    Chapter One - Overview

The State of California Department of Housing and Community Development (HCD) requires that HOME Investment Partnerships (HOME) Program State Recipients and Community Development Block Grant (CDBG) Program Grantees, all hereinafter referred to as Grantees, use the Part 5 definition of annual (also referred to as gross) income to measure the eligibility of applicants to HOME Program and CDBG Program housing activities. The term “Part 5 annual income” is used to refer to annual income as defined at 24 CFR 5.609. This was formerly called the “Section 8” definition of income.

Federal regulations for both CDBG and HOME allow states to choose between three different income calculation methods. The regulations allow for the use of different methods based on different activities. However, HCD’s requirement of only using the Part 5 method for determining income eligibility is intended to reduce confusion and the resulting income calculation errors found in monitoring visits. The consistent use of the Part 5 annual income definition will allow HCD to focus training efforts and to provide standardized forms for calculating initial eligibility. It is also intended to ease administration for Grantees when projects are funded by multiple sources that utilize the Part 5 definition, including projects that could have both HOME and CDBG funding and projects within the Federal Low Income Housing Tax Credit Program.
In several specific circumstances, Grantees are required to adjust the income of households participating in the HOME Program. Chapter Five details these circumstances and the process of adjusting household income using the rules at 24 CFR 5.611.  This required use of the Part 5 definition to calculate adjusted income further demonstrates the ease of program administration offered by HCD’s 
recommendation to use Part 5 in calculating 
initial income eligibility.

Throughout this Guide, the term “annual income” will be used to refer to annual income as calculated using Part 5 as defined at 24 CFR 5.609. Further, “adjusted income” will be used to refer to adjusted income calculated according to the rules at 24 CFR 5.611.

Income-Related Program Requirements

Household (under CDBG the terms family and individual are interchangeable with the term household) income must be calculated for a number of different uses under the federal programs, including:
· Eligibility. To receive federal program assistance, households must have incomes at or below 80% of the area median household income (AMI), adjusted for household size, and determined annually by HUD. This is commonly referred to as the Section 8 Low-Income Limit. To determine whether a household is eligible, a Grantee must determine annual income in accordance with the Part 5 definition and compare that income to the Section 8 low-income limit. The at or below 80% refers only to the maximum, under HOME.  For example, some activities and rental units may require lower income limits; however, the process for determining the annual income, present in this Guide, would be unchanged. Additionally, under the Neighborhood Stabilization Program (NSP), HUD allowed incomes to go up to 120% AMI, but the process for determining each individual household income is the same: Part 5. 
· Targeting of Funds. Income determinations are also necessary to comply with program targeting requirements. Eligibility for certain housing activities may require households of 50% or 60% of AMI to meet program requirements.  For example, under the Tenant Based Rental Assistance (TBRA) activity 90% of those households assisted must be at or below 60% AMI. 
· Recertification of Eligibility. The income eligibility of residents of an assisted rental project or rental subsidy program must be re-established annually.  Recertification will be discussed in detail in Chapter 4.
· Calculation of Rent. For certain housing projects, annual income is used to determine eligibility and additional calculations may be used to determine the amount of rent an eligible household can afford.
· Displacement Activities. Income calculations are also used to determine assistance to families who may be displaced as a result of federally-funded activities. 
· Subsidy Amounts. For HOME-funded TBRA programs, annual income is used to determine eligibility and adjusted income is used to determine the amount of subsidy an eligible household can receive. 

Exhibit 1.1 on page 4 summarizes the uses of the income definitions under the federal programs.
Using this Guide

This Guide has been organized to help the reader absorb income rules one at a time. It has also been divided by unique rules related to a particular part of federal assistance in housing and community development. Within some chapters, examples and exercises provide the opportunity to think about the practical applications of the rules.

This Guide also is unique in joining both the CDBG and HOME Programs requirement for income eligibility under one Guide. Since many of our HOME Recipients are also our CDBG Grantees this Guide will allow for a consistent process within the same jurisdiction. CDBG requires, however, some nuances to the Income Determination process and we have include a Matrix (see the Appendices) and a chapter on self-certification of income for some CDBG activities. 

