Chapter Two – General Requirements
Certain rules and requirements apply when determining the income eligibility of applicants to a Grantee’s HOME and CDBG Program activities. These overarching requirements include how to:  a) determine whose income to count;  b) anticipate and verify income; and, c) compare income to HUD income limits. This chapter reviews these requirements. 
Determining Whose Income to Count
The HOME and CDBG Program regulations require that income of all household members be considered in the determination of income.  Knowing whose income to count is as important as knowing which income to count. Chapter Three reviews the Part 5 definition of annual income in detail and provides specific guidance pertaining to whose income in a household and what types of income must be included in that calculation. 
Anticipating Income
The HOME regulations at 24 CFR 92.203(d)(1) and CDBG regulations at 24 CFR 570.3 require that, for the purpose of determining eligibility for program assistance, a Grantee must project a household’s income in the future. To do so, a “snapshot” of the household’s current circumstances is used to project future income.  
In general, a Grantee should assume that today’s circumstances will continue for the next 12 months, unless there is verifiable evidence to the contrary. For example, if a head of household is currently working for $7.00 per hour, 40 hours per week, the Grantee should assume that this household member will continue to do so for the next year.   Thus, estimated earnings will be $7.00 per hour multiplied by 2,080 hours, or $14,560 per year. This method should be used even when it is not clear that the type of income currently 

received will continue in the coming year. For example, assume a household member has been receiving unemployment benefits of $300 per month for 26 weeks at the time of income certification. It is unlikely that the household member will continue on unemployment for another 52 weeks. However, because it is not known whether or when the household member will find employment or that the benefits might be extended, the Grantee should use the current circumstances to anticipate annual (gross) income. Income would therefore be calculated as follows: $300 per week x 52 weeks, or $15,600. Exhibit 2.1 provides another example for anticipating and calculating income.
The exception to this rule is when documentation is provided that current circumstances will change in the future.  For example, an employer might report that an employee currently makes $17.50 an hour, but a negotiated union contract will increase this amount to $18.25 an hour eight weeks from the date of certification. In such cases, income can be calculated based on the information provided. Exhibit 2.2 provides a detailed example in calculating income in these changing circumstances.

Some situations present more than the usual challenges in estimating anticipated income.  Examples of challenging circumstances include a household that has sporadic work, seasonal income or one who is self-employed.  Exhibit 2.3 provides four examples of approaches to more complex situations.

Verifying Income 
HCD requires that Grantees determine income eligibility of HOME applicants by examining source documents (such as wage statements or interest statements) at a minimum as evidence of annual income.  

Grantees may develop their own verification procedures provided that they collect third-party or source documentation and that this documentation is sufficient for HCD to monitor program compliance. (Sample verification forms are provided in Appendices H and I.) 

Grantees may only use two of the three verification procedures provided to public housing agencies (PHAs) for the Section 8 Program as a basis for developing their procedures. The two allowable forms of verification are third-party verification and review of documents.
 

Additionally, the Grantee is required to attempt the third-party verification method first and use the document review method only when the third-party method is not available or was attempted with no success. 

Third-Party Verification 
Under this form of verification, a third-party (e.g., employer, Social Security Administration or public assistance agency) is contacted to provide information to verify income. 
Third-party verifications provide independent verification of information and permit the Grantee to determine if any changes to current circumstances are anticipated. 

