cash Flow

Evaluate business income as required by your investor.

| 0| sconeoramion Hame:

Corporation Cash Flow

Evaluate business income as required by your investor.

[ convoramion Neme:
[ convoramion Name:
O | coreoraTiON Name:
(o]
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SAM
cash flow
analysis
summary

MGIC

SAM Cash Flow Analysis Worksheet with P&L

Each business subtotals

PERSONAL CASH FLOW SUBTOTALS:

Schedule B

Schedule C TechinaSec

Schedule K-1 Tanglewood Realty

W-2 Wages Tanglewood Realty

Form 1065 Tanglewood Realty
Partnership Tanglewood Realty Subtotal
Schedule K-1 Westchester Development
W-2 Wages Westchester Development
Form 1065 Westchester Development
Partnership Westchester Development Subtotal
Schedule k-1 Digital Network Systems
W-2 Wages Digital Network Systems
Form 1120S Digital Network Systems

S Corporation Digital Network Systems Subtotal

CORPORATION CASH FLOW SUBTOTALS:

W-2 Wages Interior Innovations
Form 1120 Interior Innovations

Corporation Interior Innovations Subtotal

PARTNERSHIP & S CORPORATION CASH FLOW SUBTOTALS:

Average Monthly Cash Flow (Total)

Suht:a?zz #mo. Suhmtz:n #mo. o eiicons ;N:::i
N s 3,70000 | 12 [ s 360000 12 @ $ 30417 24
I:] S 49,460.00 12 |:| $ 36,390.00 12 $ 3,577.08 24
N s (3,800.00) 12 [ s (10,000.00) 12 $ (575.00) 24
I:] $ 12 |:] $ 12 $ 24
I:] $ 12 |:| $ 12 $ 22
$ (3,800.00) $ (10,000.00) s (575.00)
W s 21,00000 12 s 2000000 12 S 170833 24
[ - 12 & s 12 $ 2
N s 1,20000 | 12 s 100000 12 $ 9167 24
$ 22,200.00 $ 21,000.00 $ 1,800.00
[ s 32,550.00 12 s 26,0000 12 $ 247708 28
N : - G s v [ 2
N 7,00000 | 12 s 1000000 12 $ 70833 24
s 35,550.00 $ 36,900.00 $ 3,185.41
N 54,000.00 12 $ 4300000 0 | $ 450000 12
N s 9,970.00 | 12 V] s 1575000 0  $ 83083 12
S 63,970.00 S - S 5,330.83
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Business structures
Sole .
proprietorship Partnership
Unincorporated Business arrangement
business with one between 2 or more
owner with unlimited people/partners
liability (General or Limited)

Schedule C Schedule K-1

(No business returns) Guaranteed payments

Business files
IRS Form 1065

Taxed at individual rate

Each partner pays tax
on their share of
income

S corporation

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

MGIC

Corporation

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

3/31/2023
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Schedule K-1
(Form 1065)

* Ownership percentage
e Partll: BoxJ

MGIC

Schedule K-1
(Form 1065)

Partner’s Share of Income, Deductions,
Credits, etc.

A Partnership's employer identification number

L] Final K-1

z022

y ]
For calendar year 2022, or tax year

sant of the T

L] Amended K-1

b51121

OMB No. 1545-0123

Ordinary business income (loss)

beginnng 1 1 2022 | ending | T 12

Net rental real estate income (loss)

"EZXA] Partner’s Share of Gurrent Year Income,
| Deductions, Credits, and Other ltems

14 Seit-emplayment eamings (oss)

See separate instructions.

Other nat rental income (oss)

Guarantsad paymants for sarvices.

Current year net income (loss) . . $
Other increasa (decrease) (attach expianation) §
and - 5o 80 ) g

4b | Guaranteed payments for captal | 16 Schedule K-3 /s attached if
B Partnership's name, address, City, state, and ZIP code chocked . . . . . []
4c | T 17 Au
5 |[Interest income
€ IRS canter whers partnarship fied retum: 6a | Ordinary dividends
bo | Quaiified dividends 18 Tax-exempt income and
E  Parinars SSN or TIN (Do not use TIN of a v. See ) Scidehuctble expuness
6c | Dividend equivalents
F Name, addvess, city. state, and ZIP code for partner entered in E. Ses instructions.
7 | Royaities
8 | Net short-term capital gain (loss)
19  Distributions
G || General partner or LLC [ Limited partner or other LLC 8a | Net long-term capital gain (loss)
mamber-manager member
H1 [ Domestic partner 7] Foreign partner % | Collectibles (28%) gain loss)
H2 ] if the partner is a disregarded entity (DE), enter the partner’s: 20  Other information
N Name 8¢ | Unrecaptured section 1260 gain
I What type of entity is this partner?
12 Withis parner is a retirement plan (IRA/SEP/Keoghvate ), check here . [ | 10 | Net saction 1231 gain (loss)
J Partner's share of proft, loss, and caphal (see instructions):
Beginning Ending 11| Other incoma (loss)
Profit %| %
Loss % | %
Capital -
Check f decrease is due to sale or exchange of partnership interest . . || | 12 | Section 179 deduction 21 Foreign taxes paid or accrued
K Partner's share of lisbiities:
Beginning Ending 13 | Other deductions
Nonrecourss: L3 $
Qualified nonrecourse
. s $
Recowse . . . § s
Cneck this box H item K inchudes kabiity amounts rom lower-tier partnarships |
L Partner's Capital Account Analysis 22 || More than one activity for at-risk purposes®
Beginning capital sccount . . B 23 || More than one actiity for passive activity purposes®
Capital contributed during he year . . § See attached statement for additional information.

13

13

13
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Schedule K-1
(Form 1120-S)

* Ownership percentage
* Partll: Box G

MGIC

Schedule K-1
(Form 1120-S)

2022

For calendar year 2022, of tax year

E7L12L
L[] Final k-1 ] Amended K-1 OMB No. 1545-0123
Part ] sh 's Share of Year Income,
Ded Credits, and Other Items
1 | Ordinary business income (oss) 13 | Credits

beginning R |

Shareholder’s Share of Income, Deductions,
Credits, etc. See separate instructions.

2

Net rental real estate income (loss)

Other net rental ncome (loss)

Net short-term capital gain (loss)

€ IRS Center where corporation filed retum

Net long-term capital gain (loss)

D Corporation’s total number of shares
Beginning of tax year

Collectibles (28%) gain (loss)

End of tax year .

Unrecaptured section 1250 gain

4 | interest income
Information About the Corporation
A Corporation's employer identification number Sa | Ordinary dividends
B Corporation’s name, address, city, state, and ZIP code 5b | Qualified dividends 14 | Schedule K-3 is attached if
checked . & m
6 | Royalties 15 | Alternative minimum tax (AMT) tems

Information About the Shareholder

Net section 1231 gain (loss)

E Shareholder's identifying number

F  Shareholder's name, address, city, state, and ZIP code

G Cument year allocation percentage .

Other income floss)

itemns affecting shareholder basis|

H  Shareholder’s number of shares
Beginning of tax year
End of tax year

Section 179 deduction

I Loans from sharehoider
Beginningoftaxyear . . . . . §
Endoftaxyear . . . . . 8

Other information

14

14

14



3/31/2023

Form 1125-E

Missing Form 1125-E?
Try these options:

= Articles of incorporation

= Secretary of State website

» Follow YOUR internal
guidance

MGIC

rom 1129=E Compensation of Officers

(Rev. October 2016) OMB No. 1545-0123
Department of the Treasury » Attach to Form 1120, 1120-C, 1120-F, 1120-REIT, 1120-RIC, or 1120S.

Internal Revenue Service » Information about Form 1125-E and its separate instructions is at www.irs.gov/form1125e.

Name Employer identification number

Note: Complete Form 1125-E only if total receipts are $500,000 or more. See instructions for definition of total receipts.

(a) Name of officer o S{ﬁjirﬁﬂ’c':iyo::)m per ti(rﬁ)?:cji}:zzt:{do:o (d;;e;:::;t s(o:; :v’:(‘::ed ch n?p";?\‘;::ig:\
1 Y| o |
% % %
% % %,
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %

15

15

15
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Documentation
matrix

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.

MGIC

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

Schedule C: Profit or Loss from Business

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

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

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

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

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

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

Year-to-Date Profit & Loss

Statement/Interim Balance Sheet: as
applicable

Partnership Agreement: may be required

Corporate Resolution: may be required

Partnership

Sole
Proprietorshi (General,
P P Limited or LLC)

X X
X
X
X
X
X X
kX

S Corporation Corporation

16

16
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Now what?

