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_CHAPTER 9: INCOME ANALYSIS
7 CFR 3555.152

INTRODUCTION

The lender is responsible for ensuring that applicants meet eligibility cgi erla for the
SFHGLP. One very important criterion is income eligibility. Income infor
used to determine eligibility, to calculate the appllcant S ablllty to repay a Io

calculating income for these purposes Section 1 covers qualifyi
income that determines eligibility for participants in the program.
repayment income, which represents the stable and depen i
the mortgage and other debts. It remains the lender’s rgspo
applicants qualifying income and support their calculatign. Le
inclusion of certain types of income in the repayment incme calcltlation. This chapter
applies to both manually underwritten loans anc iliging the assistance of the

Agency’s automated underwriting system.

Four income definitions are used:

e Annual Income. The in e'of all adult household members;

e Adjusted Annual household’s annual income minus certain

e Qualifying Inco
limits to det e eligi

djusted annual income compared to established income
of the household for the SFHGLP: and

¢SFHGLP is intended to assist very-low, low- and moderate-income households.
gFéfore, the lender must ensure that any applicant for which it requests a loan
guarantee has an adjusted annual income that does not exceed the applicable moderate-
income limit at the time the request for guarantee is made. Any applicant falling at or
below the established moderate-income level is eligible. For administrative reporting
purposes the Agency monitors the degree of assistance provided to low-income
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applicants. The Agency provides income information as shown in Appendix 5 of this
Handbook to lenders and updates the limits whenever they are revised.

This section describes how the lender must calculate annual household income, how
assets must be included in that calculation, and how adjusted income is calculated based
on annual income. It outlines the expectations of the verification records a i
documentation required of a lender’s permanent file by income type. Attac
this Chapter provides a sample worksheet to help lenders with these calculat
Attachment 9-B of this Chapter provides a case study illustrating th pri
outlined in this section. A public website is available to assist imthe cal@ulation of
program eligible income. The site is located at:
http://eligibility.sc.egov.usda.gov/eligibility/.

ANNUAL INCOME [7 CFR 3555.10]

Annual income is used as the basis for comp
based on anticipated income for the coming yea
members, not just parties to the note, mus
income. This income calculation is utilized € the eligibility of the household
for the SFHGLP. Attachment 9-C of this Chapteg describes in detail which sources of
income to count and which to e when calcufating annual income. This paragraph
provides additional informati elp the lender calculate annual income properly.

adjusted annual income and is
e fiom all adult household
hen computing annual

A. Income that is Never Counted

The following incomedig never counted as annual income:

-in aides, regardless of whether the live-in aide is paid by
ice program. Family members cannot be considered live-in

arned income of a minor. There is an exception for earned income from a
pouse who is a minor or unearned income attributable to a minor, such as child
support, Temporary Assistance for Needy Families (TANF) payments, and other
benefits paid on behalf of a minor.
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o Employer provided fringe benefit packages, even if displayed on the applicants’
pay statements, are not considered in annual income unless reported as taxable
income to the Internal Revenue Service (IRS).

e Amounts granted for, or in reimbursement of, the cost of medical expenses.

e Earnings of full-time students 18 years of age, or older, in excess of unless a
spouse or head of household.

e Temporary, nonrecurring, or sporadic income (including gifts).

e Lump sum additions to family assets such as inheri
insurance payments under health, accident, or worker’
settlements for personal or property losses; and defégred p
supplemental social security income and Social Secuhity bene
sum.

pensation policies;
dic payments of
received in a lump

e Any earned income tax credit.

e Adoption assistance payments in excess@f $480 per adopted child.

e Amounts received by
local law for property t

ily in the form of refunds or rebates under State or
the dwelling.

a family with a developmentally disabled family
offset the cost of services and equipment needed to keep
family member at home.

ny other revenue exempted by a Federal statute, a detailed list can be viewed in
tachment 9-C of this Chapter.

B. Projecting Annual Income for a 12-Month Period

The calculation of annual income is used to determine an applicant’s eligibility for
the SFHGLP. Income received by the applicant and all adult members of the household
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is considered in the calculation of annual income. Annual income is the first step in
determining program eligible income. Paragraph 9.5 discusses the calculation of
adjusted annual income in determining program eligibility of the household. The
calculation of annual income may differ from repayment income. Repayment income is
based upon stable and dependable income of the applicants only.

gross amount, before any payroll deductions, of base wages and
commissions, fees, tips, bonuses, housing allowances and other ¢
personal services of all adult members of the household. Fer the angual incOme
calculation, count only the first $480 of earned income,fr ult fu

are not the applicant, co-applicant, or spouse.

in certain circumstances.
time in the winter, but the
e may be used to determine
to estimate annual income that
is anticipated to be received for less than 12 mo For example, if one of the
orker, the inc@me attributable to that worker should
an annualizing current income.

Historical data may be utilized to project ani
For example, if one of the household members

For example, assu
seasonal income duri

who currently has no income, historically has
mer months and earnings on the average of $4,000

ith the applicant and employer that the same seasonable
pattern is expect ical data to project the annual income for the coming 12

months.

It member of the household is not presently employed but there is a recent
eMment, that person’s income will be considered in the calculation
old income. If the person involved is not presently employed and does
gsume employment in the foreseeable future, or if interest assistance is
ing the term of the Interest Assistance Agreement, the applicant(s) and the
volved must sign a statement to such. The statement will be filed in the

Once the income source is verified, the lender must project the expected income from
this source for the next 12 months. This calculation is used only to determine the
household eligibility for the SFHGLP. This calculation does not necessarily represent
stable and dependable income for qualifying the loan. This projection should be based
on a comparison and analysis of the figures derived to establish earning trends and avoid
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underestimating annual income for the household. The calculation of annual income
must be the most representative of income likely to be received during the next 12
months. Conservatively selecting the lowest projected income figure without analysis is
not acceptable. The following methods represent examples of calculating annual
income. Regardless of the method utilized, the lender’s mortgage file must contain
written documentation on how the lender calculated annual income.

S
N
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Income Type | Definition of Income Example Guidance Example Calculation
Straight Straight is based An example of an employed | For example:

Income upon the benefit or applicant who is paid hourly | $20/hour x 208@ hours per
wage amount and and works 40 hours per year (40 hours/ x 52
converted to the week would be derived by | weeks/year) = $
annual equivalent. multiplying the hourly wage

by 2080 hours (for part-time | Oveéftime paid at $30/hour x
employment use anticipated | 50 hours/yeal 1,500.
annual hours). If paid
weekly, the weekly wageg,is tal wages in this
multiplied by 52 weeks. Bi- | example: “$43,100.
weekly paid employee’
wages are multipl
weeks and a mont \

Average Average the income For example:

Income reported on the benefit

statements or pay

stubs for the last 30
days and covert to t
annual equivalen

The gross income received
in the past 30 days is $5,192
as verified by pay stubs.

Multiply $5,192 by 12 to
arrive at the annual income
of the household.

$5,192 x 12 = $62,304.

Year-to-date
(YTD)

recent income
verification,

D)

interval,
iS the number

elapsed between
January 1 of the

current year and the
last date of the most

The YTD interval should be
closely examined to
determine the
appropriateness of this
method. Lenders should
not use this method if the
earning activity during the
YTD interval is insufficient
to make an annual
projection or does not
reflect the likely earning

For example:

The applicant worked 230
days to date (e.g. August
18) and income earned
during that time period is
$40,000.

Divide $40,000 by 230
days, arrive at $173.91/day,
then multiply by 365 to

arrive at the annual income
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multiplied by 365. activity for the period of $63,477.15.
outside the YTD interval
(the time between the last
date covered by the most
recent income verification
and December 31 of the

current year).
Historical Historical income as | Consider the time of year
Income reported on the and the reasonableness of
previous year’s tax this approach. For example,
return is used. if the income

documentation submitted is
for January of the current

calendar year, the histgrica
data from the pre the previous tax year. The
may be utilized. \applicant worked all year.

The anticipated annual
income for the ensuing year
is $60,000.

he student lives or proposes to live in the dwelling at any time during the
oming 12 months; or

e The property is listed as the student’s permanent address.

If the absent person is not considered a member of the household and is not a party to
the note, the lender must not count that individual’s income when calculating annual
income, must not consider that person when determining deductions for adjusted annual

(00-00-00) SPECIAL PN 9-7



HB-1-3555
income, and must not consider that individual as a family member when determining
which income limit to use.

D. Applicant Assets

Assets are also included in the calculation of annual income. The methad in which
assets are counted in annual income is described in Paragraph 9.4.

E. Verification Requirements

ation in the mortgage
underwriting file. Regardless of the type of docmentation used to support the loan

Eligibility for the SF calculation of annual income is based upon
all income received i hold, regardless if the adult household member is a party
to the loan transaction. ccurately determine annual income for the household, the
lender must alsoyerify i m adult members of the household who do not intend
to be a party to the Note ion to those members requesting the mortgage loan. To
validate income d entation and disclosure provided by the applicant’s and other

yious two years at the time of loan application. Validation from IRS
ived prior to request for Conditional Commitment for Loan Note Guarantee

noted in this section. The information received from IRS is not intended to

t income, but to validate the income documentation and disclosures provided by

applicant(s) and adult members of the household.

Verification and documentation of household annual income will be retained in the
lender’s permanent case file. It may be supported by any method noted below. Credit
documents, regardless of documentation method selected below cannot be greater than
120 days old at time of loan closing. Exceptions include divorce decrees and income tax
returns which are typically unaffected by time. Lenders will verify the income for each
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adult household member for the previous 2 years prior to loan application. The
documents must not contain any alternations, erasures, correction fluid, or correction
tape. Household annual income, together with eligible adjustments outlined below
determines eligibility for the SFHGLP.

1. Full Documentation
Attachment 9-E of this Chapter summarizes verification requirements fo e

sources. When utilizing full documentation, the file must contain theifollowi S
applicable:

. Emplovment Income Form RD 1910-5, “Reques for Ver catlon

that the applicant is the
. If the documentation is from a

income types from the same employer (or same
ogether W|th the employment verification of continuance

ifferential Payments/Housing Allowances. Include this
type @f payments as gross income when calculating annual income.

mobile/Expense Allowance/Per Diem. If the
llowance/reimbursement is shown on the earnings statement as “gross
earnings” it must be included in the annual income calculation.

e Unreimbursed Employee Expenses. The amount of unreimbursed
employee expenses will be deducted from the calculation of annual
income when supported on IRS Form 2106, “Employee Business
Expenses.” The sum of columns A and B on Line 8 of the form represent
the total amount expensed personally by the employee.
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Military Income. Pay allowances and other types of income should be included
in the calculation of annual income when there is a history of receipt and will
continue to be paid. The hazardous duty pay to a service person exposed to
hostile fire will not be included in the calculation of annual income.