To conduct third-party verifications, a Grantee will need to obtain a written release from the household that authorizes the third-party to release required information.
Although written requests and responses are generally preferred, conversations with a third-party are acceptable if documented through a memorandum to the file that notes the contact person, information conveyed, date of call, and contact information of the person contacted. In addition, a Grantee may obtain third-party written verification by facsimile, email or Internet. When written requests and responses are not used, the Grantee must make adequate effort to ensure the sender is a valid third-party source.
Some third-party providers may, however, be unwilling or unable to provide the needed information in a timely manner. Some third-party providers (such as banks) may charge a fee to provide the information.  In such cases, the Grantee should attempt to find suitable documentation without the third-party verification – for example, bank statements or a savings passbook. If suitable documentation is not available, costs associated with third-party verifications are eligible administrative or project expenses under the CDBG or HOME Programs.  Under no circumstances, however, should low-income applicants be required to pay for verifications as a condition of receiving assistance.
Review of Documents 
Documents provided by the applicant (e.g., pay stubs, tax returns, etc.) may be most appropriate for certain types of income and can be used as an alternative to third-party verifications when attempts have be made to collect third-party verifications with no success. (Note, however, that if a copy of a tax return is needed, IRS Form 4506 “Request for Copy of Tax Form” must be completed and signed.)  As with third-party verifications, copies of documents must be retained in project files. 

Although easier to obtain than third-party verifications, a review of documents provided by the applicant often does not provide all necessary information. For instance, an employed applicant’s pay stubs may not provide sufficient information about the average number of hours worked, overtime, tips, and bonuses. In this case, the Grantee may also need to contact the employer to accurately project annual income.

Should the Grantee be unable to verify a household income or should the application for assistance, the returned verification forms or the source documentation show inconsistencies, the Grantee may not provide assistance to any household
, individual, or family. For example, if the third-party employment verification form is returned indicating the employee will not receive any overtime but the pay stubs indicates regular overtime, the inconsistency must be resolved before the Grantee can assist the applicant. 

Presumption of Income Eligibility

Although CDBG regulations at 24 CFR 208(a)(2)(A) identify categories of persons that may be presumed to be income eligible for CDBG activities, it is important to note that there is no presumption of income eligibility for any housing activity. 

Assessing Information
Grantees must assess all the facts underlying the income information collected. Most important, however, is to identify income red flags such as overtime, bonuses, irregular or sporadic income, income calculated to be within $500 of the income limit, etc., and carefully reexamine and/or recalculate the related information.  It may be necessary to request additional verifications to further analyze the red flag item or inconsistency before approving assistance.  

Below are some of the considerations Grantees must take into account:

· Pay Period. The Grantee should determine the basis on which employees are paid (hourly, weekly, bi-weekly or monthly, and with or without overtime). An employee who gets paid “twice a month” may actually be paid either twice a month (24 times a year) or every two weeks (26 times a year). An annual salary is counted as annual income regardless of the payment schedule. For example, if a teacher’s annual salary is $30,000, this is the annual income regardless of whether the teacher is paid over a 9- or 12-month period.
· Stable Pay. For applicants whose jobs provide steady employment (e.g., 40 hours a week, 52 weeks a year), it can be assumed that there will only be slight variations in the amount of earnings reflected in monthly or bi-weekly pay stubs. In such cases, three consecutive months worth of the most current income documentation is an appropriate amount, along with third-party documents, upon which to base a projection of income over the following 12-month period.
· Irregular Income. For those whose annual employment is less stable or does not conform to a 12-month schedule (e.g., seasonal laborers, construction workers, teachers, self-employed), Grantees should examine income documentation that covers the entire previous 12-month period. Such workers can experience substantial variations in earned income over the course of a year. As such, an examination of three months worth of income documentation may not provide an accurate basis upon which to project the applicant’s income over the following 12 months. Additionally, in these cases, third-party verification becomes very important to ensure that the applicants are truly income qualified. Exhibit 2.3 gives detailed examples of how to approach irregular income.
· Sources of Earned Income. In addition to hourly earnings, Grantees must account for all earned income. In addition to the base salary, this will include annual cost of living adjustments (COLAs), bonuses, raises and overtime pay. 

Exhibit 2.2 gives examples of how to calculate changing income. 

· Declaration of “No Income”. A declaration of no income requires third-party documentation and thorough analysis.  For income eligibility, an adult member of a household cannot report zero income without the Grantee verifying that “income” in the same way one would verify another household member’s $1,000 income. Efforts must be made to document that the adult household member who reports zero income truly has no income. Discussion and an example are included in Chapter Three.