)
i 1
.
— 17

17



3/31/2023

Taxable income

vs. cash flow

18
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Taxable income vs. cash flow

m 3 Key Concepts
> Non-cash expenses
> IRS limited expenses
> Non-recurring income/expenses

19

19



Partnerships &

S Corporations
How the money flows

3/31/2023

20
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Business structures

Partnership S Corporation

Form 1065
Schedule K-1 (Form 1065)
General, Limited & Limited Liability

An arrangement between 2+
individuals

Profit (loss) is passed to individual
partners

Partnership doesn’t pay taxes -
partners pay on their share

MGIC

Form 1120-S
Schedule K-1 (Form 1120-S)
Form W-2

Can be a single shareholder
(or as many as 100)

Profit (loss) is passed to individual
shareholder(s)

S corporation doesn’t pay taxes -
shareholder(s) pay on their share

21

21

21
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Flow of partnership
and S corporation
income/loss

MGIC

Partnership

1065

Partnership Return
Line 22 Income/Loss

+

1065

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

L,

S Corporation

1120-S

S Corporation Return
Line 21 Income/Loss

A 4
1120-S
Schedule K-1
Ownership %
Lines 1,2 &3
|

1040

Schedule E

Part Il

+

1040

Schedule 1

Line 5

22

22

22
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Personal 1040
Schedule E - Part Il

Case study, page 36

MGIC

Schedule E (Form 1040) 2022 Amachment Sequence No. 13 Page 2
Do not enter name and UMD if SHOWN 00 Other Side. Your social security number

John & Ginny Borrower 000-00-0000

Caution: The IRS compares amounts reported on your tax return with lmuunis shown on Schedule(s) K-1.

Income or Loss From F ips and S C

Note: If you report a loss, receive a distribution, dispose of StocK, or receive a 10an repayment from an S corporation, you must check
the box in column (e) on line 28 and atiach the required basis computation. f you report a loss from an at-risk activity for which any
amount is not at risk, you must check the box in column (f) on line 28 and attach Form 6198. See instructions.

27  Are you reporting any loss not allowed in a prior year due to the at-risk or basis limitations, a prior year unaliowed loss from a

passive activity (if that loss was not reported on Form 8582), or unreimbursed DIr‘.nGi!h‘D ewenses? If you answered “Yes,”

see instructions before completing this section . 3 - -OYes KINo
NEmsrP!m [:jcn.cnr mcmcnm W Check it
* e FEn | amr, [
A _|Tanglewood Realty g [m] 00-0000000 L] O
B |Westchester Development, LLC B 00-0000000 ] 0
C |Digital Metwork Systems S 00-0000000 Ol =]
D
Passive Income and Loss Nonj Income and Loss
1) Passe st aROWSd. N Passne mcome ) Norpassve 058 alowed ) Saction 179 axpanse. 1K) Nonpassive income
(atach Form B582 f requirad) ) from

A 5,800. 2,000.
B 21,000.
c 32,550,
D
29a Totals | 53,550, 2,000,
b Totals [ 5,800.
30 Add columns (h) and (k) of line 23a
31 Add columns (g), () and () of line 28b. . .
32 Total partnership and S corporation ineomoor(lol!l Combine lmas!«uandot

|El] | Income or Loss From Estates and Trusts

33 {a) Name
A
B
Passive Income and Loss Non, @ Income and Loss
{c) Passiva deduction or ioss alowed 1 Passi ncoma {e) Daduction or loss 10 ther income from
(sttach Form 8582 i required) from Schedule K-1 ‘from Schedule K-1 Schedule K-1
A
8 |
34a Totals |
b Totals |
ﬁmwumns(ﬂjmmmlmem.A‘......AA..H‘...,.35
36 Add columns (c) and (e) of line 34b . . N T )
37  Total estate and trust income or (loss). Combme I:nes 35 am 35

s w e | SF
EMICs)—Residual Holder

Income or Loss From Real Estate M

38 ® e fe) Excass inclusion from | (d) Taxable income {e) Income from
Name. Empior
(&) Schedules Q. ne 2c Uﬂ'mﬁ)llﬂk"n.‘b 5 @, lina 3b.

[
39  Combine columns (d) and (g) only. Enter the result here and include in the total on line 41 below . | 39

Summary

Net farm rental income or (loss) from Form 4838. Also, complete line 42 below . . 40
41 Total income or (loss). Combine lines 26, 32, 37, 39, and 40. Enter the result here and on Schaduie
1 (Form 1040), line 5 . 41 53,350,

42  Reconciliation of farming lnd ﬁshlnq !ncoml. Emer your gross
farming and fishing income reported on Form 4835, line 7; Schedule K-1
(Form 1065), box 14, code B; Schedule K-1 (Form 1120-S), box 17, code
AD; and Schedule K-1 (Form 1041), box 14, code F. See instructions . | 42

43 lion for real estate If you were a real estate
professional (see instructions), enter the net income or (loss) you
reported anywhere on Form 1040, Form 1040-SR, or Form 1040-NR
from all rental real estate activities in which yuu malenally pamclpaled
under the passive activity loss rules . . 43

REV 012823 TTW Schedule E (Form 1040) 2002

23

23

23
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When can Partnership/S Corp income be used?

The business has
The borrower has adequate liquidity to

accessed the income support the withdrawal of
income

24

24
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Partnership/S Corp K-1s — Scenario 1

— - |

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

4[ THEN... J

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

| stop. |

* Nothing else is required

=
S
\

25

25

25
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Sample Schedule K-1
Form 1120-S

MGIC

Schedule K-1
(Form 1120-S)
Department of the »
Intemal Revenus Service

voginring [/ 72022 ] ancies

Y For calendar yesr

L7112
[ Final k-1 ] Amended K-1 OMB No. 1545-0123
Shareholder’s Share of Current Year Income,
Dy Credits, and Other items
1 | Ordinary business income loss) | 13 | Credits
$148000

2 | Net rental real estate income (loss)

Shareholder's Share of | , Deductions,
Credits, etc. Sea separats instructions.

3 | Other net rental income (ioss)

Information About the Corporation

4 | Interest income

A Corporation's employer identification number

Sa | Ordinary dividends

B Corporation's name, address, city, state, and ZIP code

b | Qualified dridends 14 | Schedule K-3 is attached if
checked iy ]
6 | Royaities 16 | Anematve mnimum tax (AMT) tems

7 | Net short-term capital gain fioss)

€ IRS Center where corporation filed retum

8a | Net long-term capital gain (loss)

D Corporation’s total number of shares
Baginning of tax year

8b | Collectibles (28%¢) gain (loss)

End of tax year

8c | Unrecapiured section 1250 gain

Information About the Shareholder

9 | Net section 1231 gain (loss) 16 | items. basis|

E  Shareholder's identifying number

F  Shareholder's name, address, city, state. and ZIP code

G Curent year aliocation percentage .

10 | Other income fioss)

17 | Other information

H  Shareholder's number of shares
Beginning of tax year . .
End of tax year . .

11 [ Section 179 deduction

] Loans from sharsholder
Baginning of tax year s
End of tax year s

For IRS Use Only

18 || More than one activity for at-risk purposes”
18 [ ] More than one activity for passive activity purposes”

*Seo 4

26

26

26
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Sample Schedule K-1
Form 1065

MGIC

E5k12L

L[] Einal k-1 [ ] amended k-1 ‘OMB No. 1545-0123
Schedule K-1 2@2 Year Income,
(Form 1065) ‘and Other Items
Deparirment of the Treasury 1 | Ordinary business [ 14 Seit ‘eamings (loss)
Internal Revenue Service For caiendar year 2028, $198000

begiming [/ 7 2022 | ending 2 Net rental real estate income floss)

Partner’s Share of Income, Deductions, T T e v e ot T

Credits, etc. See separate instructions.

TN Information About the Partnership |

A Parinership’s employer identification number

Guaranteed payments for senvices.

B Partnership’s name, address, city, state, and ZIP code

aa
4b | Guarantsed payments for captal | 16 Scheduie K-3 Is attached f

checked . . i
4c

Total guaranteed payments 17 Anemative minimum tax (AMT) gems|

Interest incoms

E  Partner's SSN or TIN (Do not use TIN of & y. See )

F Name, addiess. clty. stats, and ZIP cod for pariner ealered in E See

6a | Ordinary dividends
6b | Cualified dividends 18 Tax-exempt swome and
nondedustible sxpenses
6c | Dividend equivalents
7 | Royahies

Net short-term capital gain (loss)

tributions
Net long-term capital gain (loss) A $198000

20  Other information

G [ | GensralpartnerorLLC [] Limited partner or ather LLC
member-manager member
H1 [ pomestic partner ] Foregn panner
H2 [ i the partner is a disregarded entity (DE), enter the partner’s:
™ Nama

11 What type of entity is this panner?

9a
b | Collectibles 26%) gain {ioss)
9c

Unrecaptured section 1250 gain

§2 I this partner is a retirement plan (IRA/SEP/Keoghvetc ), check here . [_|

10 | Net saction 1231 gain (loss)

K Partner's share of liabilities:

ing 11 | Other income (oss)
Proft % | %
Loss % | %
Capitat o | %
Check f decrease is dua 10 8alé o eXChangs of Pannership interest [ | 12 | Section 179 daduction 21 Foreign taxes paid or accrued

Beginning Ending
MNoorecourse . . $ s
Qualified nonrecourse
& 3 $
Recourse . . . § s
Check this bax if item K includes kability amounts from lower-ber partnerships ||

13 | Other deductions

L Partner's Capital Account Anslysis
Beginning capital account -
Gapital contributed during the year .
Current year net income (loss) .
Othar nch
Withdrawals and distributions .
Ending capital account

e —

U

M Did the partrer contribute property with a built-in gain (oss)?
L] Yes [ ] Mo _if“Yes" attach statement. See

22 || More than one activity for at-risk purposes”
23 [ | More than ons activity for passive Sctivity pUrDoses”
"See attached statement for additional information.

or IRS Use Only

27

27

27
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Partnership/S Corp K-1s — Scenario 2

)

.

