The age-old self employed mortgage loan issue. You took the plunge and started your own
business away from your family and you're having success. Awesome, right!? Now you are
no longer relying on a W2, so there are some hugely important things you MUST know when
it’s time to apply for a mortgage.

It was undoubtedly a serious challenge to drive your business from inception to true
profitability. You had to find your location—or build your virtual store—find vendors, get
permits and licenses, hire your first employees, consult with lawyers and accountants, and
then find and retain customers. Now that you are successful and you're finally feeling better
about surviving, why is it so difficult to get a home loan?

Banks Don’t Like You

Many entrepreneurs report that the initial visit to the mortgage lender’s office isn’t
pleasant. Bank officers often cast a wary eye toward small business owners because:


https://themortgagereports.com/18303/mortgage-self-employed-1099-business-get-approved

» Stated income can be difficult to prove.
 Accounting records may be incomplete.

» Bankers think small business owners can be riskier borrowers.
» There is a perception that owner/operators conceal income and avoid taxes.
» Business owners commonly sign personally for business debt.

But does that mean you’ll never own a home?

Let’s take a look at this scenario: let’s say you're a small business owner in Denver,
Colorado. You might think that you're stuck renting that one-bedroom Denver apartment
forever, since you're unable to prove income to the bank. So, what are the issues?

Income Issues with Self Employed Mortgage Loan

If you work for someone else, your paycheck goes toward your rent or house payment, car
payments, various insurance obligations, repairs, maintenance, etc. If you own a business,
however, your business may provide you with a car, a computer, health insurance, life
insurance, meals, travel and more.



https://www.fundera.com/blog/mortgages-for-entrepreneurs
https://www.abodo.com/denver-co
https://www.bankrate.com/finance/jobs-careers/starting-a-business-how-to-put-together-business-plan-and-startup-costs.aspx

Profit and Loss Jan Feb Mar E Year! Year2 Year3
Qaleg $26,300 429410 430950 34! 190 $465530 4510000 4551500
Direct Coste $4860 416,775 47725 $24285 $267640 4$292800 4315800
CGross Margin 41440 412635 4132925 }5 46005 4197800 4217200 4235700
Gross Margin % 43% 43% 43% ({: 41% 43% 43% 43%
Operating Expenges Jan Feb Mar Dee Yearl Year2 Year3
Payrol 36,266 46966 47666 $6967 494,00 3102560 4104829
Rent $2000 4£2000 42,000 $2000 424000 424000 +$24,000
Marketing 4,000 4,000 4500 42000 422500 426000 4£28000
Leaged Equipment 4150 4150 $150 $50 4,800 41800 4,800
Utilitie $25 $125 $125 4125 $,500 4,500 4,500
Ingurance 475 $75 $75 475 4900 $0 £0
Benefite $567 4742 $1.017 $,742 423525 425640 426,207
Other £0 $0 $0 $0 $0 $0 $0
Total Operating Expenses #1183 12058 43433 $13050 4168325 418,500 4186,336
EBIT 4768 -$448 -41233 $2821 47265 $363,000 4372673
EBITDA 4258 4578 4208 43846 420565 435700 449364
Depreciation $,025 $025 4025 $,025 42300 42300 412,300
Interest $182 $8l $180 $168 $2.106 31610 $,090
Taxes £0 0 $0 $265 $,002 $2|79 43567
Net Profit -$050 -$620 -¢l413 $2388 43257 $06ll 432,376
Profit/Qales na na na 6% 3% 4% 6%
leanplancom

—_ —

If you make $75,000 per year, for example, you can take your pay stubs to the bank and that
will prove your gross income. If your business can produce $75,000 in gross profits, savvy
business owners have their business make car and insurance payments directly, and by the
time all owner benefits have been deducted, the business may show a much smaller profit,
and the owner may legitimately report a smaller income amount.

Explaining to the banker that your $20,000 income is really $75,000 because of all the
benefits your business provides you is not always met with quick acceptance.

Cold Hard Cash — Good For Self Employed Mortgage



Loans?

Let’s face it, although some businesses are becoming cashless, there are usually
opportunities for business owners to pocket cash without reporting it as income (make sure
you know the rules). Unlikely that the bank will consider any unreported income as valid for
the purposes of obtaining a loan.

Lots of Business Debt

While many think that entrepreneurs can obtain business loans without having to sign
personally, this is usually not the case, and small business owners many times will have
signed for substantial company loans. Banks typically treat these as personal obligations
and can count them negatively when figuring debt to income ratios.


https://money.usnews.com/money/personal-finance/articles/2015/01/29/tax-rules-to-know-if-you-give-or-receive-cash

What Can You Do?

As you know, we agree that traditional mortgage financing is preferable, but when
circumstances cause that route to be difficult, consider giving is a call at C4D. We are MN
contract for deed experts and we understand that owning a small business should not be an
obstacle to home ownership. We look beyond raw numbers to truly understand your
financial situation, and we can work with a variety of circumstances. As our satisfied clients
tell us, “Wow, you were able to help us when the bank said no!”


https://www.c4dcrew.com/