Self-Employed Income. Self-employed income will be verified withtwo
consecutive years of signed Federal income tax returns filed with the
including all applicable attached schedules. Signed business tax ret

returns, as long as the transcripts include the infor

schedules. In all cases, the lender must obtain i
support their determination of income. The len g
Mae Form 1084, “Cash Flow Analysis” 3 a rm 1088,

all applicable
entation to

ost recent award letter, pension
ividual federal income tax returns for

ment Income. Retirement payments that have a history of receipt
and will continue for the next 12 months will be included in the annual
ncome calculation.

e Public Assistance Income. A copy of the most recent award or benefit
letter for public assistance. Documentation must be dated within the last
12 months.

e Child Support or Alimony Income. A copy of the divorce decree,
separation agreement or other document indicating the amount of required
alimony or child support payments. Obtain proof of receipt of payments
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from one of the following: Court payment records or cancelled checks or
bank statements clearly showing the deposit for the subject income. If an
applicant who is separated does not have a separation agreement that
specifies alimony or child support payments, the lender should consider
any voluntary payment that is reoccurring for qualifying the household for
the SFHGLP. Alternatively, if the court ordered payments argnot
received for an extended period of time and a reasonable effo S been
made by the applicant to collect them through the official enti

responsible for enforcing such payments, court ordergdypaym may be
excluded from the annual income calculation. It rgmain lenders
responsibility to document the permanent loan file With the'@widence to
support excluding court ordered payments.

e Interest on Liquid Depository Accounts Asset\lnco Form RD 1944-62,
“Request for Verification of Deposit™ or similar farm acceptable to investors to
5 of, liquid assets could include

come. Documentation of income from net family assets in
3555.152(d), must be included in the calculation of

099 statements.

ental Income. Refer to Paragraph 8.2 of Chapter 8 for eligibility and
ocumentation standards for applicants who retain a rental.

Other Income. Unemployment benefits, disability and Worker’s Compensation
must be supported with the most recent award or benefit letter prepared and
signed by the authorizing agency to verify the non-employment income.
Computed annual income will be the estimated amount for the upcoming 12
months with consideration to the history of this type of income for the previous
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2412 months. Certain types of income are not considered in the calculation of
annual income. Refer 7 CFR 3555.152(b)(5) for additional information on
excluded other income.

o Verification of Gifts. Document through an executed gift donor letter; obtain
proof of transfer from the donor to the applicant by obtaining a copygef the
canceled check or other withdrawal document showing the withdrawg

union, charitable organization, or government agency/publ
program to provide homeownership assistance to |
applicants. Funds received from non-profit entitie

conclusive evidence that the funds give
own funds, and were not provided di
agent, builder, or any other entity

ectly by the seller, real estate
n the sales transaction.

m the donor to"the homebuyer by obtaining a copy of
ithdrawal document showing that the funds are
from the donor’s . ence the homebuyer deposited the gift into their
personal accou

m the donor for the amount of the purported gift and that the
an acceptable source. Acceptable documentation includes 1) if

def, official check or bank check — obtain a withdrawal document or canceled
eck for the amount of the gift to evidence the funds came from the donor’s
personal account. “Cash on hand” is not an acceptable source of funds.

Gift funds should be reflected on the application as a separate entry to the
applicant’s depository account(s). Gift funds should not be reflected in
applicant’s depository account balances. Gift funds will not be considered as cash
reserves or a compensating factor in the underwriting decision.
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Once gift funds are documented, verified and received, for the purposes of loan
settlement, gift funds are considered the applicant’s personal funds._Any excess
funds at settlement that represent gift funds contributed may be returned to the

applicant.

The following additional documentation is required to qualify the applicant for
program eligibility in the calculation of adjusted annual income:

when the document includes the name of the chi
enrollment, the monthly payment due, and pay
relatives or private individuals must include

child care can be ded
actively seek worl
reimbursed or
The childcare

nnot be a household member. The deduction cannot
income, including the value of any health benefits, earned

can work or go to school as a result of the dare; 2) demonstrate
household member available to care for the children; 3) identify

formation.

Dependent Documentation. Documentation from the school that a dependent
over the age of 18, who resides in the household as their primary residence, is
enrolled as a full-time student. This type of documentation allows a deduction to
annual income for a dependent meeting these criteria.
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Unborn children are not household members. If it is unclear if a household
member may claim a minor child as a household member and for the purpose of a
dependent deduction, IRS Publication No. 502 considers the custodial parent as
the one authorized to claim the dependent on a Federal income tax return.
Lenders may validate the household member is authorized to claim as a
dependent by supporting their permanent file with a divorce decree, gustody
agreement and/or a Federal income tax return.

Disability. Form RD 1944-4, *““Certification of Disability o
a disability or other evidence that supports a member of t
disability. Evidence of other documentation can be receip
statements, invoices, or other written documentati
Documentation of reasonable expenses related
that allow a family member or the individual with di ies to work, to actively
seek work, or to further a member’s educati expenses are not
resent in excess of 3 percent
he amount of earned
income of the person able to wor dedustign 10 annual income for disability
expenses is only applicable to disable useholds as further explained in
Paragraph 9.5 of this Chapter; and

Medical Expenses. ntation of medical expenses anticipated to be
incurred over the

% of the annual income that was not reimbursed by
Some examples of medical expenses are hospital, doctor,

ing for employed applicants and/or adult household members. Alternative

gntation does not apply to self-employed applicants and/or adult household

W-2 forms for the previous two tax years which may be obtained directly from
the applicant and must clearly identify the applicant as the employee; and

Paycheck stubs or payroll earnings statements covering the most recent 30 day
period, which show the applicant’s gross earnings for both the most recent pay
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period and year-to-date. If these documents are obtained directly from the
applicant, the document must clearly identify the employee by name and/or social
security number, the employer’s name and source of information; and

o An oral verification from the current employer. This must be substantiated by a
written document prepared by a representative or employee of the leader that

information over the telephone, for example, argoun
acceptable provided the paycheck stubs or payroll earni
this information. The oral verification can
documentation verification when the wr
incomplete.

ntation is not clear or

3. Electronic Verifications of Employmen

nic access to employment and income verification
mpanies that obtain information directly from

vide lenders with employee and income
documentation, the automated verification

e detailed employment and income information that is
obtained using the full doCumentation employment verification form, including year-to-

Employers may provide elec
information, and there are se
participating employers in
verifications. When utilizi

-0enerated document accessed and printed must cover the most recent
period as of the date the initial loan application is made; clearly identify the
plicant as the employee by name and/or social security number and show the
plicant’s gross earnings for the most recent 30-day period and year-to-date; and

W-2 forms for the previous two tax years which may be obtained directly from
the applicant and must clearly identify the applicant as the employee.

4. Expiration of Credit Documents
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Credit documents utilized to qualify the applicant(s) must be no more than 120 days
old on the date the note is signed. When the age of documents is greater than allowed,
the lender must obtain updated verifications that support the applicants continued
eligibility. Credit documents represent the loan application package, including the
applicant’s loan application, forms used to verify an applicant’s employment, income,
assets, credit report, etc.

Prior to loan closing, lenders are required to obtain a verbal verification

employment for all salaried applicants within 10 business days (pri the date).
Lenders will confirm with a third party source the existence of af\applicaat’s business no
more than 30 calendar days prior to the note date for self-employed applicahts:
Acceptable third party sources include, but are not limited g0, a regulatory agency, the
phone directory, the internet directory assistance or the,ap le licnsing bureau. A
verbal verification of the existence of the business will
the name and address of the business and the datgthe i
and title of who obtained the verification. Doc i
retained in the lender’s permanent loan file.

5. Use of Documents Handled by Third Pafties

Lenders may not accept or u uments relating to the credit, employment or
income of borrowers that hav handled by, or transmitted from or through the
equipment of interested thi i ch as: real estate agents, builders, or sellers.

source) to complé
previous two tax

Guaranteed loans cannot be made to household’s that exceed the applicable adjusted
annual income limits. The transcripts provide an excellent quality control check for
lender’s to ensure all income and asset earnings reported to the IRS from all adult
household members has been disclosed.
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IRS transcripts will assist lenders to validate applicant and adult household income
and assets for many common circumstances that may include but are not limited to:

Single loan applicants that previously filed a joint tax return.
Applicant’s that have changed jobs/current line of work.
Recent promotions.

Compensation structure changes (base to commission, salary versus ho .
Bonus or overtime compensation that is being received now, but has h e
past.

Undisclosed net family assets earning interest.
e Undisclosed self-employment or part-time employment.
h inGpme to require the

o Applicant or household members that do not earn g
filing of a federal tax return.

asset\sources that were not
ese income sources. Any
ocumented in the lender’s

If the IRS transcripts reveal additional incom€
previously disclosed, the lender must follow up
discrepancies noted in the IRS returned tragscrip
permanent loan case file.

Lenders must have the infor
request for a conditional com
further supportive documentation

returned the IRS prior to submission of a
nt for loan note guarantee. IRS transcripts and
rding discrepancies must be submitted to the

Il manually underwritten loans and GUS

ith Caution” underwriting recommendation as
further outlined in Chapt of this Handbook. GUS loans that receive an “Accept”
underwriting re y retain the transcripts in the lender’s permanent loan
case file.

influence the calculation of annual income and/or the underwriting
. This paragraph outlines the types of assets that will be considered in the

For the purpose of computing annual income, the assets of all household members
are considered. This paragraph explains the difference between market value and cash
value, outlines two methods of calculating the assets’ contributions to annual income,
and describes the procedures the lender must use to account for assets disposed of for
less than fair market value.
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Many types of assets generate income that must be included in the calculation of
annual income. Applicants must provide information about assets at the time of loan
application. The lender may collect this information in any format. Agency forms can be
used to verify assets, however, equivalent forms or other types of documentation may be
used if they provide all of the essential information that is required by the Agency’s
forms contained in Appendix 2. As an option, the lender may utilize Attachments to this
Chapter to verify income and expenses of the applicant’s household.