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

—[ 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)

28

28
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K-1 without
distributions

MGIC

Schedule K-1

(Form 1120-S) 2@
Department of the Treasury e

— b For calendar year 20225

Shareholder’s Share of Current Year Income,
L Credits, and Other items

L[] Finat k-1 (] Amended K-1

671121

OMB No. 1545-0123

1

Ordinary business income foss)
$85000

13

beginning ;12022 endng[__s_ v

Shareholder's Share of Income, Deductions,

Net rental real estate income (loss)

Other net rental income (loss)

Credits, etc. See separate instructions.
= son AL the Cory = 4 | Interest income

A

Corporation’s empioyer idantification numbar

Sa | Ordinary dividends

Credits

Corporation’s name, address, city, state, and ZIP code

Sb | Qualified dividends

Schedule K-3 is attached if

Royaities

Net short-term capital gain (loss)

IRS Center where corporation filed retum

8a | Net long-term capital gain (loss)

Corporation's total number of shares
Beginning of tax year

8b | Callectiblos (28%) gain (loss)

End of tax year

8¢ | Unrecaptured section 1250 gain

Altemative minimum tax (AMT) 2ems|

Information About the Shareholder

Nt saction 1231 gain (ioss)

16

fems aff shareholder basis|

Shareholder’s identifying number

Shareholder's name, address, city, state. and ZIP code

Current year allocation percentage

Other income (oss)

‘Shareholder’s number of shares
Beginning of tax year
End of tax year _

1

Section 179 deduction

Loans from sharehoider
Begnningoftaxyear . . . . . §
Endoftaxyear . . . . S s

12

Other deductions

Other information

29

29

29



3/31/2023

K-1 without
consistent
distributions

MGIC

Schedule K-1
(Form 1085)

beginning | /1 2022 | ending [ )

For calendar yoar 2022,

k51121
L] Amended K-1 OMB No. 1545-0123
Partner's Share of Current Year Income,

Partner’s Share of Income, Deductions,
See separate instructions.

Credits, etc.

14

and Other tems

Seit-empioymant samings loss)

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

support withdrawal of earnings

R s Barinarehin

4 for services.

Credits

nents for capital | 18 Schedule K-3 is attached if
checked . . . . . O
payments 17 Aremative minimum tax (AMT) tems

F  Name, address, city, state, and ZIP code for partnar entersd in E. Ses instructions.

G | | General partner or LLC
—_—

[ ] Limited pavtner o other LLC

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)

Tax-exempt incoms and

155)

nondeductible expanses
7  Royaltes
[ Netshort-term copil
19 Distributions
Ba  Net long-term capital gain) A $25000
46) gain (loss)
20 Other information
fetion 1250 gain
‘gain (1oss)

K Partner's share of liabilties:

Check if decrease is due 10 sale or exchange of partnership interest

O

12 Section 179 deduction

Foreign taxes paid or accruad

30

Beginning Ending

Nonrecourse . . § $

Qualified nonracourse

financng . _ s $

Recourse . . . § s

Check this box if item K includes kabiity amounts from lowes-tier partrerships ||
L Partner’s Capital Account Analysis

Beginning capital sccount . . . §

22 || More than one activity for at-risk purposes”
23 [ ] More than one activity for passive activity purposes®

it

-See attached statement for additional information.

30

30
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Partnership/S Corp K-1s

m No history of distributions?
m Distributions < ordinary income

ls it by CHOICE? Is it by DEFAULT?

* Business is solvent * Business agreement prohibits
distributions

* Positive income trends
 Business is insolvent - can’t
afford it

31

31
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John & Ginny Borrower

m Married, no dependents

m John has an interest in
3 companies

m Ginny has an interest in
2 companies

m Own 3 rental properties
» Schedule E, page 1

MGIC

33

3/31/2023
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Meet John Borrower

m Sole proprietor of Tech in a Sec
» Schedule C

m 20% partner in Tanglewood Realty
» Schedule E, page 2
» Partnership (1065) Schedule K-1
m 50% shareholder of Digital Network
Systems, an S Corporation
» Schedule E, page 2
» S Corporation (1120-S) Schedule K-1
» Form 1120-S
» SEB W-2 may also be required

MGIC

34

3/31/2023
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Meet John Borrower

m Sole proprietor of Tech in a Sec
» Schedule C

m 20% partner in Tanglewood Realty
» Schedule E, page 2
» Partnership (1065) Schedule K-1

m 50% shareholder of Digital Network
Systems, an S Corporation
» Schedule E, page 2
» S Corporation (1120-S) Schedule
K-1
» Form 1120-S

MGIC

35

3/31/2023
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S Corporation Form

1120-S and Schedule K-1
(Form 1120-5)

36



3/31/2023

SAM
Cash Flow Non-cash expenses
* Depreciation

Worksheet ST - Depletion —_ Limited IRS deductions :

ATl ~ * Meals —
mgic.com/seb el mortization + Travel & entertainment

—vary income (Lot

36  NetRental income | Jis addit, rements.

SUBTOTAL $

FORM W-2

37 Wages: W-2, Box 5 (in general)

FORM 11205

38 Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5
39  Depreciation: LINE 14

40 Depreciation (FORM 8825): LINE 14

41 Depletion: LINE 15 =

42  Amortization/Casualty Loss (only if noted): LINE 19 from attached statement N On recu rrl n g | ncome

43  Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d

44 Travel and Entertainment Exclusion: Schedule M-1, LINE 3b & expenses
SUBTOTAL » Otherincome

45 by Ownership F g O Other eXpenseS

Shareholder’s Total Share of Income (Loss)

R | |

MGIC

37
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Personal 1040
Schedule E -
Part Il

Case study,
page 36

MGIC

Schedule E (Form 1040) 2022

Attachment Sequence No. 13

Page 2

Name(s) shawn on return. Do not enter name and social securty RUmber 1 Shown on Other sids.

John & Ginny Borrower

Your social security
000-00-0000

Caution: The IRS compares amounts reparted on your tax returmn with amounts shown on Schedule(s) K-1.

Income or Loss From Partners|
Note: If you report a loss, f"{. .l \Jl'
the box in column (e)

s and S Corpnrahons
0, dispose of stack, or re
> required basis compulath

a loan repayment fram an S corporation. you must check
1f you report a toss from an at-risk sctivity for wh

n any

amount is not al risk, you LA ChecK thi DO s CoRmis () on ke 28 an altach Form 6198, Sew InStnactions.

27  Are you reporting any loss not aliowed in a prior year due to the at-risk or buis Ikmltanons a prior yem unallowed loss from a
passive acti

ivity (if that loss was not reported on Form 8582), or

f you “Yes,"

288 instructions betore completing this section . e Yes B No
MEn!-Piof mcmexu 0 Check it
28 i B .S tonicatian amber | b wiation | eny amount is
A _|Tanglewocod Realty 3 00-0000000 1 Ol
B |westc — P O 00-0000000 L] L]
€ |Dbi s s (] 00-0000000 [ Ol
D ) ] O]
Fﬂlﬂl\l.lm and Loss NOHMIIMQNLM!
{g) Passive loss allo (h) Passive income M Nonpasswe loss allowed () Section 170 expense (k) Nonpassive income
(mmmmnmu-m from Schedule K-1 (s00 Schedule K-1) deduction from Form 4562 from Schedule K-1
A 5,800, 2,000.
B 21,000.
[
[+
29a Totals | 53,550, 2,000.
b Totals | 5,800.
30 Addcolumns)and(K)ofline28a . . . . . . 30 55,550.
31 Add columns (g), (), and () of line 29b. . . T 5,800. )
32  Total par mdScorporuuonmomqortbu) Cor"bmelmes?pOandG‘ & 3¢ & Sar 32 49,750,
|m|ﬂ Income or Loss m Estates and Tru:
33 P ) Employer
) sienuiication number
A
B
Passive Income and Loss Income and Loss
(c) Passive deduction or loss allowed (d) Passive mcome (e} Deduction or loss. ) Other income from
(attach Form 8582 if required) from Schedule K-1 from Schedule K-1 Schedule K-1
A
8 |
34a Totals |
b Totals |
35 Addcolumns(d)and(fjofline34a . . . . 35
36 Add columns (c) and (e) of line 34b . . " 36 )
37 Tohloauhandmihmorﬂm].(‘ambmelinesBsand36 a 37

Income or Loss From Real Estate Mortgage Investment Gonduns.