Comparing Annual Income to Published Income Limits

Once household and income information has been established and verified, a 
Grantee must compare the information to the appropriate HCD income limits to determine if the household is eligible for participation in the federally-funded programs. To determine eligibility, Grantees must use a copy of the most recent HCD income limits, adjusted for family size and by geographic area (county or metropolitan area). Family sizes in excess of 8 persons are calculated by adding 8% of the 4 person income limit for each additional family member.  See Exhibit 2.6 for sample income limits and example of calculating large family eligibility.
The income limits are updated annually (usually in March or April) and are available through HCD offices for the applicable activity or on the Internet at both the HOME and CDBG website.  
Determining Household Size
The income limits are adjusted by household size; therefore, one of the first steps in determining eligibility is to determine and verify the size of the applicant household.  Should the Grantee have inconsistencies in documents as to the true household size, no assistance should be given without clearing the red flags issue(s). 
Some households may include live-in aides, the children of live-in aides, foster adults or foster children who are not considered household members for the purposes of determining household size and income eligibility. These persons should not be counted as household members when determining household size, and their income, if any, is not included when calculating annual income. 
A child who is subject to a shared-custody agreement in which the child resides with the household at least 50% of the time can be counted in the household, with some documentation of 50% or more custody.  Another example to consider is whether an adult student living away from home is counted as a household member.  How the student is claimed on a tax return could verify household membership status.
A non-related renter is not counted as a member of a household if it can be verified that rent is paid.  The rent is counted as household income.

	Exhibit 2.1 – Calculating Anticipated Annual Income

	A teacher’s assistant works nine months annually and receives $1,300 per month. During the summer recess, the teacher’s assistant works for the Parks and Recreation Department for $600 per month. It is recommended that the Grantee calculate the household’s income on anticipated changes through the year: 

$11,700 
($1,300 x 9 months)

 + 1,800
($ 600 x 3 months)

    $13,500

In order to use this method effectively, history of income from all sources in prior years should be available.


Comparing Household Income to the HUD Limits
To compare a household’s annual income figure to the HCD income limits, follow these steps:

1. Find the county in which the assisted housing is located on the HCD income limit chart.
2. Find the column that corresponds to the number of persons determined to be in the household (i.e., household size). 
3. Compare the verified income of the household with the income limit for that household size. 

Using the sample income limits chart in Exhibit 2.6, consider the following example:
Mr. and Mrs. Jackson have three children that permanently reside with them. It has been determined by the Grantee staff that the Jackson’s have an annual household income of $39,500. Based on the income limits for a 5 person household, the Jackson family must have an income at or below than $48,200 in order to qualify for assistance.  Since the Jackson’s income of $39,500 is less than the 80% of AMI limit of $48,200, they are eligible to receive assistance.
Document and “Connect the Dots”
All income and assets included in the application must have third-party verifications in the applicant file to support the figures calculated and income certified. When a third-party is unavailable (evidence in the file), source documents must be in the file. Include in the file written detail of any decisions that were made on how to approach income analysis and documentation. 
Any inconsistencies should be resolved and noted in the file. Assume at all times that the file will be monitored and must stand on its own without any additional explanation.  Assume the staff person who income qualified the household for assistance will not be there to defend their determinations. 
For example, if an application states an adult household member as one full-time job, but source documents (tax returns) indicate that the adult also has a “consulting” business, you must satisfactorily resolve that inconsistency with documentation. The Grantee in this situation cannot just ask the adult to explain and not get documentation for the file in addition to placing a note in the file explaining the circumstances. 
Timing of Income Certifications
All households that receive assistance must be income eligible at the time assistance is provided. This declaration of income eligibility is called the certification.  Verification of income is the process by which certification of income eligibility is established.  HCD requires that, from the income certification date, assistance (sample form are in the appendices) from the Grantee under CDBG, HOME or both, must be given within six months or the income verification process must begin again. The “date of assistance” may vary depending on the activity.  For example, in the homebuyer activity it is close of escrow; however, for housing rehabilitation, it would be at the time the promissory notes was executed. 
A preliminary determination of eligibility should, however, be made much earlier in the process. Application processing is labor intensive.  Early screening for income eligibility can eliminate excessive work in processing an ineligible applicant.  For example, when considering an application from a developer to rehabilitate an existing rental project, it is important for a Grantee to know whether the current tenants will continue to be eligible once federal housing funds are invested in the project. 
Establishing a deadline for formal eligibility determinations is a challenging part of the planning process.  The certification, the formal determination of income eligibility, 
must be made shortly before a household receives assistance.  Because eligibility determination involves verification of income, waiting too long can delay assistance.  Conducting income certifications too early in the process, however, might mean that certifications become outdated and must be redone.
If an applicant is determined to be ineligible once income eligibility is calculated, the applicant should be notified of the denial and their right to appeal the denial in writing.  Grantees, by adding language in their guidelines, even within their applications for assistance, could restrict multiple applications from the same household who may have been denied. HCD recommends that Grantees restrict the applicant from reapplying for six months.  This, however, is a local Grantee decision but has been done by some Grantees due to applications that were ineligible being resubmitted to show them as being eligible (for example, a adult household members who is verified as having income, is excluded in the second application thereby removing their income from the income calculations).
Income Certifications for Lease-Purchase or Contract-to-Purchase Housing
Grantees have some flexibility when certifying the income of homebuyers in lease-purchase or contract-to-purchase programs. Homebuyers are required to qualify as low-income:

· In the case of a contract to purchase existing housing at the time of purchase;
· In the case of a lease-purchase agreement for existing housing or for housing to be constructed at the time the agreement is signed; or,
· In the case of a contract to purchase housing to be constructed at the time the contract is signed.
	Exhibit 2.2 – Anticipated Increase in Hourly Rate

	February 1     Certification effective date

$7.50/hour     Current hourly rate

$8.00/hour     New rate to be effective March 15
(40 hours per week x 52 weeks = 2,080 hours per year)
February 1 through March 15 = 


6 weeks

6 weeks x 40 hours =                                           240 hours

2,080 hours minus 240 hours =                         1,840 hours
(check:  240 hours + 1,840 hours = 2,080 hours) 
Annual Income is calculated as follows:

   240 hours x $7.50 =  


$  1,800

1,840 hours x $8.00 =                              $14,720
Annual Income            


$16,520


	Exhibit 2.3 – Examples of Calculating Irregular Employment Income

	The first rule of thumb when calculating irregular income (or any household income, for that matter) is to include all income. If the household is eligible when all income is included, there are no red flags to address. Any inconsistencies, or red flag items, require additional verification and documentation to ensure that the household is, in fact, income eligible.  The Grantee must obtain sufficient documentation to substantiate that the household is truly income eligible. 

	Seasonal work.  Clyde Kunkel is a roofer.  He works from April through September.  He does not work in rain or windstorms.  His employer is able to provide information showing the total number of regular and overtime hours Clyde worked during the previous 12 months.  

To calculate Clyde’s anticipated income, use the average number of regular hours over the most recent 12 months multiplied by his current regular pay rate, plus the average number of overtime hours times his current overtime rate. 

	Sporadic work.  Justine Cowan is not always well enough to work full-time.  When she is well, she works as a typist with a temporary agency.  Last year was a good year and she worked a total of nearly six months.  This year, however, she has more medical problems and does not know when or how much she will be able to work.  

First, the Grantee must consider the circumstances of the applicant and which type of assistance the applicant is applying for. If she is asking for Homebuyer assistance, the Grantee should go no further,  due to a lack of ability to repay a mortgage loan.  However, if the applicant is applying for TBRA, the income verification process would include documentation of additional information. Because Justine is not working at the time of her application, the Grantee must verify the income, even if it is zero income or use anticipated income, which takes last year’s earning and projects that amount into the next 12 months. The Grantee would also need to submit third-party verification forms to see if Justine is receiving any income from unemployment or disability, and that her temporary agency can verify that she is not currently employed by them.  Bank statements must support a lack of income sources being received. 