A. Non-Retirement Assets that Must be Considered

additional household income. Large deposits m
Review unusual deposits that are not consi

the earnest money on
“Transaction Detai

rtificates, certificates of deposit, money market funds,
ccounts. The monthly or quarterly statement provided by

ragraph for guidance on the calculation of contributive annual income from the

quity of an investment property. Refer to Paragraph 8.2 of Chapter 8 for the
income calculation and documentation standards for applicants who retain a
rental property;

Sales proceeds of real property sold. Obtain a final HUD-1 or equivalent closing
statement to indicate cash sales proceeds realized by the applicant. Proceeds
from the sale of property should be included in the applicant’s liquid assets.
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Lenders who utilize GUS will enter information regarding the real property sold
or pending on the “REO Property Information” section. For properties with a
disposition of “Pending Sale,” the calculation of “Net Equity” will automatically
populate on the “Assets and Liabilities” applicant page. For properties with a
disposition of “Sold” on the “REO Property Information” section, the lender must
manually enter the “Net Equity” on the “Asset and Liabilities” appligation page;

e Amounts in trust funds that are available to the household. Obtain a
Trust Agreement or other trustee statement confirming the agagunt of
frequency of payment (if any) and duration of account;

ket valtie during the two
ovide\evidence of the
ispoSed of for less than

e Income from assets disposed of for less than fair
years preceding the determination of annual in .
items sold and the fair market value. The value &f asse

ttlement. Refer to Section E
of this Paragraph for guidance on the cal ntributive annual income

for assets disposed of for less thal

onsideér the applicant’s current income stream and time
late cash on hand as being legitimate. Applicant’s that

s Phat are not Considered

Amounts in retirement and pension plans, individual retirement accounts (IRAS),
401(k) plans, and Keogh accounts. Agency staff should note that unlike the
Section 502 Direct Loan program, retirement savings are not included in the
calculation of assets when determining annual income. Retirement savings that
are accessible to the applicant can however be considered a compensating factor
for the underwriting decision at the net value for consideration of penalties for
early withdrawal. Calculate the asset amount as 60 percent of the vested account
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balance to allow for withdrawal penalties when utilizing as a compensating
factor. Obtain the most recent statement and conditions under which funds may
be withdrawn or borrowed. Retirement accounts that restrict withdrawals only in
connection with the applicant’s employment separation, retirement or death
should not be considered as cash reserves;

e Cash value of life insurance policies;

o The value of necessary items of personal property, such as furhiture a
automobiles;

e Assets that are part of any business, trade, or farming operation in which any
member of the household is actively engaged;

e The value of an irrevocable trust fund, or the valug of anyfpdst over which no
member of the household has control;

e Interests in American Indian restridted lantia

e Any assets on hand that will be used tofurchase the property or pay for closing
costs.

C. Market and Cash Val

The market value n asset is simply its dollar value on the open market. For
example, the market val $2,000 in a savings account is $2,000 and the market value
of real estate is i i . The cash value of an asset is the market value, less
reasonable expen onvert the asset to cash. The cash value of stock worth $5,000

would be $5,000 I8

e to calculate asset income will provide a more realistic estimate of the value of
ghold’s assets.

D. "Methods of Calculation

There are two ways to calculate the contribution that household assets make toward
annual income. The method used depends on whether the cash value of the asset is
greater or less than $5,000.
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1. Cash Value of $5,000 or Less

If the cash value of the household’s assets is $5,000 or less, the amount of asset
income included in the annual income calculation is the actual income the household

derives from these assets.

Q\\
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2. Cash Value Over $5,000

If the cash value of the household’s total assets is more than $5,000, the amount of
asset income included in the annual income calculation is the greater of: (1) the actual
income to be derived from the assets; or (2) an imputed income from assets that is
calculated by multiplying the total cash value of assets by a local- passbook gavings rate
as determined and documented by the lender.

For example, Charles and Patty Brown, both ages 40, have appligd for a d
loan. The Brown family has the following assets:

o A certificate of deposit of $2,000. It earned 6.8 percent or $136 of ifterest last
year. The estimated cash value after paying penaltiesyis $1,750, after subtracting

e A savings account with $4,000 earning
$1,000 from this account toward closing
account is $3,000.

. The family will put
e\net value of the savings

e A two-month average balance of $300 non-interest-bearing checking account.

The cash value of the Bro
is greater than $5,000, the |

assets is $5,050 ($1,750 + $3,000 + $300). Since this
use the greater of the actual income or the
income calculation. In this case, the actual

losingust be included in the annual income calculation. The amount to be included in
g anplial income calculation is the imputed income from the difference between the
arket value of the asset and the amount that was actually received, if any, in the
disposal of the asset.

Assets disposed of for less than fair market value as a result of foreclosure,
bankruptcy, divorce, separation, or if the income calculation is being conducted in
connection with an annual income review for interest assistance when eligible under the
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SFHGLP, are not included in this calculation. See Appendix 6 for more information on
interest assistance.

ADJUSTED ANNUAL INCOME [7 CFR 3555.10(c)]

Adjusted annual income is compared with the moderate-income limit fog the family’s
size to determine eligibility for a loan guarantee. Adjusted income is calcul
subtracting any of five deductions below that apply to the household from a come
calculated in Paragraph 9.3 and 9.4 of this Chapter. Not all househ
all deductions. These deductions, household eligibility and document
are outlined in Paragraph 9.4 and summarized below. The Calculations eet in the

case study in Attachment 9-B of this Chapter illustrates thguse of these deddictions.
A. Dependent Deduction x

A deduction from annual income of $480 is\ade @k each household member who
qualifies as a dependent and will make theshome¥heir prigcipal residence. Dependents
are members of the family who are not th d of sehold or spouse, and who are
ages 17 or younger, a person with a disability, €hildren of divorced parents even if the
child lives with the family all or f the time, @Fa full-time student.

ustody of children, a determination as a qualifying

If it is unclear or if parent§ sh

ivorce decree, custody agreement and/or Federal income
idence the applicant is authorized to claim the

d Care Expenses

Reasonable unreimbursed child care expenses for the care of children age 12 and
under are deducted from annual income if the care enables a family member to work,
actively seek employment, or go to school and if no other adult household member is
available to care for the children. If the child care enables a household member to work,
the expenses deducted cannot exceed the income earned by that household member. If
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the child care provider is a household member, the cost of the children’s care cannot be
deducted.

Rk
N
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To qualify for the deduction, the applicant must:

o |dentify the children who are receiving child care and the family member who can
work, seek employment or go to school (academic or vocational) as a result of the
care;

e Demonstrate that there is no adult household member available to car
children;

o Demonstrate that the child care hours parallel the hours the family meémber works
or goes to school,

o Identify the child care provider, the hours of child\care prowided, and the costs;
and

o |f the child care provided enables asfamil ar to go to school, identify the
educational institution. The famil ber heee’not be a full-time student but
the child care hours must parallel the h the family member goes to school.

Acceptable formats for do nting child care are outlined in Paragraph 9.4 of this
Chapter. Child support is

liability for debt ratio cal

To be coasidered aif elderly household, the head of household, spouse, or sole member

4@ hoisp

asonable expenses for the care of a person with disabilities in excess of 3 percent
al income may be deducted from annual income if the expenses:

e Enable the individual with disabilities or another family member to work;

e Are not reimbursable from insurance or any other source; and
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e Do not exceed the amount of earned income included in annual income by the
person who is able to work as a result of the care provided.

To qualify for this deduction, applicants must identify the person with a disability.
The lender must obtain verification of the individual’s disability from the state review
board in the state where the applicant resides, the Social Security administration, or a
physician or other medical professional. Form RD 1944-4, or similar form g
documentation acceptable to the industry may be used to request this informe

adaptations to vehicles or work place equipment, if dirgct
person with disabilities or another family member to work.

E. Deduction for Medical Expenses (for B ilies Only)

e for elderly households if the
expenses will not be reimbursed by insuranc&gr ano ource, and when combined
with any disability assistance expenses, are in ss of three percent of annual income.
CFR 3555.10.

eglasses and eye examinations;

Medical or health products or apparatus (e.g., hearing aids, wheel chairs, etc.);

Live-in or periodic medical care (e.g., visiting nurses or care attendants); and

Periodic payments on accumulated medical bills.
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If the elderly household qualifies for the medical expense deduction, expenses of the
entire family are considered. For example, if a household included the head
(grandmother, age 64), her son (age 37), and her granddaughter (age 6), the medical
expenses of all three family members would be considered.

One of the most challenging aspects of determining allowable medical
estimating a household’s medical expenses for the coming year. While som
expenses can be documented easily, for example, Medicare or other health i

estimates should be realistic. For example, if the household has a'si
bill, the lender would count only that portion of the bill thakis likel
the coming year. The lender must document all informationWsed in
calculation.

AGENCY REVIEW OF ELIGIBLE HOUSE

iew will en8ure eligible household income
calculations are correctly co and include all applicable income. The recalculation
will validate only eligible licants obtain funding for the SFHGLP. Agency

staff will utilize Attachmént 9 apter to record the Agency’s calculation.
Attachment 9-F will b€9magethwith essential documents in the Agency’s Imaging
Repository.

DOCUMENTI RERAYMENT INCOME

e determination. The lender will certify when making a request for commitment
all supporting documentation is available and that Agency guidelines have been met.
For manually underwritten loans, the loan application package forwarded to Rural
Development will include copies of income verification documents. Documentation to
support the lender’s calculations of the repayment income and adjusted annual income,
which determines if the household is eligible for a SFHGLP, will be included in all
requests for conditional commitment. Attachment 9-A of this Chapter provides for a
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written analysis of elements utilized in determining household eligibility. The
calculation of annual and adjusted household income must be retained as part of the
lender’s permanent loan file.

AGENCY REVIEW OF REPAYMENT INCOME

When Agency staff receives an application, they must review the lender
determination of the applicant’s eligibility. Agency staff is directed to recal e
lender’s determination of repayment income for manually underwri loans INg the

principal, interest, taxes and insurance (PITI) and/or greateg than 3A0 percent total debt
ratio (TD) require Agency staff to recalculate repayment i e. This action will
strengthen the oversight procedures used by field staff tQ veri mpltance with
regulatory requirements. Agency staff will utilize Attachment 9-F%@ this Chapter to
record the Agency’s calculation. Attachment 9- imaged with essential
documents in the Agency’s Imaging.