38 Empioyer
(e Narme Koircation st

16) Excess inclusion from
Schedules Q. ne 2c

{d) Taxable income
(net loss) from
Q. fne

Y

REMICs)— Residual Holder

|
39 Combine columns (d) and (e) only. Enter the result here and include in the total on line 41 below . | 39

Summary

40 Net farm rental income or (loss) from Form 4835. Also, complete line 42 below .

41 Total income or (loss). Combine lines 26, 32, 37, 39, and 40. Enter the result ha’eaﬂdon Schedule

1(Form 1040), line 5 . . f Z T

42 Reconciliation of farming and fishing income. Enter your gross

farming and fishing income reported on Form 4835, line

(Form 1065), box 14, code B; Schedule K-1 (Form 1120-S), box 17, code

AD; and Schedule K-1 (Form 1041), box 14, code F. See

43  Reconciliation for real estate professionals. If you were a real estate

(see enter the net income or (loss) you
reported anywhere on Form 1040, Form 1040-SR, or Form 1040-NR
which you mamnany pammpxled

from all rental real estate activities i
under the passive activity loss rules

7; Schedule K-1

instructions . | 42

40

. 41 53,350.

REV 012823 TTW

Schedule E (Form 1040) 2022

38

38
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Schedule K-1
Form 1120-S

Case study, page 53

MGIC

Schedule K-1
(Form 1120-S)

2022

For calendar year 2022. or tax year

5653 coseal| ]

[ Amended k-1

b?711L21

MB No_ 1545-0123

reholder's Share

or

Net rental resl estate income (loss)

Shar 's Share of D
Credits, etc.

See separate instructions.

Other net rental income (ioss)

I information About the Corporation

Interest mcome

1,200

A Corporstion's employer identification number

00-0000000

Ordinary drdends.

G Current year aliocation percentage - . . . D000 %

B Corporation’s name, address, city, state, and ZIP code 8b | Qualified dmidends 14 Scheduls K-3 is attached if
checked - - - - - - -
PIGITAL NETWORK SYSTEMS & Royabes 15 Altematrve minmum tax (AMT) sems
42000 N. EXECUTIVE DR P ey
JACKSON, TN 38301
€ IRS Center where corparation fled retum 88 | Net long-tenm capital gain (loss )
D Corporation's tolal numbes of shares. 8b | Collectibies (28%) gai (ioss)
Beginning of tax year..
i iy - 8¢ | Unrecaptured secton 1250 gan
® | Net section 1231 gan (iss) 16 | 1tems affecting sharenoider bass.
c 500
E Sharenolders identfying number 10 | Other income (loss)
000-00-0000 D
F_ Sharehciders name, address, cty, state. and ZIP code
JOHN BORROWER
3412 W. SILVERWOOD DR
JACKSON, TN 38305
17 | Other informaticn
A 1,200

H  Sharencider's number of shares

Beginning of tax year. . = « « « « .+ .
Endoftaxyear . . = . - o« o oo«

Section 179 deduction

Other geauctions

For IRS Use Only

More than one activity for at-risk pUrPoses”
More than one sctivity for passive activily pUrposes”

for

* See

For Paperwork Reduction Act NOUGE, 568 the INStTUCTions for Form 11205, waw. 15 gowForm 11208

JSA  2C1800 1.000

Scheaule K1 (Form 1120-5) 2022

39

39
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Determine liquidity

m What is liquidity?
» Ease of ability to convert business assets to cash
» Offers immediate access to funds
m Business liquidity
» Measure of financial strength
» Indicates ability to pay current debts
» Different businesses have different liquidity needs

Inventory-intensive vs. low inventory business

=
S
\

40

40

40
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Liquidity ratios

Current ratio

The current ratio - also known as the working capital
ratio - measures the business’s ability to pay its current
liabilities (debt that is due within 1 year of the date of the
balance sheet) with its current assets (assets that can
reasonably be converted into cash within 1 year of the
date of the balance sheet).

Quick ratio

The quick ratio - also known as the acid test ratio -
measures the business’s ability to meet immediate
needs for cash. It is an indicator of a business’s ability to
pay back its current liabilities with its most liquid assets
(assets that can be converted to cash quickly). Since
inventories, in general, take a longer time to convert to
cash, they’re excluded from the quick ratio.

Current Assets
[Cash & Equivalents + Marketable
Securities + Accounts Receivable
(Less Bad Debt) + Inventory]

= Current Ratio

Current Liabilities

Quick Assets
[Cash & Equivalents + Marketable
Securities + Accounts Receivable
(Less Bad Debt) — Inventory Not
Included]
= Quick Ratio

Current Liabilities

A4S

41

41

41
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Schedule L
Current ratio

Case study,
page 58

MGIC

[screcuio . M Eiv S G
Assets (U] (b) (c)
B s ¢ e v s 15,400 16,100
2a Trade notes and accounts recevable . « 27,600 39,800
b Less allowance for bad debts.. . . 2,760 24,840 | 3,980 35,820
3 Inventones . . . o....e . 30,000 25,000
4 us
§  Tavemmpt securbes (s 6,000 6,000
6  Othorcument sssets (attach statement) . 15,000 17,400
7 Loanstoshareholders. . . . . .
8 Mortgage and real estate loans . .
9 Other nvestments (attach statement) 100'400 130:-300
108 Buidings and cther deps ——_— 190,000 190,000
b Lo 32,900 157,100 47,900 142,100
Liquidity Worksheet MGIC
’ (
I genaral:
e ) (
=1 == | | 348,740 373,220
Schedide L - Asets [——— -
L 18,800 19,200
_!’lumuum.-u-unumu«mumu..,.-.. Tkt & 22,000 21'900
o e—— 1,780 3,000
_D'Iﬂllw&mo ¥
: 119,100 78, 660
13,100 10,000
2,000 2,000
50,000 50,000
121,960 188,460
. ( ( )
' 348,740 373,220
e e Form 1120-S (2022)
Quik Rt
_Iﬂiwmmb . E3
Ouick Ratios 1 e WA WA 42

42
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MGIC
Liquidity
Worksheet

MGIC

Liquidity Worksheet

Digital Network Systems Completed by:

Current Ratio: in general, a ratio 2 1 demonstrates adequate liquidity

Schedule L - Assets Select the Year(s): & 2022
T Cash: Line 1, Column d S 16,100.00
T Trade notes and accounts receivable, less bad debt: Line 25, Column d s 35,820.00
T Inventories: Line 3, Column d S 25,000.00
T Other: S 23,400.00
5 | Total Current Assets: $ 100,320.00

Schedule L - Liabilities 2022
T Accounts Payable: Form 1120S Line 16/Form 1065 Line 15, Column d S 19,200.00
T Mortgages, notes, bonds payable < 1 year: Form 11205 Line 17/Form 1065 Line 16, Columnd  $ 21,500.00
T Other current liabilities: Form 1120S Line 18/Form 1065 Line 17, Column d s 3,000.00
9 | Total Current Liabilities: S 44,100.00

Current Ratio 2022
Total Current Assets: Row 5 - Assets above S 100,320.00
] Total Current Liabilities: Row 9 - Liabilities above s 44,100.00

< 2.27 >

Quick Ratio: in general, a ratio 2 1 demonstrates adequate liquidity

Quick Ratio 2022
Cash, notes, accounts receivable (less bad debt) & other: Rows 1, 2 & 4 - Assets above S 75,320.00
Total Current Liabilities: Row 9 - Liabilities above S 44,100.00

C 1.71 D

43

43

3/31/2023
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X ] S CORPORATION Name: Digital Network Systems 2022
Effect On SCHEDULE K-1
35 Ordinary Income (Loss): LINE 1 If > Distributions see additional requirements. S 32,550.00

CaSh fIOW 36 NetRental Income (Loss): LINES 2 & 3 If > Distributions see additional requirements.
ana IyS|S S $ 32,550.00

FORM W-2

37 Wages: W-2, Box 5 (in general)

38 Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5
39 Depreciation: LINE 14
40 Depreciation (FORM 8825): LINE 14

41 Depletion: LINE 15

ed statement

42  Amortization/Casualty Loss (only if noted): LINE 19 from atta

43  Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d ( )
44  Travel and Entertainment Exclusion: Schedule M-1, LINE 3b ( )
SUBTOTAL $ -

45  Multiplied by Ownership Percentage

MGIC Shareholder’s Total Share of Income (Loss) $ -

44

44
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Form
1120-S

Case study,
page 53

MGIC

b?71121 |, oua o 15680123
[ Fnai k-1 [] Amended 1 OMB No. 1545-0123
Schedule K-1 2@22 Shareholder's Share of Current Year income, 2@22
(Form 1120-S) Deductions, Credits, and Other ltems =5
Depament of the Treasury o calandar year 2022, o business income — 2
o e it F dar year 2022 or tax year 1 [ orainary 32?0;5:0 3 lo [+ a..,.,,..oo Toentification mumber
g 2022]  anang [ ] |2 [ oot rontai rasl astase income gas) Sy miongz
Shareholder's Share of I D W T Fo::.?l /2011
Credits, etc. So0 separate a1
s .
= ion About the C. 4 | Interest income oo -
A Corporation's employer IenUCAbon NuMber §a | Ordinary dhidends. I ls.«m-on tevminaton
00-0000000
B Corporaton's nama, addrss, city, stats, and 2F code 56 | Quaiifies dmdends 14 | Schedule K3 & sttached
T e
chocked -« « « + . .
DIGITAL NETWORK SYSTEMS * [Foyemes T [Prm——————
42000 N. EXECUTIVE DR as izz'ggg
JACKSON, TN 38301 0/ — = -
$65,100 X 50% = $32,550 3 129,000
C RS Canter whera coporation fled retum -~
s 10,000
D Corporation's total number of shares 8b | Collectbles (28%) gain (loss) 3 139,000
Beginning of tax year. .
Endoftexyssr o 2 v v vnana s So| Lonschpisvod secion 1290 g 8 26,000
s |~ 1231 e . = 2 2. 000
et section 1231 gan (ss) 3 Ttems affecting 50-0 T
11
E Sharehcider's identdying number 10 | Other income (loss) 12 2,100
000-00-0000 e 3500
F  Sharehcider's name, address. cly. state. and 2IP code
JOHN BORROWER :: 15,000
16
3412 W. SILVERWCOD DR :: g’:gg
JACKSON, TN 38305 T 5500
17 | Other information 20 53 : 300
G Current year sliocation perceniage . . . . 50.0000 % — S 1,200 21 65,1
T ion 179 Geduction
H  Shareholders numbes of shares. i
Beginning of taxysar, . . . . . . . . 12; [ Ofbacdaduations. [ 22¢
ENdoftaxysdl . . . « « o = s = « «
| Loana from sharehoider
Baginning of tax yer. s B 3g
£na of tax year . s (1[za
25
26
27
[ o=t of my wmowicage ana beer. @ = trus.