· Chapter Two – General Requirements. This chapter reviews the general requirements that relate to determining and calculating income in accordance to the Part 5 definition of annual income used by the Grantee. This chapter also discusses and illustrates the determination of household size which is a critical factor in determining program eligibility.
· Chapter Three – Calculating Annual (Gross) Income. This chapter provides detailed information on how to calculate income using the Part 5 method.
· Chapter Four – Recertification of Income Eligibility. This chapter discusses the process for the recertification of income in rental programs (TBRA and HOME/CDBG rental assistance multi-family rental projects, for example). This chapter will detail when the recertification process should start, what level of certification of income is required and how often such recertification is required. 
· Chapter Five – Calculating Adjusted Income. This chapter discusses the calculation of adjusted income as required for certain rental, recertification and displacement activities in federally-funded housing programs.
· Chapter Six – Calculating Rent and Assistance Amounts.  This chapter describes how to calculate assistance to displaced families and calculate rents for certain federally-funded rental projects. This chapter will be used most often by Grantees that are operating a TBRA program and are determining the rental subsidy a household may need to make their housing affordable. 
· Chapter Seven -Self-Certification in the CDBG Program. While the CDBG Program is required when providing direct assistance to use the Part 5 income determination method, with some CDBG eligible activities, using the Part 5 method is not practical. For example, under public service it is impractical to require the extensive Part 5 income determination to each individual receiving job skills, or food assistance. This chapter details the use of self-certification, when it will be allowed and the process needed for the grantee to do its due diligence. 
· Chapter Eight – “Red Flag” Questions & Answers. This chapter has taken questions received from Grantees and the answers that HCD has given and put them into a question and answer format. This chapter will expand as more questions are received and answers given. 
A number of appendices follow, including sample TBRA forms, income calculation forms, sample applications and number verification forms. 
Additional Resources

In addition to this guide, there are several other HUD resources Grantees can use as reference material:

· HOME Program Regulations. The HOME Program regulations can be found at 24 CFR Part 92.
· CDBG (and NSP) Program RegulationsThe CDBG program regulations can be found at 24 CFR 570.
· General HUD Program Requirements found at 24 CFR Part 5. The requirements pertaining to annual and adjusted income for HUD programs are found in this regulation and can be found in its entirety within the appendices of this Guide.  
· HUD Handbook 4350.3. This handbook, entitled “Occupancy Requirements of Subsidized Multifamily Housing Programs,” applies to many of HUD’s multifamily housing programs, including Section 8 and Section 236. The HOME, CDBG and NSP Programs do not require the use of this handbook, but many Grantees will find the information in it, particularly Chapters Five and Seven, helpful in understanding and clarifying the Part 5 income rules and requirements. The handbook is updated whenever changes are made to the regulations. 
	Exhibit 1.1 – Summary of Uses of Income Definitions in HCD Housing Activities

	Federal Program Activities
	Uses of Income Definitions

	Homeowner Rehabilitation
	Use Part 5 as defined at 24 CFR 5.609 definition of annual (gross) income.

	Micro-Enterprise Assistance
	Use Part 5 as defined at 24 CFR 5.609 definition of annual (gross) income.

	Homebuyer Activities
	Use Part 5 as defined at 24 CFR 5.609 definition of annual (gross) income.

	Rental Activities
	Use Part 5 as defined at 24 CFR 5.609 definition of annual (gross) income for initial determination and at recertification. Grantees also have the option of using annual (gross) income to calculate rent for tenants in CDBG projects.

	
	Use Part 5 adjusted income as defined at 24 CFR 5.611 to determine rent for HOME project tenants whose income increases above 80% of median income.  See Chapter 5.

	
	Can use annual (gross) income to determine initial eligibility then and adjusted income to determine HOME project rents for tenants below 50% of median and occupying at least 20% of the units in a project with five or more HOME-assisted units. Grantees have the option of using adjusted income to calculate rent for tenants in CDBG projects. Grantees may also elect to use standard High and Low HOME rents in HOME, CDBG rental projects.

	Relocation and Displacement Activities
	    Uses of Income Definitions

	Uniform Relocation Act
	Use Part 5 annual (gross) and then adjusted income to determine if a low-income household is economically displaced and to compute Replacement Housing Payments.

	Section 104(d) – Displacement, Relocation Assistance, and Real Property Acquisition for HUD and HUD-Assisted Programs
	Use Part 5 annual (gross) income to determine Replacement Housing Payments.
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