SECTION 2: R MENTTNCOME
7 CFR 3558,10(b)]

OVERVIEW
Lenders use repayment determine whether applicant(s) have sufficient
income to repay the morjgage in addi 0 other recurring debts. Repayment income

plen of annual income and adjusted annual income used to
eligible for the SFHGLP. To compute repayment income,

AND DEPENDABLE INCOME

anticipated amount of income, and likelihood of its continuance, must be
established to determine the applicant’s capacity to repay the loan. The determination of
stable and dependable income remains the lender’s responsibility. GUS does not
evaluate the stability and dependability of repayment income in the overall risk
evaluation. The lender must determine the history and stability of earnings prior to
entering repayment income into GUS. Repayment income often differs from the annual
income and adjusted income calculations that determine program eligibility.
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Income from any source that cannot be verified, is not stable, or will not continue,
must not be used in calculating the applicant’s repayment income. Stable monthly
income is the applicant’s verified gross monthly income from all acceptable and
verifiable sources that can reasonably be expected to continue for at least the next three
years. For each income source used to qualify the applicant(s), the lender must
determine both the source and the amount of the income are stable. The detgrmination of
stable and dependable income remains the lender’s responsibility.

situation should not be penalized for frequent changes in j
work if, despite the changes, income continuity has be
amount has remained at a consistent level. However, t
applicant’s employment for the most recent two
income has been stable. If an applicant indicate
military during any of this time, the applicant m

e\was in school or in the
idence supporting this such
has recently re-entered the

@D

r, the applicant must provide
in employment of more than a month

iCulture trades. In most instances, a two-year history of
in order for the income to be considered stable and used for

of work, (2) the applicant frequently changes jobs but demonstrates income continuity,
(3) the applicant is a recent graduate, as evidenced by college transcripts, or a recent
member of the military, as evidenced by discharge papers, entering the civilian
workforce, (4) the applicant has recently re-entered the workforce after an absence to care
for a family member or minor child, extended medical illness, or other circumstance
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reasonable to the lender as further outlined in this Paragraph; and (5) an applicant will
begin a new job with a firm offer letter from the employer indicating a start date within
60 days of loan closing (lenders must verify the applicant will have sufficient income, or
cash reserves, to support mortgage payments and other obligations during the time
between loan closing and the start of employment), this type of allowance is commonly
represented by an applicant entering a teaching position with a contract frongthe school
district.

Many income sources such as commission, bonus, overtime, tip i from a

documented thorough analysis of the applicant’s incomg and a determination that the
income is stable and likely to continue for the neX
documentation is utilized for qualifying the app
underwriting analysis the basis for determining
loan as stable and dependable.

Other non-employed or not sel
alimony, public assistance pay!
by adults on behalf of minor:

ts, social security (including social security received
inors intended for their own support — as long as
, retirement, etc. can be considered stable to the

the next three years. Many factors should contribute the
f consistent payments from other income sources such as:

hat’'procedures are available to compel payment of other income?
ave full or partial payments been made?

o What are the ages of each child for which child support payments are made (if
applicable)?

e What is the eligibility criteria governing continued receipt of income, such as age
of dependents or accumulation of assets?
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Generally, income from self-employment is considered stable and dependable if the
applicant has been self-employed for two or more years, supported by documented
income tax returns. Projected or hypothetical income from any source is typically not
acceptable for repayment purposes.

The lender’s permanent case file must retain supporting documentation
the stable and dependable income utilized to qualify the loan. The foIIowinI assist
Ot enco

lenders to evaluate the stability and continuance of income.. This list does n
all eligible income types the lender may consider.

A. Salaries, Wages and Other Forms of Repayment Income

reasonably be expected to continue. The lender must n
future maternity leave. If the applicant intends to retire
repayment income will be the amount of retire
and other retirement income.

Employed income: Stable income m
employment, including base earnings plus consSistent and documented secondary income
such as bonuses, commissions, oy€rtime, additional part-time employment or seasonal
employment. All income sou ust be documented to determine that the applicant’s
at the level used to qualify the applicant for the

inco m primary, secondary

g the Workforce: Applicants who re-enter the workforce after an

o care for a family member or minor child, extended medical illness, or other
Stances reasonable to the lender and have less than a two-year employment and

e history, this type of income source may be considered as repayment income if the
applicant has been at the current employer for a minimum of six months and there is
evidence of a previous employment history.

Significant increases or decreases in income level: When an applicant has
experienced a significant decrease in income, the previous higher income level cannot be
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averaged for repayment purposes unless there is documentation of a one-time occurrence

(e.g. injury) that prevented the applicant from working or earning full income for a
period of time and proof that the applicant is back to the income amount that they
previously earned. Focus on the most recent earnings and income that it is likely to be
received at the level used for qualifying.

When an applicant has experienced a significant increase in income and
proposes to qualify the applicant at the higher amount, sufficient documentat

confirm the increased income is stable and likely to continue at the | used\fi6

qualifying must be part of the lender’s written analysis of incom

Calculation of Monthly Repayment Income From Pxima

mmploy ent: The

rom bsmary employment
thly*basis to qualify

Frequency

Calculation of Repayment Income

Hourly

iply the hourly pay rate by the average number of
rked per week; multiply by 52 weeks; divide
S.

ultiply the weekly income by 52 weeks; divide by 12
months.

ultiply the two weeks income by 26 pay periods;
divide by 12 months.

Multiply the semi-monthly income by 24 pay periods;
divide by 12 months.

Use the monthly income from the paystub. Multiply
by 12 months.

Annual salaries may be received over a time period of
less than 12 months. Determine how often; how long
the applicant is paid. Utilize the monthly income
based upon calculations above. Example - divide an
annual salary paid 10 months of the year by 12 to
arrive at the average monthly income.
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Additional Income: Procedures for treating other acceptable income sources in
addition to primary employment are described below. The lender must determine that
the amount of additional income used to qualify the applicant is likely to continue at the
level used for loan qualifying. The monthly income documented in the mortgage file
must support the lender’s income calculation. A written analysis of the additional
income used to qualify the applicant must be retained in the lender’s mortgage file.

1. Overtime and Bonus Income

income will likely continue for the next three years. Inco
with the current employer should not be considered for, re
significant compensating factors (e.g. the applicant has

commission position with the same employer, or remains\in the s

er type of income shows a
rationale for the amount included. If

y to continue at the level used for qualifying (e.g. the previous 12
ents the level and stability of income to be received in the future — the

mission Income

The applicant must have a two year consecutive history of receiving commission
income and the commission income must likely to continue for the next three years in
order to consider the income as stable and dependable for repayment purposes.
Commission income should be averaged over the previous two years utilizing the current
employer.
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The applicant should provide the last two years tax returns or W-2 forms along with a
recent year to date paystub. Non-reimbursed business expenses, if any, should be
subtracted from gross income when supported by IRS Form 2106. An individual who
claims commission income for less than two years, or shows a decrease from one year to
the next, requires significant compensating factors if the commission income is to be
included as repayment income. Typically, this example would be an extraordinary
instance.

aymegt’inceme

Commissions earned less than one year should not be considere
i situations on

a case by case basis where the applicant’s compensation was changed fro lary to
commission within a similar position with the same employer. An applicant may also
qualify when that portion of earnings not attributable t c issions\would still be

sufficient to qualify the applicant for the mortgage.

Calculation of Commission Income: If the
commission income is consistent, divide the tota

08 recent two-years (minus
ten analysis of the income
age file.

income. If an app
the stability of tha

jnted if the lender is able to determine through employer verification that the income’s
continuance is likely at the level of receipt verified in the past. Income from part-time
positions not meeting these requirements may be considered as a compensating factor, as
described in Chapter 11 of this Handbook.
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Unemployment compensation associated with seasonal employment may be
considered repayment income if the applicant has a two-year history of receipt and the
unemployment compensation is likely to continue for the next three years.

To utilize income from secondary employment (second or additional job), seasonal
income or unemployment to qualify the applicant, the income must be reported on the
applicant’s individual federal income tax return for the most recent two yea iod.

4. Tax Exempt Income

the i e is taxable.
ample,Certain types
tax savings
applicant’s repayment
ssed up” by 25

grosSs up” such income. No other
pt income sources should

The standard debt-to-income ratios are based on an assumpti
If a particular source of income is not subject to Federal taxes, for
of disability payments or military allowances, the amount
attributable to the nontaxable income source may be adged to
income. Income that has been verified to be tax exempt kay be
percent, in other words, multiplied by 125 percefit t
adjustments for tax exempt income are authorizeé
not be grossed up when calculating annualjincome

5. Military Income

In addition to base pay, milj personnel may be entitled to additional forms of pay.

ces, clothing allowances, flight or hazard pay,

ax returns. If any benefits expire within the first three years of the proposed
income source may only be considered as a compensating factor in lieu of
ent income.

7. Alimony, Child Support or Maintenance Income

Income in this category may be counted if such payments are likely to be consistently
received for the first three years of the mortgage. The applicant must provide a copy of
the divorce decree, legal separation agreement, or voluntary payment agreement, and
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evidence that payments have been received during the last twelve months. Payment
periods of less than twelve months may be acceptable if the lender can document the
payer’s ability and willingness to make timely payments. Acceptable evidence of
payments received includes the most recent 12 months of cancelled checks, or deposit
slips, or Federal tax returns, and court records.

When lenders are considering if this type of income is stable, consider the
payment is likely to be consistently made by the payor and can reasonably b
continue for at least the next three years based on documentation.