For IRS Use Only

May the FIS cmcuss tus return)
i e propares shown beiow? See|

[FemsEin__00-0000000

i More than one activey for atrisk purposes”
Mare than one activity for passive activity pUrposes”

Phone no.

* See for

18a  2C1600 1,000

For Paperwork Reduction Act NOtice, 866 the Instructions for Form 11208, www.Irs.gowForm 11208

‘Scheduie K-1 (Form 1120-5) 2022

Form 1120-S (2022)

45

45

45
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Form 11208, Page 1 Detail

Line 5 - Other Income

MGIC

Sale of refurbished equipment 10,000
Total 10,000
—— e
€| 3 Gross profit. Sublract line 2 from kne 1¢ 3 125,000
| 4 Netgain (loss) from Form 4787 line 17 (attach Form 4787) 4
S Other income (loss) (soe instructions - attach statement) 5 10,000
§_Total income (loss). Add lines 3 through§ . . . . . . PR . L] 139,000
| 7 Compensation of afficers (see instructions - altach Form 1125-E) T
2| 8 Salaries and wages (less employment credits) | 8 26,000
i 9 Repairs and maintenance . . [ 8,000
Elio sagooms . 00IIIIIIIID 10
Bl11 Rews . - "
g 12 Taxes and icenses _ 12 2,100

13 Interest (see instructions |

14 Depreciation from Form 4562 nat claimed on Form 1
15 Depletion (Do not deduct ofl and gas depletion.) , .
16 Advertising
17 Pension, profit-sharing. etc., plans.
Employee benefit programs

19 Other deductions (aliach statemont) . . |
20 Total deductions. Add lines 7 through 19
21 Ordinary businoss incoma (loss). Subtract |

Deductions (see
&

2,900

22 & Excess net passive income or LIFO

bTaxfromSchedula D (Fom 11208). . . ...,
€ Add lines 22a and 22b (see instructions for addtional tases), _ ,

‘% 23 2 2022 estimated tax payments and 2021 overpayment credited to 2022 |23a
E| bYaxdepostedwith Form7004 . . ... .
&|  © Credi for federal tax paid on fuels (attach Form 4136) , .
©| dAddlines23athrough23c. v o v ve et ..
S 24 Estimated tax penalty (see instructions). Check if Form 2220 is attached | _ |
|25 Amount owed. If line 23d is smalter than the total of lines 22c and 24, enter amount owed
26 Overpayment. If lina 23d is larger than the total of lines 2Zc and 24, enter amount overpaki
27 _Enter amount from bne 26: Credited to 2023 estimated tax
Under penalies of penury. | declare that | have examined ths retum. includng accompanyng whedules and staements. and 0 the best of my knowiedge and bewel. @ = tue.
Sign | e 0 compies. Doctraton of peeparer ntermatien of e e e
Here | i s i Bt B
Signature ol oficer Date Tie Rsiuctans ves[ | %
Print/Type preparer's name: Preparers signature Date Check u W [PIN
Paid sett-omployed
Preparer [ ™ v.1.P. TAX INC. [Fers 18 00-0000000
Use Only 3 PEACHTREE LANE, JACKSON, TN 38305
Firm's address Phene no.

For Paperwork Reduction Act Notice, see separate instructions.

Fom 1120-5 (2022)

X | s corporaTion Name: Digital Network Systems. 2022
SCHEDULE K-1
35  Ordinary Income (Loss): LINE 1 if > Distributions see additional requirements. S 32,550.00
36 NetRental Income (Loss): LINES 2 & 3 If > Distributions see additional requirements.
SUBTOTAL $ 32,550.00
FORM W-2
37 Wages: W-2, Box 5 (in general)
FORM 11205
38  Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5
33 Depreciation: LINE 14
40  Depreciation (FORM 8825): LINE 14 $ 15,000.00
41  Depletion: LINE 15
42 Amortization/Casualty Loss (only if noted): LINE 19 from attached statement
43 Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d )
44 Travel and Entertainment Exclusion: Schedule M-1, LINE 3b )
SUBTOTAL $ 15,000.00
45 Itiplied by O hip P g
Shareholder’s Total Share of Income (Loss) s -

46

46
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3/31/2023

s A Sond X ] S CORPORATION Name:  Digital Network Systems 22
Shareholders’ Pro Rata Share ltems (continued) Total amount
§ |17a Investmentincome . . . . ... i i e 17a 2,400
5 'E b Investment expenses 17b SCHEDULE K-1
é H ¢ Dividend distributions paid from accumulated eamings andprofils . , . . . . . ... ....... 17c
£ O
< SO e (e e 35  Ordinary Income (Loss): LINE 1 If > Distributions see additional requirements. § 32,550.00
gg 18 Income (loss) reconciliation. Combine the amounts on lines 1 through 10 in the far right
T columo. From the resut subtract the sum of th amounts on lines 11 thiough 12d and 16¢, . | 18 67,500 36  NetRental Income (Loss): LINES 2 & 3 If > Distributions see additional requirements.
| oarBooks Baginning of tax year End of tax year
Assets (@) ®) ©) (o
e . 15, 400 16,100 SUBTOTAL $ 32,550.00
A e s e . 27,600 39,800
e e————— 3,760 74,840 |( 3, 580) 35,820
3 i FORMW-2
4 ugy
§ Taw L] L]
6 O 3 3 inae |
3 loa] ) LI ne Of Cred It 37 Wages: W-2,Box5 (in general)
8 Mo
9 Ot .
- Regular rollover fon 15
11a Deg
i ° S Uffl C i e n‘t I I u Id a Ssets 33 Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5
e q
_ j o
b Les 39 Depreciation: LINE 14
1
348, 740 373,220 40  Depreciation (FORM 8825): LINE 14 $ 15,000.00
33500 220 41 Depletion: LINE 15
1,780 3,000
19 Loans fom L 42 Amortization/Casualty Loss (only if noted): LINE 19 from attached statement
R 77 gl 113,700 78,560
s s e e 43 Mortgages or Notes Payable in Less Than 1¥ear: Schedule L, LINE 17, Column d ($ 2195000 |
? 50, 000 50,000
5 ::::“muf’f': o 121, 560 188,460 44 Travel and Entertainment Exclusion: Schedule -1, LINE 3b ( )
25  Adjustments 1o sharehoiders’
28 Lons oot oamey st | ( 1 )
27 Toa lnbie e sty sy 348, 740 373,220 SUBTOTAL $ (6,900.00)
Form 1120-8 (2022)
45 Multiplied by Ownership Percentage
Shareholder’s Total Share of Income (Loss) $
a7

a7

47
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X I SCORPORATION Name:  Digital Network Systems

Form 1120-5 (2022 Page §
Reconciliation of Income (Loss) per Books With Income (Loss) per Return
Note: The corporation may be required to file Schedule M-3. See instructions.
1 Netincome (loss) per books . . . . . 66,500 |5 Income recorded on books this year
2 Incoms included on Schadule K. lines 1, 2, nol included on Schedule K lines 1
3¢, 4,5, 6,7, 8a, 9, and 10, not recorded through 10 (itemize)
on beoks this year (itemize) a Tax-exempt interest §
3 Expenses recorded on books this year 6 Deductions included on Schedule K.
not Included on Schedule K, lines 1 lines 1 through 12 and 161, not charged
through 12 and 16 (temize). against book income this year (itemize)
a Depreciation § a s
b Travel and enlertanment § 22 . T AddlinesS5and6, ., . ...........
..... 8 Income (oss) (Schedule K. line 18)
4 Addlines 1 through3 . . ... ... 67,500 Sublractline 7 fromiined. . . . .. ..... 67,500
Analysis of A dA A t, s L d Taxable income
F ly Taxed, and Profits, and Other Adjustments Account
(seei )
(@) (b) (9) Other adjustmants.
adjustments account undistributed taxable samings and profits. account

1 Balance at beginning of tax year . .

2 Ordinary income from page 1, line 21

3 Otheradditions . . ........

income previously taxed

121,960

65,100

2,400

Note: Per IRS Notice 2021-25, the IRS will temporarily
allow for a 100% deduction for expenses paid or incurred
in 2021 and 2022 for food or beverages provided by a
restaurant. Please consult your internal guidelines as to
how to proceed.

