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	TOPIC: What to look for on K-1s
	TOPIC2: 
	Text1: 1. All of the agencies (Fannie, Freddie, FHA & VA) use the K-1 to see percentage of ownership, and what share of income or loss is from the business.
2. This typically flows to the 1040 personal returns on Schedule E Part II.  Use Schedule E to get started if you don’t have a K-1, but the K-1 rules on what we use to qualify.
3. What do we typically add or subtract?  Ordinary income, net rental, & guaranteed payments.
4. Fannie & Freddie want to see distributions of that ordinary income.  The 1065 K-1 on line 19D; The 1120S will show line 16D (D for distribution) – if there’s no distribution, get several months of business bank statements to see cash flow, a Tax Preparer letter telling us there’s enough money to distribute the K-1 earnings AND any money we need to close the deal.  This is to make sure we’ll still have money to run the business and pay your borrower.
5. FHA & VA do not require proof of distribution.  If the income or loss is there, we just use it – 
6. Watch the top of the page for the “Final K-1”.  That can spell trouble!  Means the business is probably out of business 

	Text2: See attached figures.
	Text3: Did you know what basics to look for on K-1s?  K-1 from Form 1065 is from Partnership Tax Return.  K-1 from Form 1120S is from a S-Corp Tax Return - 
	Date: 05/2021