	Self-employment income.  Juanita Sanchez-Gomez is self-employed as a hair stylist, renting her “chair” in a salon and doing private hair cuts out of her home.  Juanita indicates she does her own bookkeeping and taxes.  She states that her stylist work has been inconsistent over the past 12 months due to having to care for her mother, who was seriously ill the past year,  However, since getting an in-home aid for her mother, she has been able to resume her regular client work.

The issue to resolve is what the applicant’s income will be for the next 12 months. Indications are that the most recent previous 12 months income would not be reflective of the next 12 months income. As for all self-employed applicants, it is necessary to get more than just 1 previous year’s tax return.  HCD recommends the Grantee request the most recent three years tax returns, via the third-party verification form, directly from Internal Revenue Services (IRS). Also, the Grantee must analyze  copies of Juanita’s personal and business bank account statements to determine if there is any income being received.  If the past month or two statements reflect income at her “regular” income level, and this amount is consistent with income levels from previous tax returns, the Grantee might have enough documentation to certify her income at the higher level.  Note, however, income would not be certified at the most recent 12 month earnings level unless the documentation supported this.


	         Exhibit 2.4 – Red Flag Household Composition Examples

	Like Income Verification, household size must be verified before a Grantee can provide assistance. Household size not only determines eligibility, but, in some activities, it can determine the number of bedrooms that can be rented in multi-family rental housing, or if additional bedrooms and/or bathrooms can be added for single-family rehabilitation activities.  Additionally, household size must be documented in the file with either third-party or review of documents and assistance cannot be given if red flags or inconsistencies exist. 


	Household Composition Question:  An application for a federally-funded housing program is made by a family composed of two adults and two children. The adult male of the household is not on any tax returns, has no verifiable income or any other sort of paper trail to use as documentation.   What alternative documentation is acceptable to prove he is the fourth household member? The two children are listed on the adult female’s tax return as dependents. The applicants states that both children are theirs but they are not married. The household is over income if the household is three persons instead of four.
 

	Household Composition Answer:  Both adults first must sign a third-party release of information form before proceeding to request verifications.  For proof of family composition, request copy of any one or two of the following:
· Current lease or rental agreement 

· School records for both children to verify parent(s)

· Driver’s license or CA ID

· Utility bills 

· Any mail which shows his name living at his address

· Insurance policy listing his as beneficiary
· DMV vehicle records showing his address
Grantee should request Credit Bureau reports that would show whether there are any accounts in adult female’s name and which verify her address.


	Household Composition Question:  An application is submitted by a family for a federally-funded homeownership program. The household is composed of a husband, wife, their child, and the wife’s mother and father.  What documentation could be considered to verify the five person household?

	Household Composition Answer:  Always verify current circumstances to forecast eligibility over the next year.  Therefore, request documentation to show that the grandparents already live in the household.  Request a copy of: 

· Current lease or rental agreement 

· Grandparents driver’s licenses or CA IDs with the same address and household
· Grandparent’s phone bill at household address 
· Any mail which shows their name living at the same address
Note:  If the grandparents are not presently living in the home, the Grantee must verify income for just a three person household. If the household does not qualify under the three person qualification, but would qualify when adding in the two grandparents, the Grantee will have to require some type of documentation (remember self-certification of household size is not allowed) that confirms the grandparents are, in fact, going to be living in the home once assistance is given. 

	Household Composition/Income Question: Is the income from guardianship care counted towards total household income?  Is this handled like foster care income?  

	Household Composition/Income Answer:

Guardianship income is counted towards total household income since the guardianship is a permanent appointment by a court.  As such, the child would be counted in the total household member count.  This differs from foster care, where neither the foster child nor the foster care income are counted (the foster child is not included in the family member count).  Foster care is not intended to be a permanent situation and the income is to offset the expense of “fostering” the child.  Request third-party documentation of court action and guardianship income.