SCHEDULE k-1

35 Ordinary Income (Loss): LINE 1 1f > Distributions see additional requirements.

36 NetRental Income (Loss): LINES 2 &3 If » Distributions see additional requirements.

SUBTOTAL

FORMW-2

37 Wages: W-2, Box 5 (in general)

FORM 11208

38 Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5

39 Depreciation: [INE 14

40 Depreciation (FORM 8825): LINE 14

41 Depletion: [INE 15

42 Amortization/Casualty Loss (only if noted): LINE 19 from attached statement
43 Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column

44 Travel and Entertainment Exclusion: Schedule -1, LINE 3b
SUBTOTAL
45 Multiplied by Ownership Percentage

Shareholder's Total Share of Income (Loss)

$ 32,550.00

§ 32,550.00

$ 15,00000

($ 21,9000 )
(5 1,000.00 )

§ (%o

§ (3,850.00)
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48

48



3/31/2023

Effect on
cash flow
analysis

MGIC

S Corporation Cash Flow

Evaluate business income as required by your investor.

X ] S CORPORATION Name: Digital Network Systems

202

BS
B6

B7

B8

Bl
B2
H3

=

5

SCHEDULE K-1

ibutions see add | requirements.

Ordinary Income (Loss): LINE 1 1f > Di
Net Rental Income (Loss): LINES 2 & 3 If > Distributions see additional requirements.

SUBTOTAL

FORM W-2

Wages: W-2, Box 5 (in general

FORM 11205

Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5
Depreciation: LINE 14

Depreciation (FORM 8825): LINE 14

Depletion: LINE 15

Amortization/Casualty Loss (only if noted): LINE 19 from attached state

Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d

Travel and Entertainment Exclusion: Schedule -1, LINE 3b
SUBTOTAL
Multiplied by Ownership Percentage

Shareholder’s Total Share of Income (Loss)

32,550.00

32,550.00

15,000.00

1,000.00 )
14,000.00
50%

7,000.00

26,900.00

26,900.00

20,000.00

20,000.00
50%

10,000.00

49
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What is the
earnings
trend?

MGIC

S Corporation Cash Flow

Evaluate business income as required by your investor.

X ] S CORPORATION Name: Digital Network Systems

35
36

37

38
39
10
11
12
43
4

SCHEDULE K-1
Ordinary Income (Loss): LINE 1 If > Distributions see additional requirements.
Net Rental Income (Loss): LINES 2 & 3 If > Distributions see additional requirements.

SUBTOTAL

FORM W-2

Wages: W-2, Box 5 (in general)

FORM 11205
Deduct nonrecurring income/add nonrecurring loss: LINES 4 & 5
Depreciation: LINE 14
Depreciation (FORM 8825): LINE 14
Depletion: LINE 15
Amortization/Casualty Loss (only if noted): LINE 19 from attached statement
Mortgages or Notes Payable in Less Than 1 Year: Schedule L, LINE 17, Column d

Travel and Entertainment Exclusion: Schedule M-1, LINE 3b
SUBTOTAL
Multiplied by Ownership Percentage

Shareholder’s Total Share of Income (Loss)

$ 32,550.00 s 26,900.00
S 15,000.00 S 20,000.00
) (
$ 1,000.00 ) (
$ 14,000.00 $ 20,000.00
50% 50%

$ 7,000.00

[ 10,000.00

$39,550.00
/12 = $3,296

$36,900.00

/12 =$3,075

/24 =$3,185

50

50
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Schedule B
Interest and Dividends
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Schedule B

m Interest from self-employment
m Dividends from self-employment

m Other interest and dividends

» Use tax return as supporting documentation
» Follow investor documentation guidelines

52
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Schedule B

Case study, page 23

MGIC

SCHEDULE B OMS No. 1545-0074
(Form 1040) Interest and Ordinary Dividends ZOT
Dupartment of the Traasury Go i for and the latest il
Interal Revenue Service Attach to Form 1040 or 1040-SR. Seavence No. 08
‘Namais) shown on return Your social security number
John & Ginny Borrower 000-00-0000
Part| 1 List name of payer. If any interest is from a seller-financed and the Amount
buyer used the property as a personal residence, see the instructions and list this
Interest interest first. Also, show that buyer's social security number and address:
(See instructions Colonial Federal 500.
and the = =
for i le 1,200,
Form 1040,
line 2b)
Note: If you
received &
Form 1099-INT, 1
Form 1099-0ID,
or substitute
‘statement from
a brokerage firm,
list the firm's
name as the
payer and enter
1he total interest
‘shown on that
fom.
2 Add the amounts on line 1 . . I 1,700.
3 Excludable interest on series EE and | EJ S savings bonds mued a?ter 1989
Attach Form 8815 . 3
Subwacﬂma:!homllmZ Enkalmaraunhansandeonn\MGorlDAD—SR hrBZb 4 1,700,
Nat- It line 4 is over $1,500, you must complete Part Ill. Amo
Part Il 5§  Listname of payer: IBM 500.
, Interior Imnovations, Imc 2,500.
Ordinary
Dividends
(See
and the
for
Form 1040,
line 3b.) 5
Note: If you
received &
Form 1099-DIV -
or substitute
statement from
a broker;
list the firm's
name as the
payer and enter
e own __6__Add the amounts on line 5. Enter the total here and on Form 1040 or 1040-SR, ine 36_| 6 3,000.
on that form. Note: If line 6 is over $1,500, you must complete Part lil.
Part Il You must complete this part if you (a) had over $1,500 of taxable interest or ordinary dividends; (b had a foreign
Foreign account; of (c) received a distribution from, or were a grantor of, or a transferor to, a foreign trust.
Accounts Yes| No
and Trusts 7a At any time during 2022, did you have a financial interest in or signature authority over a financial
Caution: if account (such as a bank account, securities account, or brokerage account) located in a foreign
required, failure to country? See instructions x
fil FInCEN Form = TS
114 may result in if “Yes," are you required to file FInCEN Form 1 14 Report of Fufslgn Bank and Financial
m:m‘;al Accounts (FBAR), to report that financial interest or signature authority? See FInCEN Form 114
Addnionaity, you and its for filing and to those ts . .
ma’ber b If you are required to file FInCEN Form 114, list the name(s) of the foreign country(- ies) where the
to flle Form 8938 financial are located:
Statement of
Specified Foreign
Financial Assets. During 2022, did you receive a distribution from, or were you the grantor of, or transferor to, a
Ses instructions. foreign trust? If “Yes," you may have to file Form 3520. See instructions . . I x
For Paperwork Reduction Act Notice, see your BAA 2823 TTW Schedule B (Form 1040) 2022
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571121
[ prsar [] Amensea k.1 OMB No_ 15450123
Schedule K-1 7 Shareholder's Share of Current Year Income,
(Form 1120-S) 2@22 Deductions, Credits, and Other ltems
Depertment of e Trateury For calendar year 2022, or taxyesr | 1 ommwn..s.qmmvm;.c 13 [ Creans
o[ 7023]  enng [ I
Shar der's Share of D S | Other et rertel
Credits, etc. See separate instructions.
m‘ 2 ut the Corp 7 4 | interest income: £ 555
Effect on T e
00-0000000
B Corporation’s name, address, City, state. and ZIP code 5b | Qualffies dmdends 14 Schedue K-3 s anached If
u Checkad « « =« = = « «
cash flow analysis suea. wons: svszmes e i e=viverene
42000 N. EXECUTIVE DR 7 | Net short-term capital gain (loss)
JACKSON, TN 38301
€ IRS Center where corporation fied retum 8a | Net long-term capital gain (loss)
D Corporation’s total number of shares 8b | Collectibles (28%) gan (loss)
Beginning of taxyear. . . . . . « « «
X ] SCHEDULE B - INTEREST AND DIVIDENDS FROM SELF-EMPLOYMENT 2022 201
1 Recurring Interest Income; LINE 1 or 1040 LINE 2b S 1,200.00 $ 1,200.00
2 Recurring Dividend Income: LINE 5 or 1040 LINE 3b
SUBTOTAL § 1,200.00 $ 1,200.00

MGIC

M Sharehoiders number of shares

Beginning of taxyear. - . . . . . . -
Endoftaxyesr . - . - . - s o2

Other deductions

1 Loans from sharehoider
Beginning of axyear. . . . . . . . . s
Endoftaxyesr . . . .-aewa s

For IRS Use Only

18

Mare than one sctivity for strisk purposes”
More than one activity for passive activity purposes”

* See attached statement for additional information.

JsA_2cC16001.000

For Paperwork Reduction ACt NGUCE, 566 the INSIructions fof Fomm 11205, www. 115 gowForm 11208

Schedule K1 (Form 1120.5) 2022
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Partnership Form 1065

and Schedule K-1
(Form 1065)

55



Meet John Borrower

m Sole proprietor of Tech in a Sec
» Schedule C

m 20% partner in Tanglewood Realty
» Schedule E, page 2
» Partnership (1065) Schedule K-1

m 50% shareholder of Digital Network
Systems, an S Corporation

» Schedule E, page 2
» S Corporation (1120-S) Schedule K-1
» Form 1120-S

MGIC

56

3/31/2023
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SAM
Cash Flow
Worksheet

mgic.com/seb

MGIC

Partnership Cash Flow

Evaluate business income as required by your investor.