8. Interest and Dividends

Interest and dividend income may be counted for repa; t incoge provided that
documentation (tax returns or account statements) sup -yeanhistory of receipt.
This income must be averaged over the two years. Any
sources, and required for closing, must be subtr the projected interest or
dividend income is calculated. Documentation € ssets remaining after
closing to support continuance of the dividends al gst income at the level used for
qualification for the next three years is requ

even if the employer pay.
documentation t
and documented

servicing lender directly. The lender must obtain
t the payments are pursuant to an established, ongoing

ayments for a service-related disability), can be counted if the VA verifies it. A
ation benefit, used to offset education expenses, is not an acceptable source of

. Any amount provided for living expenses may be counted as repayment income.
Any student financial aid received for tuition, fees, books, equipment, materials, and
transportation will not be considered in the repayment income calculation.
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11. Government Assistance Programs

Income received under a welfare program, unemployment income, worker’s
compensation, payrments-forfoster-children-or similar government assistance programs
can be used for repayment income as expanded upon in this Chapter. It must be
documented by the paying agency; the income has been received for the most recent two
years and can be expected to continue for three years. If this income is not cted to
last three years, it may be considered as a compensating factor. Unemploym me

Documentation from the applicable agency that indigates t
the length of time the benefit payments will be received i§ require

12. Rental Income

Rental income received for a properti
acceptable in limited circumstances, subject to
8 of this Handbook. A separate
properties are shown on the U

ne tained by the applicant may be |
per documentation as noted in Chapter

Residential Loan Application (URLA). The
income:

e Long-term cuprent ledses. Netrental income, received for 24 months or more,

uted by the homeowner and lessee. -fora-term-ofatleast12

ear average of Bdepreciation and depletion may be added back to the
e or loss shown on Schedule E_less monetary obligations associated
e property (i.e. principal and interest payment, insurance premiums,
operty taxes, homeowner’s association dues, etc.). Positive net rental income is
considered as gross income for repayment purposes. Negative net rental income
must be treated as a recurring liability and not as a deduction from repayment
income. The lender must make certain the applicant still owns the property listed
by comparing the Schedule E with the real estate owned section of the residential
loan application.
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GUS that include the retention of a rental property require specific fields to be
completed to assure accurate data is submitted. Complete the following steps in

Data entry in GUS for long-term current leases. Requests submitted utilizing ><%Formatted: Font: Not Bold, Not Italic

0.25", No bullets or numbering

Formatted: Indent: Left: 0.75", Hanging:

GUS:

0 Complete the “Real Estate Owned" (REQ) page in GUS to eqgure rents ~ +—{ Formatted

are used to offset the existing mortgage obligation when appl e.

0 GUS auto-calculates net rental income by employing
factor. GUS uses 75% of the lender entered amoupt fo
income and subtracts the lender entered amounts f& mort: ayments,

insurance, maintenance and taxes. \N

0 __Lenders may override the auto-calculatiba on t ageWhen the most
recent two years of tax returns evidence a¥nore pré@se amount of income
receipt.

0 On the “Assets and Liabilitigs” pa f GNS, lenders should omit the
mortgage obligation for th | pro shown on this page to avoid
double counting the debt since also reported on the REO page.

¢ Non-GUS manually su

itted files for long-term current leases. Lenders will ><% Formatted: Underline

0.25", No bullets or numbering

Formatted: Indent: Left: 0.75", Hanging:

Br rent a residence must qualify with all mortgage liability payments.
ame from newly signed leases cannot be used in repayment debt ratio
Iculations. The exclusion of rental income will ensure the applicant has
fficient monthly income to meet all mortgage and liability payments.

Data entry in GUS for newly signed leases. The “REQ” page in GUS must be

Formatted: Indent: Left: 0.75", Hanging:

" completed propertly to ensure rents are not used to offset any existing mortgage "\/{[0'25"' No bullets or numbering
liability. The following steps to assure accurate data in GUS are required: Formatted: Underline

- J
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0 On the REO page, lenders must leave the “Gross Rental Income” field
blank when completing the “Mortgage Payments” (if applicable) and
“Insurance, Maintenance, and Taxes” data fields.

0 __The mortgage obligation (if applicable) associated with the retained
dwelling must be omitted on the “Assets and Liabilities” pa

ratio calculation. Rents received cannot be use&to off
obligation.

13. Automobile Allowance and Expense A nt nts

The applicant must have a tw
allowance and the automobile

r consecutiyg history of receiving an automobile
ance must be likely to continue for the next three

ditures may be considered as income. The applicant must
oyee Business Expenses,” for the previous two years to

Income from trusts may be counted for repayment income if guaranteed, if constant
payment will continue for at least the first three years of the mortgage term, and if it is
adequately documented. Documentation requirements include a copy of the Trust

P
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Agreement or other trustee’s statement confirming amount, frequency of distribution,
and duration of payments.

15. Projected Income

Projected or hypothetical income is not acceptable for repayment purposes.
However, exceptions are permitted for income from cost-of-living adjustme
performance raises, bonuses, etc. which is both verified by the employer in nd

may be appropriate for situations such as a teacher whosé,contractiegins with the new
school year, or a physician beginning residency gfterthe 10an is scheduled to close.
However, if the loan will close more than 60 day§,beforeith,employment begins, the
income cannot be counted for repayment oseSWphendrs should utilize full
documentation on this type of income. In th&@bsence 0T a payroll statement to support
income earned for new jobs, a copwof the cont ith the employer that validates the
amount of income to be earned

evaluate the income trend and use the amount that is likely to continue for the next
three years.

18. Section 8 Homeownership Assistance Payments
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Section 8 homeownership payments paid directly to the applicant or directly towards
offsetting the mortgage payment may be considered qualifying income if the payments
are likely to continue for the next three years. If the subsidy is paid directly to the
applicant it may be “grossed up” by 25% to compensate for its non taxable status.

If the subsidy does not pass through the hands of the applicant it shouldge treated as
an “offset” to the monthly PITI (i.e. reduce the monthly PITI payment by th ount of
homeownership assistance provided prior to dividing by monthly repayment to
determine the debt-to-income ratio).

GUS may be utilized by lenders when the payment is paid diregtly o t licant. If
the payment is not paid directly to the applicant, the lenderwill be required£0 manually
underwrite the mortgage file.

See Paragraph 9.11 C of this Chapter for additional ikformati@hon this subject.

19. Unreimbursed Employee Expenses

Unreimbursed employee expenses ar
Business Expenses.” The sum of columns A
spent out of pocket. The amount nreimburse
from repayment income.

rted Form 2106, “Employee
B on Line 8 represents the total amount
mployee expenses must be deducted

wne inesses

usinesses owned by family members are required to
umentation. Such applicants must provide the normal
pay stubs, as well as evidence that he or she is not an
ay include copies of the applicant’s signed personal tax

verification of emp
owner of the busing

business may be a sole proprietorship, a partnership (limited or general) or a corporation.

A self-employed applicant introduces an additional layer of risk to a mortgage loan
request due to the uncertain nature of future income. GUS will not take this additional
risk into consideration in the overall risk evaluation. The lender remains responsible to
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determine the income source utilized in qualifying is a stable, consistent source that will
continue to be received at the level utilized for repayment income purposes.
1. Minimum Length of Self-Employment

Income from self-employment is considered stable and dependable if the applicant
has been self-employed for two or more years. Because of the high incidencetef failure
during the first few years of a new business, income from individuals self-e

previous successful employment (or a combination of one year
formal education or training) in a related occupation or professio
level in the same or similar occupation. If the applicant capnot de

consider the applicant’s experience in the busin
qualifying purposes. If the underwriter is unablé
documentation required, the income shoul@not b ,
purposes. The income from applicants self-employed for less than one year cannot be
counted as repayment income.

When additional income licant draws from the applicant’s corporation,

L or.other comparable document that establishes that right.
Also confirm the applicant®§,percentage of ownership of the business entity from a
review of businegg,ta :

st support that the business is clearly capable of providing

al income used to qualify.

ile. As part of the analysis, any increase or decrease in business
e documented and justified to support a determination that the income
the applicant is stable and likely to continue for the next three years. It

ome is not utilized to qualify the applicant for repayment, the individual federal tax
return is required to determine if there is a business loss that may have an impact on the
stable monthly income utilized for qualifying. If a business loss is reported, additional
documentation may be necessary to evaluate the impact of a business loss on the income
used for qualifying the applicant for repayment. For the purposes of computing annual
income to qualify the household, business losses will be treated as zero in the
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calculation. Business losses when calculating repayment income will be deducted from
repayment income prior to calculating debt ratios.

2. Documentation

establish

The following documentation for self-employed individuals is required
capacity to repay the loan:

e Signed and dated individual tax returns, plus all applicable s
most recent two years. If the applicant has been self-employe
years, the individual federal tax returns must reflect at leastone f
employment income. Lender’s must use extreme djscretion\with ap
have been self-employed for less than two years;

lesS than two
ear of self-
Icant’s who

balan eet (not required to

e A year to date profit-and-loss (P&L) statement a
be audited);

o Signed copies of the Federal busingss incofe eturns for the last two years,
with all applicable schedules, if th iness 1S*&Corporation, an “S” corporation,
a partnership, or a limited liability corpogation.

3. Analyzing Self-Em ent Income
The lender establish 't applicant’s earnings trend over the previous two years,
but may average t g,f0r repayment purposes over three years if all three years’

tax returp the applicant provides quarterly tax returns, the analysis can

the period covered by the tax filings. If the applicant is not
filings or does not file quarterly returns Form IRS 1040 ES,

years’ earnings. If the P&L statements submitted for the current year show an
tream considerably greater than what is supported by the previous years’ tax
thetax returns.

Lenders must carefully analyze the individual business’s financial strength, the

source of its income, and the general economic outlook for similar businesses in that area
to determine if the business can be expected to continue to generate sufficient income for
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the applicant’s needs. Annual earnings that are stable or increasing are acceptable.
Conversely, income for an applicant whose business shows a significant decline in
income over the period analyzed may not be considered adequate, dependable, and
stable.

There are five basic types of business structures (sole proprietorship, cogporations,
“S™ corporations, partnerships, and limited liability corporations), each of will
require slightly different forms of analysis. Attachment 9-E contains detaile
information about analyzing tax returns for self-employed applicant

4. Calculation of Self-Employed Income

A written analysis of the applicant’s self-emplo
“Cash Flow Analysis,” and Fannie Mae F

analysis of the applicant’s
epletion may be added back to
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The following allowable IRS deductions may be added to net profit (item #31 on
Schedule C, or item #36 on Schedule F):

o Depletion (item #12 on Schedule C)

o Depreciation (item #13 on Schedule C or item #16 on Schedule F)

Net Profit + Depletion + Depreciation = Repayment Income

5. How to Treat Business Debts

Traditionally, the primary business structure that nfany o selfsemployed
applicants engage in is a sole proprietorship. The succeSg of thi of endeavor
depends largely on the individual owner, and b inc@me or {oss is reported in the
individual owner’s personal tax return.

