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WATCH THE VIDEOS

Understanding K1 Income →

1.	 Introduction to IRS Schedule K1s →

2.	 Finding out if your borrower has K1s →

3.	 Why are K1s required? →

4.	 Partnership 1065 K1 →

5.	 S Corporation 1120 K1 →

CHECK YOUR ANSWERS

Answer Key →
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Introduction
IRS Schedule K1:

Objectives:

•	Finding out if your borrower has K1s (K1 for 
Partnerships and/ or S Corporation K1)

•	Identifying K1s on the Schedule E, Supplemental 
Income and Loss (Form 1040) document

•	Understanding the Partnership K1 (1065) and the 
S Corporation K1 (1120 S)

•	Comparing Schedule E to the appropriate K1 
documents

WATCH THE VIDEO

Introduction to IRS Schedule K1s →

ADDITIONAL RESOURCE

Download the Self-Employed  
Cash Flow Analysis Calculator →

https://www.radian.com/training/foundations-on-demand/understanding-k1-income?lesson=1
https://www.radian.com/mortgage-resources
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Finding Your 
Borrower’s K1s
Schedule E (Form 1040) - Part II (Page 2) Lists all 
Partnerships and S Corporations. Check K1s for 
businesses listed on Schedule E, Part II before 
calculating borrower’s qualifying income.

•	Line 28 A - Lists businesses

•	Line 28 B - Indicates Partnership or S Corp

•	Schedule E does not list borrower’s business 
ownership percentage. Compare info to K1- the 
source document for income/ loss reported on 
Schedule E.

•	Only review Schedule E to confirm K1s present.

•	Check the flow of numbers:

•	Compare Column I loss to K1 Line 1

•	Compare Column K income to K1 Line 1
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WATCH THE VIDEO

Finding out if your borrower has K1s →

https://www.radian.com/training/foundations-on-demand/understanding-k1-income?lesson=2
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Why Are K1s 
Required?
QUESTION

Why do we need K1s from the borrower?:

QUESTION

What two guidelines must the business income 
meet in order to use it to qualify a borrower?

Guideline 1:

Guideline 2:

Where can you find these guidelines listed?:

QUESTION

What must you validate in order to use “Ordinary 
Income” from K1 Line 1?:
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WATCH THE VIDEO

Why Are K1s Required? →

https://www.radian.com/training/foundations-on-demand/understanding-k1-income?lesson=3
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Confirm neither Final nor 
Amended checked.

Lines 2 & 3: Add if  
income. Subtract if loss.

Compare to K1, Line 1.

Code A

Left side of K1 identifies 
your applicant and name 
of partnership.

Lines G through M give 
applicant partnership 
involvement info.

Partnership 1065 K1
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Partnership 1065
QUESTION

What are some reasons why “Final” might be 
checked at the top of the K1?

Can you use K1 income if “Final” is checked?

QUESTION

If “Amended” is checked, what is needed to in order 
to use this income?

QUESTION

Where can you find the percentage of ownership 
your applicant has in the partnership?

QUESTION

What is needed if an individual owns 25% or more 
in a partnership?

QUESTION

What is needed if less than 25% of business is 
owned?

7

WATCH THE VIDEO

Partnership 1065 K1 →

https://www.radian.com/training/foundations-on-demand/understanding-k1-income?lesson=4
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S Corporation K1 | Table of Contents →

Confirm neither Final 
nor amended boxes are 
ticked.

Left side of K1 identifies 
the S Corp and explains 
involvement.

Line G: Applicant’s 
percentage of ownership 
- if more than 25% get S 
Corp return.

Note: Less info on S Corp 
1120 S document than 
1065

Line 1: Compare amount 
K1, Line 16

Lines 2 & 3: Net rental 
income(s). Add if income. 
Subtract if loss.

Compare amount to 
income on K1, Line 1.

Code D

S Corporation K1
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Form 8825
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S Corporation K1
QUESTION

What should you do if “Final” is checked at the top 
of the K1?

QUESTION

What should you do if “Amended” is checked?

QUESTION

What should you do if the S Corp K-1 contains 
Distributions on Line 16 Items affecting shareholder 
basis, with Code D?

What do you need to see to in order to use the 
information from Line 16?

QUESTION

What do Distributions affect?

QUESTION

Will you use the other line on the K1 as sources of 
income or loss when calculating business income 
on the 1084 Cash Flow Analysis worksheet?
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WATCH THE VIDEO

S Corporation 1120 K1 →

https://www.radian.com/training/foundations-on-demand/understanding-k1-income?lesson=5
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