X ] PARTNERSHIP Name:

22
23

SCHEDULE K-1

Ordinary Income (Loss): LINE 1 I > ) ts
Net Rental Income (Loss): LINES 2 & 3 If = Distrib re
Guaranteed Payments: LI Ed

SUBTOTAL

FORM W-2
Wages: | Box 5

FORM 1065

Passthrough (Income) Loss from Other Partnerships:

Deduct nonrecurring income/add nonrecurring loss: LIN

Depreciation: LINE

Depreciation (FORM 8825):

Depletion: LINE 17

Amortization/Casualty Loss (only if noted): LINE 20 from attache

Mortgages or Notes Payable in Less Than 1 Year:

Travel and Entertainment Exclusion: 5
SUBTOTAL
Multiplied by Ownership Percentage

Partner's Total Share of Income (Loss)

57
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Personal 1040
Schedule E - Part Il

Case study, page 36

MGIC

Schedule E (Form 1040) 2022 Attachment Sequence No. 13
Names) shown on retum. Do not Snter Name and Sookal SEcUrTy NUMBS? I Shown on other Side.

John & Ginny Borrower
Caution: The IRS compares amounts reported on your tax return with amounts shown on Schedule(s) K-1.
Income or Loss From Partnerships and S Corporations

Note: If you report a loss, receive a distribution, dispose of stock, o receive a loan repayment from an S corporation, you must check
tho b In colwnn (8) on line 28 and attach th reauired basis computation. I you report & oss. from an at-rlax acthity for which any
amount is not at risk, you must the box in column () on line 28 and attach Form 6198. See instructions.

Page 2
Your social security number
000-00-0000

27 Are you reporting any loss not allowed in a prior year due to the at-risk or basis a prior year u loss from a
passive activity (if that loss was not reported on Form 8582), or unreimbursed parmsrshlp expenses'} If you answered “Yes,”
see instructions before completing this section . . B . 2 - Yes 5] No

28 MEn!atPlnr gcacmckw ) E mctmu ' Check if

o Py o memvtication rumber | B oo |t e
3 § B 00-0000000
Westchester Development, LLC P [J 00-0000000 C] 0
> |Digital Network Systems S O 00-0000000 [
Passive Income and Loss Nonpassive Income and Loss
M) Passive ncome ) 10 Nonpassive income
- _ from Schedule K-1 deduct from Sl:h-;_ﬂukl K-1
A
B 21,000.
c 32,550,
D
29a Totals | 53,550, 2,000
b Totals 5,800.

30 Add columns (h)and (k) of ine 29a . i NG U E §% € Ew B @ oawa w80 55,550,

31 Add columns (g), (i, and {j) of line 29b. & m o mon T A GG s S & E N % om0 & e w8 5,800, )

32 Total partnership and S corporation income or (loss). Combine lines 30 and 31 @ s ¥ W 32 49,750,

IE’I" Income or Loss From Estates and Trusts

32 (a) Name ) Employer
A
B

Passive Income and Loss Income and Loss
(€) Passive deduction or loss allowed (d) Passive ncome |-:| Deduction or 1055 N Other income from
Form BSB2 if required) Schedule K-1 K-1 Schedule K-1

Al
B

34a Totals |
b Totals |

35  Add columns (d) and (f) of line 34a

368 Add columns (c)and (e) of ine34b . . . 36 )
37 Total estate and trust income or (loss). COR‘\Dll’le Iinﬁ 35 and 36 P ST T T S S 14
EEXA  income or Loss From Real Estate Mortgage Inves [ its (| EMICs) i Holder
i () Name i S Emencyer ms%:.;:.. e m.l\'ﬁ:-m{"‘e o | s e
39 Combine columns (d) and (e) only. Enter the result here and include in the total on line 41 below .| 39
lEﬂ Summary
40  Net farm rental income or (loss) from Form 4835._ Also, complete line 42 below . . a0
41 Total income or (loss). Combine lines 26, 32, 37, 39, and 40. Enter the resuilt here am'l on Scheduie
1 (Form 1040), line 5 . . a1 53,350,
42  Reconciliation of farming and ﬂsl:ing |ncomn ‘Enter your gross
farming and fishing income reported on Form 4835, line 7; Schedule K-1
{Form 10865), box 14, code B; Schedule K-1 (Form 1120-S), box 17, code
AD:; and Schedule K-1 (Form 1041), box 14, code F. See instructions - 42
43

nmdmum for real estate professionals. If you were a real estate
enter the net income or (loss) you
reported anvwhere on Form 1040, Form 1040-SR, or Form 1040-NR
from all rental real estate activities in which you lnalerlally pamclpalsd
under the passive activity loss rules - 43

REV 0172823 TTW Sehedule E (Form 1040) 2022
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Schedule K-1
Form 1065

Case study, page 39

MGIC

Schedule K-1
(Form 1065) 2022

b51LL2)
Amended K-1 OMB No. 15450123
Partner's Share of Current Year income,
Deductions, Credits, and Other Items

Department of the Treasury -
Intemal Rewenue Serce
For calandar year 2022, o tax year

Ordinary b 14 [ Sel-employment eamings (loss
-3,800

begnning [ ] enang [ ] | =
Partner’s Share of Income, Deductions, ~
Credits, etc. See separate instructions.

Other nat rental income (loss) 15 | Creans

lm' information About the Partnership 4

A Pannership's employer identfication number

Guarantesd payment %or serdces

00-0000000 16 | Schedule K-3 is attached if
B Pannershios name. address, city, state. and ZIP code checked . . . .. ....
TANGLEWOOD REALTY ac 17 | Aternative munimum tax (AMT) floms.
42 WILLOW BLVD 2,
JACKSON, TN 38305 & | interest incoma
€ IRS center whare parinership fied rewm:
o Cheei i his 1s a publecly waded patnership (PTP) #a | Ordinary dvcends
Information About the Partner
E  Parners sshor b | Qualiied dridends. 18 | Tax-exempt income and
000-00-0000 soyaducthbis spacs
F Name, address. oty. sisie. and 21 code for pariner eniseed i £ See msinuctons. 8¢ | Dividend equivalents c 500
JOHN BORROWER
3412 W, SILVERWOOD DR 7 | Royames STMT
JACKSON, TN 38305
8 | Net snort-term captal gan (ioss)
Distriutions

6 [X] Generni partner or LLC

Limited partner or other LLC | 98
member-manager member

Net long-term capital gain (loss) 1,100

H1 Domestic pariner [ Fereign partner 9b | Coliectibies (28%) gan (I0ss)
H2 It the partner y (DE). enter 20 | Other information
™ Name 9¢ | Unrecapiured section 1250 gan
1 What type of eraty is this pamner? INDTVTIDUAT
12 ifthis paner is a retiremant pisn (IRA/SEP/Keoghvete ), eheck hers, . L] | 19 | Met section 1231 gan (oas)
3 Pariner's share of profit, loss. and capital (see instructions}:
Beginning 11 | Other income (loss)
g 12 | Section 179 deduction 21 | Foreign taxes paid of acorued
L3
Ending 13 | Other deductions
3
3
3
Check s biox e K s Labiey ameunts frem lowes-tes pasrerstigs | |
L Partner's Capital Account Analysis 22 More than one activty for alnsk purposes”
Beginning capital account . . . . . s 41, 300 MGre than one activity 0f DASSNG BCOVEY PUIPOSES™
Capital contributed during the year . . § 2,400 [“See attached statement for additional information
Cument year nat Income (088) . . . . S =5,100
Other crease (decroase) (atach expianaton) S e
ana — ) |8
Ending capitsl sccount . . . . . . . S 38,600 |o
S et e ey S R T 2
Yes Mo If"Yes~ atiach statement. See instructions 14
N Partner's Share of Net Unrecognized Section 704(c) Gain or (Loss) K
Bagdbir: soamananive S0 s s

2P1200 1.000

Ending
For Paperwork Reduction Act Notice, see the Instructions for Form 1065 werw 115 goWF OrmA065
JsA

Schedule K-1 (Form 1065) 2022
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Schedule K-1
Form 1065