Also, although the individual owner rson lity for all debts of the business
in a sole proprietorship, business related debtstate often paid with business funds, rather
than personal income.

id through the business, the debt does not need to be
as documentation is provided that the debt is

apphicant’s repayment ability. The Tax Reform Act of 1984 authorizes MCCs to provide
housing assistance through a tax credit to families with low and moderate incomes. The
MCC enhances the applicant’s repayment ability as it enables the applicant to take an
income tax credit which can be used toward repayment of the mortgage loan. When the
lender is participating in an MCC program the amount of the tax credit is considered as
an additional resource available for repayment of the loan when the credit is taken on a
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monthly basis from withholding. This type of subsidy may be used to directly offset the
mortgage payment before calculating the qualifying ratios. The agency issuing the MCC
determines the amount of the tax credit. The amount of tax credit is limited to the
applicant’s maximum tax liability. No portion of the MCC is included in the annual
income calculation. When the lender utilizes the MCC as a direct reduction in housing
expense to qualify the applicant in the ratio analysis, Fthe lender must provige the
following documentation when applying an MCC:

e A copy of the MCC. The MCC must show the rate of creditallowed;
e The applicant’s newly filed IRS W-4 “Employee’s Withholding A nce
Certificate” form to reflect that the applicant is taking the taxcredit on a pay-

period basis; and
o Lender certification that the applicant co eted\A\dproc ed all necessary

documents in order to receive the credit.

B. Temporary Interest Rate Buydown

Builders, sellers, lenders or another interesteg third-party can choose to prepay a
portion of the interest an applicaptwill pay over the life of the loan in order to make the
monthly mortgage payment m ordable to the purchaser during the early years of the
the calculations for a buydown.

same as it would be in the absence of the buydown. The table below illustrates the
mortgage payment for a 2-1-0 temporary interest rate buydown.
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2-1-0 Buydown
Payments by Applicants and Payments From Escrow

$100,000 loan; 30 Year Fixed 7% Mortgage

Year Payment Payment by Paymen m

Received Applicant Escrow

by Lender

4

1 $665.31 $536.83 \ $12848
2 $665.31 $599.56 \ $ 65.75
3-30 $665.31 $665.31 $00.00
Total Escrow $2331.00

rate cannot be bought down more than two percentage points below

e rate and must not result in more than a one percent annual increase in the
terest rate.

unds to pay for the entire buydown must be placed in an escrow account with a
financial institution supervised by a Federal or state agency. Payments are to be
made directly to the lender or its servicing agent monthly.

e The escrow account must be fully funded for the buydown period.
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e A copy of the escrow agreement must accompany the loan application; however,
the Agency may condition for the executed buydown agreement at closing.

e The applicant cannot fund the buydown with personal funds or funds borrowed
from another source to establish the escrow account for the buydown.

e The buydown must not be paid for with loan funds. Temporary buy
may come from the seller, lender or other third party. i

e [f the qualifying ratios at the full note rate exceed those established in Chapter 11

increase in mortgage payments will not adversely
underwriter must document that in year three t

bility to manage financial obligations
ter portion of income can be devoted to housing

élided in Annual Income. For repayment income purposes, the monthly
he Section 8 Homeownership Vouchers may be treated in either of the

The subsidy may be paid directly to the applicant and added to the applicant’s
monthly repayment income in determining the homebuyer’s qualifying ratios. The
amount of this non-taxable subsidy may be “grossed up” by 25 percent as it is non-
taxable income. The amount of the subsidy plus 25 percent may be added to the
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applicant’s income from employment and/or other sources when calculating repayment
income.
2. Offset to Principal, Interest, Taxes and Insurance (PITI)

Lenders may treat the monthly homeownership assistance payment as an, “offset” to

homeownership assistance funds must not pass through the han
the homeownership assistance payment must be paid directly to t
placed into an account that only the servicing lender may agcess. |
assistance payment is made directly to the applicant, that nt mayonly be considered
as repayment income in qualifying the applicant as desckibed ifghe abbve “Repayment

Income” paragraph.

DOCUMENTING REPAYMENT INCOME

er’s ons, yet the lender should
submit written documentation regarding its de ination of repayment income with the

in the loan file so that the
during the monitoring p

mapmts received that are specifically for, or in reimbursement of the cost of
edical expenses for any family member.

Temporary, nonrecurring, or sporadic income (including gifts).

e Lump sum additions to family assets such as inheritances, capital gains, insurance
payments and personal or property settlements.
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e Payments for the care of foster children or adults who are not otherwise related to
the applicant’s household by blood, marriage, or operation of law.
e Supplemental Nutrition Assistance Program (formerly the Food Stamp Program).
9.13 OPTIONAL DOCUMENTATION OF INCOME FORMS

Attachment 9-G of this Chapter provides optional verification forms for er’s
use in verifying non-employed income or possible deductions as foll@ws:

o Verification of Pensions and Annuities \

o Verification of Student Income and Expenses

o Verification of Medical Expenses

o Verification of Social Security Benefits Q
o Verification of Public Assistance
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ATTACHMENT 9-A

WORKSHEET FOR DOCUMENTING ELIGIBLE HOUSEHOLD AND REPAYMENT
INCOME

Lender Instructions: Determine eligible household income for the Single Family Housing Guaranteed Loan
documenting all sources/types of income for all household members. Qualify the loan by docurre\nt | sourees/type of income that is

stable and dependable utilized to repay the loan.

GENERAL INFORMATION

Applicant(s): Lender: \ W:‘
A )

Identify all Household Members Full-time Disabled Receives Source of Income
Student Y/N? Income Y/N?
Y/IN?

ANNUAL INCOME CALCULATION (Consider anticipated income for the next 12 months for all adult household members as described in Chapter 9 this
Handbook. Website for instructions/administrative notices: http://www.rurdev.usda.gov/RegulationsAndGuidance.html

(00-00-00)SPECIAL PN
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1. Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement, social security,

disability, trust income, etc.). Calculate and record how the calculation of each income source/type was determined in the space below.
L\

2. Co-Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pensio
disability, trust income, etc.). Calculate and record how the calculation of each income source/type was determi

3. Additional Income to Primary Income (Automobile Allowance, Mortg , Secondary Employment, Seasonal
Employment, Unemployment.) Calculate and record how the calculation of each ype was determined in the space below.

4. Additional Adult Household Member (s) who are\not a Pal he Note (Primary Employment from Wages, Salary, Self-
Employed, Additional income to Primary Emplo th ome). Calculate and record how the calculation of each income source/type
was determined in the space below.

5. Income from Asset! ssets as described in §3555.151 of 7 CFR 3555). Calculate and record how the calculation

of each income source/ty, the space below.

6. Annual Household Income (Total 1through 5)
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Applicant(s):

ADJUSTED INCOME CALCULATION (Consider qualifying deductions as described in §3555.151 of 7 CFR 3555)

7. Dependent Deduction ($480 for each child under age 18, or full-time student attending school or disabled family member over the age of
18) - # x $480

8. Annual Child Care Expenses (Reasonable expenses for children 12 and under). Calculate and record the calculation of the\ded
in the space below.

9. Elderly Household (1 household deduction of $400 if 62 years of age or ol r disab

10. Disability (Unreimbursed expenses in excess of 3% of annual income. See Chapter is Handbook for eligibility. Calculate and record

the calculation of the deduction in the space below.

11. Medical Expenses (Elderly households only. Unrei
3555 for further information). Calculat

sed medical expenses in excess of 3% of annual income. See §3555.151 of 7 CFR
ion of the deduction in the space below.

12. Total Household Deductions (Enter total 7 through 11)

13. Adjusted Annual Income (ltem 6 minus item 12)
Income cannot exceed Moderate Income Limit to be eligible for SFHGLP

Moderate Income Limit: $ State: County:




Applicant(s):

MONTHLY REPAYMENT INCOME CALCULATION (consider stable and dependable income of parties to the note as described in §3555.152(a) of

7 CFR 3555).

14. Stable Dependable Monthly Income (Parties to note only). Calculate and record how the calculation of each
income source/type was determined in the space below. Identify income type by party to note.

Borrower Co-Borrower Total
Base Income $ $
Calculation of Base Income: Calculation of Base Inco\
$
Other Income $ $ -
$
Calculation of Other Income: culation of Other Income: _
Total Income $ $ $
15. Monthly Repayment Income (Enter total of 14).
$
Date: Prepared by: Lender:

Name/Title
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ATTACHMENT 9-B

EXAMPLE CASE STUDY:
WORKSHEET FOR DOCUMENTING ELIGIBLE HOUSEHOLD AND REPAYMENT INCOME

Page 1 of 6

Example Case Study — Documenting Eligible Household and Repayment Income

Household members:

Name Relationship Comments Household Income, As\m and ses
David Example | Head of Employed, party to $1,250/week
Household note
Savings accunt bala ,000, annual
i i $140; Checking account
average) $300, noninterest
ertificate of Deposit, cash
nterest income $400 annually
Betsy Example | Spouse Employed, party to note .50/hr wages — working 20 hours week;

(Kathy’s father)

Cynthia David’s mother Disabled, ed in wi $800/month Social Security benefits and $600
Example husband gfied in a noninterest bearing checking account
Janet Smith Daughter Full-time ge student, $600/month wages
employed
Kathy Smith Daughter 1-ti ier high school $4.00/hour 8 hours/week wages
st t, employed
Chris Doe Fost jld Fullffme elementary student County pays household $800/month to care for
foster child.
Eligible H old Incomeg: Calculate annual and adjusted income to determine eligibility of the household for the SGHGLP.
For Annual Inc@me Calculation — Consider income of all household members:
e Count David’ e e Count Betsy’s wages e  Count child support e  Count only the first
(Betsy) $480 of Janet’s wages
(Household member is
greater than 18 years
of age and an adult
e Do not count Kathy’s e  Count Cynthia’s Social e Count actual income e Do not count income

wages (Household
member is a minor
and less than 18 years
of age)

Security

from assets from all
members of the

payments for care of
foster child

household
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Consider assets of all household members for the annual income calculation. Therefore Cynthia’s checking account balance is
considered. The checking account balance is considered, however since it is noninterest bearing, there is no income. In addition, for
annual income, the calculation of imputed income from assets must be made if assets exceed $5,000. In this example, the imputed
income is less than the actual income received.