Exhibit 2.5 – Step-by-Step Methodology for Projecting Annual Income


Steps�
Instructions�
�
Step 1:  Collect appropriate


income documentation.�
Appropriate current documentation includes pay stubs, third-party verification, bank statements (6 months of all pages of checking and 1 month savings statement) and certified copies of tax returns.  (These can be acquired by submitting an IRS Form 4506, “Request for Copy of Tax Form.”)�
�
�
�
�
Step 2:  Calculate the


applicant household’s


projected income based upon


documentation.�
This calculation must include hourly wage figures, overtime figures,


bonuses, anticipated raises, COLAs, or other anticipated changes in


income.�
�
Step 3:  Compare the amount�
Once the Grantee has calculated the household’s income, �
�
of projected income against�
it must compare the household’s final projected figure to�
�
current HCD income limits.�
annual HCD income limits where the assisted housing is located 


which are adjusted according to household size.�
�
�
These limits are posted online at both the CDBG and HOME websites.�
�









NOTE:  Always resolve any inconsistencies (red flag) item before assistance.  Take the most conservative income calculation approach or deny the application if information cannot be verified to Grantee’s satisfaction. 

























































































Exhibit 2.6 – Sample Income Limits Schedule (FY 2009)


Area: Lake County, CA


Adjusted Income Limits�
�
�
1 Person�
2 Person�
3 Person�
4 Person�
5 Person�
6 Person�
7 Person�
8* Person�
�
30% Limit�
$11,750�
$13,400�
$15,100�
$16,750�
$18,100�
$19,450�
$20,750�
$22,100�
�
Very Low Income (50% Limit)�
$19,550�
$22,300�
$25,100�
$27,900�
$30,150�
$32,350�
$34,600�
$36,850�
�
60% Limit�
$23,460�
$26,760�
$30,120�
$33,480�
$36,180�
$38,820�
$41,520�
$44,220�
�
Low Income (80% Limit)�
$31,250�
$35,700�
$40,200�
$44,650�
$48,200�
$51,800�
$55,350�
$58,950�
�
*   Family sizes in excess of 8 persons are calculated by adding 8% of the four-person income limit for each additional family member. 


Example at 80% AMI: 


  9-person limit would be 140% of the 4-person limit: 4 person household        =  100% 


 5 additional people x 8% =   40% 


(140% x $44,650 = $62,510 limit)


10-person limit would be 148% of the 4-person limit: 4 person household        =  100% 


 6 additional people x 8% =   48% 


(148% x $44,650 = $66,082 limit)








In the case of overtime or bonuses, it is important to clarify whether the overtime or bonus is sporadic or a predictable component of an employee’s income. If it is determined that an applicant has earned and will continue to earn overtime pay or bonuses on a regular basis, Grantees should calculate the average amount of overtime pay or bonuses earned by the applicant over the pay period the Grantee is using to calculate income eligibility (3 or 12 months). This average amount is then to be added to the total amount of projected earned income over the following 12-month period. 








Determination of household size is another critical area where Grantees must assess all the facts underlying the information collected.  Again, as with income, it is most important, to identify “red flags” such as shared custody of a child, multigenerational households,  certain unrelated households, etc., were the information must be carefully examined and additional verifications required to correctly analyze the “red flag” item.





Court documents verifying child custody or foster care, source documents verifying cohabitation history such as utility bills, bank statements, and other documents as required should be requested and examined to verify household size.





An example of a “red flag” household composition and which documents to request to verify the composition are included in Exhibit 2.4.












































































































































� The third method provided to PHAs, applicant certification or self-certification, does not provide adequate source documentation for the CDBG or HOME Programs.


� “Household” is used interchangeable with family and individual throughout this Guide.


� Please see Chapter Seven for eligible activities under only CDBG Program that allowed self-certification and the procedures needed to use that method of income verification. 
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