Case study, page 39

MGIC

Schedule K-1
(Fcor?n '1-’0%53 2@22

Final K-1

[] Amended k-1

L5112
OMB No. 1545-0123

Deparment of the Treasury

Partner’'s Share of Current Year Income,
Deductions, Credits, and Other items

T

Dot ko ey Besiooim T o ¥ bmess Income (lo=2] | 14 | SeM-employment samings (oss)
For calendar year 2022, of Lax yoar -5,8 A -3,800
sagmaing | | i ] T | Rt rantal feul astate mcome (los)
Partner's Share of Income, Deductions,
3 | Other net rental income (loas) 15 | Greans
Credits, etc. See separate instructions.
lm] Information About the Partnership 4a | Guarantesd payments for servicss
A Pannership’s empioyer identificaton number 2,000
00-0000000 4b | Guaranteed payments for capital 16 | Schedule K-3 is attached
B Parnership's name, address, city, state, and ZIP code checked « « « o« o o o o« o
TANGLEWOOD REALTY 4c | Total guarantesd payments 17 | Aternatve minmum tax (AMT) fema.
42 WILLOW BLVD 2,000
JACKSON, TN 38305 § | interest income
€ IRS center where partinenship fied mium:
D Check f thisis a traded (PTP) 6a | Ordinary divdends
Information About the Partner
E Partner’s SSN or TIN (Do not use TIN of 2 deregarded entity. See natructons. ) 68D | Qualified dhdends 18 | Tax-exempt income and
000-00-0000 sondeduciin spanee
T Nomw, addroes. oy, ke, ard ZIP code for parine srbomed i E. Soo instructions. Sc | Dvidend equivalents c 500
JOHN BORROWER
3412 W. SILVERWOOD DR 7 | Roysmes STMT|
JACKSON, TN 38305
& | Net short-term capital gain (ioss)
19 | Distrbutions
@ [X] Generlpanneroriic ] Limited partner cromeriic | #a | Netlong-term capaal gain loss) | A 1,100
member-manager member
1 Domastic: partner [ resaion oot 8b | Coliecttiies (28%) gain (ioes)
Wz 1f the pastner is a disregarded entity (DE). enter the pariner’ 20 | Other mformation
™™ Name 9c | Unrecaptured section 1250 gan
" What type of entiy is this parner? INDIVIDUAL
12 I this partner is a retirement pian (IRA/SEP/Keogivetc ). check here, 18| Natwaction 1231 gelo foes)
4 Partner's share of profit, loss. and capial (see instructions).
Baginning Ending 11 | Other income (ioss)
20 «| 20 %
20 «| 20 %
o of parnership mterest . . L] | 12 | Section 179 deducton 21 | Foreign taes pasd or accruea
K
Beginning Ending 13 | Othar deductons
RPT s
Quaiied nenracourse.
financing, . . . . . s k3
Recowrse. . . . . . k]
Chack this box  tem K ncudes liabdy amounts from fower-ter 1
L Partner's Capital Account Analysis 22 More than one actiity for at-nsk puUIPOSes”
Baginning capital account .. 41,300 | 23 More than one activity for passive purposes™
Capital contributed during the year . . $ 2,400 *See attached statement for additional information.
Current year net ncome floss) . . . . § -5,100
Other meresse (dccrosse) (atiach ciplanstin) S
S— )
Ending capital account . . . . . . - s 38,600

For IRS Use Only

2P1200 1.000

Yes. If “Yes ~ attach statement. See instructions.
N Partners Share of Net Unrecognized Section 704(c) Gain or (Loss)
Begnnng. . . ... ... .
Blng s s A o A s
For Paperwork Reduction Act Notice, see the Instructions for Form 1065, woww.irs_goviForm 1068 Schedule K-1 (Form 1066) 2022
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Effect on cash flow analysis

Partnership Cash Flow

Evaluate business income as required by your investor.

X ] PARTNERSHIP Name: Tanglewood Realty

SCHEDULE K-1

22 Ordinary Income (Loss): LINE 1 If > Distributions see additional requirements.
23 Net Rental Income (Loss): LINES 2 & 3 If > Distributions see additional requirements.

24  Guaranteed Payments: LINE 4¢

SUBTOTAL

(12,000.00)

2,000.00

(10,000.00)

/12 = ($317) /12 = ($833)
/24 = ($575)

3/31/2023
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Financial Statements
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Documentation
matrix

MGIC

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

Schedule C: Profit or Loss from Business

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

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

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

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

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

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

Year-to-Date Profit & Loss

Statement/Interim Balance Sheet: as
applicable

Partnership Agreement: may be required

Corporate Resolution: may be required

Sole

Proprietorship L

Partnership
(General,
mited or LLC)

>

S Corporation Corporation
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Commonly used financial statements

m Income statement
» Specific period of time
- Annual
« Quarterly
- YTD

m Balance sheet
» Specific date
-« March 31, 2023

64
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Who prepares the financial statements?

m Accountant
m Tax professional
m Borrower

65
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Audited or not ... what’s the big deal?

m Unaudited statements
» Majority of time
» Self prepared or third-party prepared
» Used for supporting documentation

m Audited statements
» Rarely received

» Requires third-party verification of information by
examining records - costly and time-consuming

» May be used for qualifying

A4S

66
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When are financial statements typically needed?

m Loan application is dated > 120 days after the end of
the business’s tax year

m Tax returns are on extension

m Significant income/loss difference between 2 years of
tax returns

67
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Purpose of cash flow analysis

Verify qualifying income that is:
» Stable

» Likely to continue

68
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mgic.com/seb

MGIC

MGIC Rates  Undwwriting  Ordering/Servicig  Training  Tools  Blog  About MGIC m

Self-employed borrower and
income analysis worksheets

Editable, suto-calculating cash flow analysis worksheets for the 2022
tax year.

MOIC > underwriting >

Updated self-employed
borrower and income analysis
worksheets

2022 tax year Outfitted for speed and accuracy, our editaile

i MGICs

analyzing:
+ Gash flow and YTD profit and loss (PEL)
+ Comparative incame
+ Liguidity ratios.
+ Baselvarioble income

+ Rental income.

Get the worksheets »

“I've been using MGIC worksheets for years and think
they're fantastic! I haven't found any other
worksheets that are as functional or as easy to use as

MGIC's.”

to the worksheets

4

Complete SAM Cash
Anatyais and Liquidiy

Incame worksheets from this page.

First Name:

Enmily
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MGIC
worksheets

MGIC

MOIC s s s, s 5 6 i

SEB and income analysis ‘
worksheets and resources [ )

Updated for tax year 2022

MGIC > underwriting > ssb >

Cash flow analysis worksheets for tax year 2022

Choose 3 1 i I cash flow, income from
oyment sources, and * 1 additon to our downloadable worksheets, you can fink to ine
by-fine help explanations for persanal and business tax SAM cash Schedule
Analyaia Method (SAM). i document
(settampioyea bomowes workaneets ) come and rental wotksheets )
A\ e " - >

PLEASE NOTE: Worksheets must be downloaded and saved before editing.

Self-employed borrower worksheets

Our editable
PLEASE NOTE: Self-empioyed b

andvTD . PBL), comparative income and liquidity,
d saved to your computer before editing them.

SAM Cash Flow Analysis Comparative Income Liquidity
and P&L Analysis -

Download and save the warksheet » Dovnload and save the worksheet » Download and save the worksheet »

Download and save for Mac (Exzel Dovnload and save for Mac (Excel Download and save for Mac (Excel
required) > required) » required) »

Income and rental worksheets

Caleulate income (base, avertime, bonus, commissian. etc.) and review the cash flow of rental and investment properties quickly with our aute-calculating
worksheats. PLEASE NOTE: Income Analysis must and saved to iputer before editing them

71

Income Analysis Rental Income
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Infographic:
Characteristics
of 5 common
self-employed
businesses

MGIC

CHARACTERISTICS OF 5 COMMON
SELF-EMPLOYED BUSINESSES MG C

Sole « An unincorporated business with one owner
Proprietorship + Unlimited liability
« Al profits flow directly to awner
« Taxed at an individual rate
« Individual: Files IRS Schedule C
« Business: No returns are filed
Par hi « A busi between two or more people/partners
« Profit/loss is passed to individual partners
« Each partner pays tax on their share of income
» Partner: Receives Schedule K-1and may receive
guaranteed payments
SN o e n + Business: Files IR Form 1065
self-employed borrower
is a person who owns
25% or more in an active S Corporation A legal entity that has a limited number of stockholders
business.” Review, « Profit/loss is passed to individual stockholders
analysis and calculation « Each stockholder pays tax on their share of income
of a self-employed + Stockholder: Receives Schedule K-1 and may receive W-2 income
borrower’s income can be « Business: Files RS Form 1120-5
tricky, but understanding
business structures isan
s LR S Corporation « A legal entity that exists separate from owners who
are shareholders
« Profits are distributed to shareholders via dividends
;EE « The corporation pays taxes
+ Shareholder: Can receive 1093-DIV and/or W-2 income
« Business: Files IRS Form 1120
LLC « A limited liability company
is a hybrid business
« No associated tax forms ,
= Can file using any of the RegiSter now .at

structure-based IRS forms

nasiezz

mgic.com/tr.
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3/31/2023

Training -
SEB webinars

mgic.com/training/seb

MGIC

Skill-based 60 minutes Skill-based 60 minutes Skill-based 60 minutes

Self-Employed Borrowers - Self-Employed Borrowers — Self-Employed Borrowers -
Focus on Getting Started and Focus on Partnerships and S Focus on Corporations and
the Sole Proprietor Corporations Financial Statements

Recorded Session Recorded Session Recorded Session

Available any time. Available any time Available any time

View training details » View training details » View training details »
*Evaluating Self-Employed Self-Employed Borrowers — Can I Use Rental Income
Income During Tough Focus on Rental Income From a Business-Owned
Economic Times* Property?
Recorded Session
= Available any time Recorded Session
Recorded Session

Available any time

Available any time
.

View training details » View training details » View training details »
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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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MGIC

Thank you for
choosing MGIC

mgic.com ’ ‘
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