Adjusted Income Calculation:
Dependent Deduction

e  Three dependent deductions are permitted for Kathy (a minor), Janet (an adult full-time student, who is n head of household
or spouse), and Cynthia (an adult individual with disabilities, who is not the head of household or spouse)

e  Adependent deduction is not given for a foster child.
e Total household members are 5, excluding the foster child.
e Adeduction of $1,440 in this example may be deducted ($480 for each member under 18 year§of age; 18ears of age or older and

disabled; a full-time student aged 18 or older).
Child Care Deduction
e  Child care expenses are permitted for the care of a foster child, but must pegexceedithe amoupt earned by the family member

enabled to work. Betsy earns $15.50/hour working 20 hours per week dhd paysi$50/Aweek for child care.

availalile t@ care for the child. Janet is not available
e of fer disability.

e Child care expenses are not permitted if another adult household membe
because she is a full-time student and Cynthia cannot care for thg*¢hild beca

e The full amount of the child care may be deducted.

Elderly Household Deduction

Even though an elderly person is a part of the hol
years of age or older or an individual with dis:
deduction can be made in this example.

t an elderly household because neither the head nor spouse is 62
n elderly household a deduction of $400 would be allowed. No

Medical Expense Deduction
Family medical expenses cannot be ded i ig’s not an elderly household.

Disability Assistance Expenses

sto the note. David has worked the last two years earning $1,250 per week or $65,000 annually. Betsy has
d 20 hours per week for the past five years consistently. Betsy receives child support for Kathy, paid
through the court at a month, or $1,200 annually. She has received support consistently for the past three years. Kathy is 14.
David and Betsy have/Cared for foster children for the past three years. Chris Doe is 6 years of age. The county pays $800.00 per
month, or $9,600 annually to the household to care for the foster child.

e David: $65,000 historical employment income divided by 12 = $5,416.67
Betsy: $16,120 historical employment income divided by 12 = $1,343.33

Betsy: $1,200 historical child support income divided by 12 = $100.00 [3 year continuance since Kathy is 14]

Additional stable and dependable income utilized for repayment: $800 foster care income

Total stable and dependable income in accordance with §3555.152(a) of 7 CFR 3555 = $7,660.00




WORKSHEET FOR DOCUMENTING ELIGIBLE HOUSEHOLD AND REPAYMENT INCOME

Lender Instructions: Determine eligible household income for the Single Family Housing Guaranteed Loan Program (SFHGLP) by

documenting all sources/types of income for all household members. Qualify the loan by documenting all so

stable and dependable utilized to repay the loan.

s/type of income that is

Na N

GENERAL INFORMATION

Applicant(s): David and Betsy Example

Lender: ABC Lender

R

O\

Dat\XX/XX/XXXX

Identify all Age Full-time Student | Disabled Receives Income | Source of Income

Household

Members Y/N? YIN? Y/IN?

David Example 40 N Y XYZ Employment, interest on
Assets

Betsy Example 40 N Y 123 Employment, child support

Cynthia 67 N Y Social Security, interest

Example

Janet Smith 19 Y Y ABC Employment

Kathy Smith 14 Y Y PT Employment

Chris Doe 8 Y N

ANNUAL INCOME CALCULATION (Consider anticipated income for the next 12 months for all adult household members as

described in §3555.151 of 7 CFR 3555. Website for instructions/administrative notices:
http://www.rurdev.usda.gov/RequlationsAndGuidance.html

Rev. 9/1/2014
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1. Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement, social
security, disability, trust income, etc.). Calculate and record how the calculation of each income source/type was determined in the
space below.

$65,000.00
David - $1,250/wk x 52 = $65,000
2. Co-Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement,
social security, disability, trust income, etc.). Calculate and record how the calculation of each income source/type was
determined in the space below. 7’320.00

Betsy - $15.50/hr x 20 hrs/wk x 52 = $16,120
Betsy — child support - $100 x 12 = $1,200

\

3. Additional Income to Primary Income (Automobile Allowance, Mortgage Differential, Military, Secondary Employmen
Seasonal Employment, Unemployment.) Calculate and record how the calculation of each income sougge/type was @etermine

in the space below. $
4. Additional Adult Household Member (s) who are not a Party to the Note
Salary, Self-Employed, Additional income to Primary Employment, Other Income). . Cal
each income source/type was determined in the space below. $—]:678999 600.00
Cynthia- $800/month x 12 = $9,600; Jaret{over18Anorking—eou
5. Income from Assets (Income from household assets as describ
the calculation of each income source/type was determined i space below.
Savings Account(David) = $140; Certificate of Deposit = $400 $540.00
P )
6. Annual Household Income (Total 1through 5)
$99.66092,460.0
0
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Applicant(s): David and Betsy Example

ADJUSTED INCOME CALCULATION (Consider qualifying deductions as described in §3555.151 of 7 CFR 3555)

7. Dependent Deduction ($480 for each child under age 18, or full-time student attending school or disabled family member ovemithe

ageof 18)-#__ (3) x $480
\ ,440.00
8. Annual Child Care Expenses (Reasonable expenses for children 12 and under). Calculate and record the calgulation o $2,600.00
deduction in the space below.
$50/week x 52 weeks/year = $2,600 \\
9. Elderly Household (1 household deduction of $400 if 62 years of age or older, ORdisabled and & party to the note) $
10. Disability (Unreimbursed expenses in excess of 3% of annual incgfMeN See §3555.151 of PCFR 3555 for eligibility. Calculate and
record the calculation of the deduction in the space below. $
11. Medical Expenses (Elderly households ursed medical expenses in excess of 3% of annual income. See §3555.1510f 7 | $
CFR 3555 for further infor nd record the calculation of the deduction in the space below.
12. Total Household Deductions (Enter total 7 through 11) | $4,040.00
7
13. Adjusted Annual Income (ltem 6 minus item 12)
Income cannot exceed Moderate Income Limit to be eligible for SFHGLP $95;62088,420.0
0

Moderate Income Limit: $ 98,650, State: Oklahoma County:
Washington
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Applicant(s): David and Betsy Example

MONTHLY REPAYMENT INCOME CALCULATION (Consider stable and dependable income of parties to the note as
described in §3555.152(a) of 7 CFR 3555.)

14. Stable Dependable Monthly Income (Parties to note only). Calculate and record how the caféulation

of each income source/type was determined in the space below. Identify income type by party to not\

Total
Borrower Co-Borrower p Tota

David: $65,000 historical employment income Betsy: § cal\employment income

divided by 12 = $5,416.67 ivided b!

Base $ 541667 $ 134338 \
Income ’
. . $_6.760.00
Calculation of Base Income: Calculatign of Base Income?
33

Other $ 80000
Income

$ 00.00

. . 900.00
Calculation of Other | Calculation of Other Income: R
v
Additional stable and Betsy: $1,200 historical child support income
for repayment: $800 foste divided by 12 = $100.00 [3 year continuance
since Kathy is 14]
Total 667\ $ 1,443.33
Income
$_7,660.00

15. Monthly Repayment Income (Enter total of 14). | $
7,660.000

Date: _ XX/XX/XXXX_ Prepared by: _ [Name/Title] Lender: _ [Lender]

Name/Title




ATTACHMENT 9-C
ANNUAL INCOME SOURCES

I. SOURCES OF INCOME COUNTED FOR ANNUAL INCOME

2. The net income from the operation of a farm, busin rofession.” The following

provisions apply:

i. Expenditures for business or farm expans
principal on capital indebtedness shall not be as deductions in determining income.
A deduction is allowed in the m prescribed BY Internal Revenue Service (IRS)
regulations only for interest paidin amortizing capital indebtedness.

capi provements, or payments of

iii. A deduction, based o ight line depreciation, is allowed in the manner prescribed
by IRS regulati ustion, wear and tear, and obsolescence of depreciable
property used in

who must meet these expenses without reimbursement.
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vi. For home-based operations such as child care, product sales, and the production of
crafts, housing related expenses for the property being financed such as mortgage
interest, real estate taxes, and insurance, which may be claimed as business expense

deductions for income tax purposes, will not be deducted from annual inco
3. Interest, dividends, and other net income of any kind from real or personal proper
including:
i. The share received by adult members of the household from income dis ed from a
trust fund;
e

ii. Any withdrawal of cash or assets from an investmentiexcept¥®,the extent the
withdrawal is reimbursement of cash or assets inyested by a memBer of the household;
and

iii. Where the household has net family a
actual income derived from all net family as
assets based on the current passbo

s in $5,000, the greater of the
or a percentage of the value of such
determined by the Agency.

4. The full amount of periodic paym ceived from Social Security (including Social

Security received by adults on be s or by minors intended for their own support),
annuities, insurance policies, reg
similar types of periodic recei
income and social security bene
monthly amounts are n

ver, deferred periodic amounts from supplemental
at are received in a lump sum amount or in prospective

documentation to the Agency that a reasonable effort has been made to collect the
payments through the official entity responsible for enforcing such payments; or

ii. Recurring monetary gifts or contributions from an organization or person who is not a
member of the household.
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8. All regular pay, special pay (except for persons exposed to hostile fire), and allowances of a
member of the armed forces who is the applicant or spouse, whether or not that family member
lives in the home.

9. Employer provided fringe benefits which are included as taxable income on an e ’S
pay statement or W-2 form.

I1. SOURCES OF INCOME EXCLUDED FROM ANNUAL\INCOME

The following sources are never considered when calculatiRg anntial income.

1. Income from the employment of persons under 18 y: ge\except’parties to the note and
their spouses.

2. Income received by foster children or foster a
regardless of whether the live-in aide is paid by the
members cannot be considered live-in aidgs.unless they
have an address, other than a post officefbox elsewhere).

who he household, or live-in aides,
ily or a social services program (Family
being paid by a health agency and

8. Reparation payments paid by a foreign government arising out of the Holocaust. If any
applicant for an Agency loan was deemed ineligible because the applicant's income exceeded the
low-income limit because of the applicant's Nazi persecution benefits, the Approval Official
Loan should notify the applicant to reapply for a loan.
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9. Any earned income tax credit.
10. Adoption assistance payments in excess of $480 per adopted child.

11. Deferred periodic payments of supplemental security income and Social Securit efits
that are received in a lump sum.

12. The amount of student financial assistance received by household mémbe

13. Amounts received by the family in the form of refunds or rebates undeRState ovlocal law for
property taxes paid on the dwelling unit.

