IRS Form 1040 heading

Description

Wages, Salaries and Tips

An amount shown under this heading may indicate that the individual:

* Isa salaried employee of a corporation, or

* Has othersources ofincome.

This sectionmay also indicate that the spouse is employed, m which case the spouse’s
income must be subtracted from the consumer’s adjusted grossincome.

Business Income andLoss
{from Schedule C)

Sole propnetorship income calculatedon Schedule C is businessincome.
Depreciation or depletionmay be added backto the adjusted grossincome.

Rents, Royalties,

Any income received fromrental properties orroyaltiesmay be used asincome, after

Social Security Benefits

Partnerships (from addingback any depreciation shown on Schedule E.
Schedule E)
Capital Gain andLosses Capital gains orlosses generally occur only one time, and should not be consideredwhen
{from Schedule D) determining effective income.
However, if the mdividual has a constant tumover of assetsresultingin gains or losses,
the capital gain orloss must be considered when detenmining the income. Three years’
tax retums are required to evaluate aneamingtrend. Ifthe trend:
* Resultsin a gain, it may be addedaseffective income, or
* Consistently shows a loss, it must be deducted fromthe totalincome.
Creditormust document anticipated cortinuation of income through verified assets.
Example: A creditor can considerthe capital gains for anindividual who purchases old
houses, remodels them and sells them for profit.
Interest and Dividend This taxable tax-exempt ncome may be addedback to the adjusted grossincome only if
Income (fromSchedule B) | it:
* Hasbeenreceived forthe past two years; and
» Isexpectedto continue.
Ifthe interest-bearning asset will be liquidated as a source of the cashinvestment, the
creditormust appropriately adjust the amount
Farm Income or Loss (from | Any depreciation shown on Schedule Fmay be added backto the adjusted grossincome.
Schedule F)
 TRA Distributions, The non-taxable portionof these items may be addedbadk to the adjusted gross mcome,
Pensions, Annuities. and | if theincome is expectedto continue forthe first three vears ofthemontgage.

Adjustmentsto Income

Adjustments to ncome may be added backto the adjusted grossncome ifthey are:
* IRA and Keoghretirement deductions;

* Penalties on early withdrawal of savings;

» Health insurance deductions; and

+ Alimony paymerts.

Employee Business
Expenses

Employee business expenses are actual cashexpenses thatmust be deducted fromthe
adjusted grossincome.