14. Amounts paid by a State agency to a family with a developmentally led family member
living at home to offset the cost of services and equipm ded, to keep the developmentally
disabled family member at home.

i. The imminent danger d

mounts of imminent danger pay for military personnel
stationed in the Combat Zofg,are excluded from annual income effective August 2,

1990. Any milita
after January 17, S €XC
by the Presidential Executive Order 12744 dated January 21, 1991, consists of the

>ea, the Gulf of Oman, that portion of the Arabian Sea that lies

ation from a knowledgeable source that a member of the household was serving,
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the Combat Zone, the Loan Approval Official shall re-determine the household
income retroactive to January 17, 1991, and adjust the applicant’s payment
assistance accordingly.

ii. Payments to volunteers under the Domestic VVolunteer Service Act of 1973,
including, but not limited to:

a. National Volunteer Antipoverty Programs, which include Yolunte
Service to America (VISTA), Peace Corps, Service Learnin
Special VVolunteer Programs.

b. National Older American Volunteer Programs f
who include Retired Senior VVolunteer Progral
Older American Community Services Program,
to Assist Small Business and Promote VQ

Business Experience, Service Corps of egutives (SCORE), and Active
Corps of Executives (ACE).

ersons,age 60’and over
Gran@parent Program,

he first $2,000 of per capita shares received from judgment funds awarded by
e Indian Claims Commission or the Court of Claims, or from funds held in trust
for an American Indian tribe by the Secretary of Interior.

X. Payments received from programs funded under Title V of the Older Americans
Act of 1965.
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xi. The value of the allotment provided to an eligible household under the Food
Stamp Act of 1977.

xii. Any other income which is exempted under Federal statute.

16. Payments received on reverse amortization mortgages (these payments age considered
a drawdown on the applicant’s assets).

17. Employer provided fringe benefits which are not included as taxdble incoméonan

employee’s pay statement or W-2 form. \




HB-1-3555
Attachment 9-D

Page 1 of 1
ATTACHMENT 9-D - Julian Calendar
Day Day
of of
Mo. Jan |Feb| Mar Apr May Jun |Jul |Aug Sep Oct Nov Dec/Mo. Jan Feb I1ar Apr/May Jun Jul | Aug Sep Oct Nov|Dec
1 1) 22 80 91121152 182|213 2 41305335 1 4 ] 9/639 870|700
2| 2| 33 81| 92122153183 214|245 275|306 338 2 45 ] §71|701
3| 3 34 82 93123 154|184 215 245 278 307 337 3 452 ] §72|702
4| 4 35 B3 94124 155185 216 247 277 308 338 4 453 ] 673(703
5| S 38 64 95125155186 217|248 278 339 5 450 ] 874 704
G| 8| 37| 65| 95126157 187|218 245 279 340 8 431 ] 4875 705
Tl 7 33 88 57127158188 2192 2l 241 7 452 ] 676|706
8| & 3% 87 981281551859 220 2 21 312 242 2 2 483 ] 877|707
9] 9 40 88 99129/180(180 2212 82313343 95 223 484 81 878 708
10 100 41| 89 100130 181181222 2 22 314 344 10 488 81 679|709
T 11 42) 70 101 121 182 182 222 35 245 M 485 61 G30(710
12 12 43 71 102 122 1582 183 224 316345 12 457 4 62 &81|711
13 12 44] 72 103 122 184 184 225 27 247 12 G 62 822 712
14 14 45| 73 104 124 155 185 226 28 248 14 45 62 683(713
15 15 45| 74 105135 186186 227 1% 245 15 524 714
16| 16 47| 75 108 135 167 187228 320350 16 685(715
17 17| 48| 76 107|137 16818 321/351| 17 686|716
18| 18] 48| 77 108|138 155|189 23 222 252 18 827|717
18| 19 50| 78 109|138/ 170|200 23 323/353| 19 688|718
200 200 51 79110140171 22 224 254 20 689|719
21 21 520 80 111 141 172 20223 325355 21 650|720
22 22 53| 81 112142 172 203 234 326356 22 881 721
23| 23 54 B2 113142 174 204|233 2 327 287 22 g8z 722
24| 24 55 B2 114 144 175 205|236 267 328|338 24 683723
25| 25 56| B4 115/145/175 206|237 2 1(329)359 25 554 724
26| 26 57| B5 116145177 207|238 269 299 330 360 26 695725
27| 27 58| 86 117147178/ 208|239 270 300|331 361 27 695726
28| 28 59 87118148 17%|209|240 271 301332 382 28 B87 727
29| 28 88119 145180 210 241 272 302|333 363 29 693 728
30( 30 89120 150 181 /211 /242 273 303|334 384 30 699729
M A 50 151 212 242 304 365 730
The calendahi to determine the number of days between two dates. For example — how many days are between March 3

alendar days accrued for March 3 is 62. Calendar days accrued for October 15 is 288. Therefore 288-62 =
266 days. The calendar may also be used for determining the days for YTD income. If the paystubs or employment verification
indicates $45,000 as of October 15 (288 days) divide $45,000 by 288 to arrive at the average income per day of $156.25 and
multiply by 365 to equal annual earnings of $57,031.25. Lenders must compare this figure to historical earnings and determine
if this calculation method is accurate and represents projected 12 month earnings.
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ATTACHMENT 9-E

INFORMATION FOR ANALYZING TAX RETURNS
FOR SELF-EMPLOYED APPLICANTS

The self-employed applicant must submit current documentation of the business’s
income and expenses, including any applicable Federal tax returns that were filed the IRS
for the most recent two years in addition to year-to-date profit and loss and balance nts.
Lenders are encouraged to use Fannie Mae Form 1084, “Cash Flow Analysis,”
Form 1088 “Comparative Income Analysis” to document a trend analysis f
business. Lenders may use the Fannie Mae forms or any documentation'that prowides the same
information. Regardless of the analysis method used, and the documentation prep
lender, the loan file must contain clear and sufficient support for ender’s decision regarding
the viability of the business and loan approval.

A Individual Tax Returns (IRS Form 1040)

ghoss income” must be either

The amount shown on the IRS Form 1040 as “ad
i dual tax returns and any

e \Wages, salaries, tips. If an amg(nt is shown herg, this may indicate the individual is a
salaried employee of a corpo has other sources of income. It may also indicate
the spouse is employed, i he income must be subtracted from the adjusted

hould ot be considered in determining repayment income. However, if the business
asConstant turnover of assets resulting in gains or losses, the capital gain or loss may
be €onsidered in determining the income provided the applicant has at least three years’
tax returns evidencing capital gains. An example would include an individual who
purchases old houses, remodels them, and sells them for a profit.
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« Interest and dividend income (from Schedule B). This income, both taxable and tax-
exempt, may be added back to the adjusted gross income only if it has been received for
the past two years and is expected to continue. (If the interest-bearing asset will be
liquidated as a source of the cash investment, the lender must adjust accordingly).

N
D
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Farm income or loss (from Schedule F). Any depreciation shown on Schedule F may
be added back to the adjusted gross income.

o |RA distributions, pensions and annuities, and social security benefits. The non-taxable
portion of these items may be added back to the adjusted gross income if the income is
expected to continue for the first three years of the mortgage.

IRSF 0
and Keogh
rance

e Adjustments to income. Certain adjustments to income shown on th
may be added back to the adjusted gross income. Among these are
retirement deductions, penalties on early withdrawal of savings, health i
deductions, and alimony payments.

e Employee business expenses. These are actual cash expenseS#hat must be deducted
from the applicant’s adjusted gross income.

B. U.S. Corporate Income Tax Returns (IRS Fo

ned stockholders. Compensation

to its officers, generally in proportion to the percentage,of ownership, is shown on the corporate

tax returns and will appear on individual tax returns. | pplicant’s percentage of ownership

is not shown, it must be separately obtaified from the corporation’s accountant with evidence the
applicant has the right to those fund the adjusted business income is determined, it is to

be multiplied by the applicant’s wnership in the business.

Corporations are state chartered business

the calendar year, an adjustment must be made by the lender to relate
e income to the individual tax return.

sh withdrawals. The applicant’s withdrawal of cash from the corporation may have
a severe negative impact on the corporation’s ability to continue operating.




HB-1-3555
Attachment 9-E
Page 4 of 5

C. “S” Corporation Tax Returns

An “S” corporation is generally a small, start-up business, with gains and losses passed
onto stockholders in proportion to each stockholder’s percentage of business ownership.
The income for the owners comes from W-2 wages and is taxed at the individual rate.

b

The “compensation of officers” line on the IRS Form 1120S is transferred

applicant’s IRS Form 1040. Both depreciation and depletion may be added
income in proportion to the applicant’s share of income. However, t alSo be
in less than

deducted proportionately by the total obligations payable by the Corpor
one year. The applicant’s withdrawal of cash from the corporatiom\may ha severe

negative impact on the corporation’s ability to continue op€sating which must be

considered in the analysis.
D. Partnership Tax Returns
A partnership is formed when two or more ind ofm a business and share in

. Each partnership pays taxes

ships report ineome on the IRS Form 1065 “U.S.
Return of Partnership Incomey ust be reviewed by the lender to assess the viability

of the business. The part

wever, income must also be deducted proportionately by
the partnership in less than one year. The applicant’s

corporation (LLC) can be formed by one or more individuals. Only
nd the District of Columbia require two or more individuals. Owners in
e referred to as members. A member of a LLC normally has at risk only his or

ie of capital paid into the business. Members are not personally liable for the
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There are three ways in which an LLC is taxed:

e Single-owner LLC - LLC owners are taxed on business profits each year on their individual income tax
returns. The IRS treats the LLC as a sole proprietorship. Profits are reported on Schedule C of an
individual 1040 tax return.

e LLCs~—The IRS treats the LLC as a partnership. The LLC prepares and files IRS Form 1065,
Partnership Information Return each year. LLC profits are allocated to each of the owners according to
the profit-sharing arrangement set up in the LLC operating agreement. Each owne iven a Schedule
K-1, which shows each owner’s share of LLC income. The owner then reports and es on this
income on the owner’s 1040 income tax return.

o Check-the-Box Corporate Tax Treatment — Under these rules, any eligible busi can elect to be taxed
as a corporation by filing IRS Form 8832 “Entity Classification Election” &and checKirig the corporate
income tax treatment box on the form. After making this electionfprofits k&pt in the business are taxed

at the separate income tax rates that apply to corporations. \
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WORKSHEET FOR DOCUMENTING ELIGIBLE HOUSEHOLD AND REPAYMENT INCOME

Attachment 9-F

[Internal Use Only]

Agency Instructions: Recalculate income in the circumstances noted below. Retain this worksheet as part of the permanent SFHGLP file, when applicable. If the reviewer
agrees with the lender income worksheet calculation, check the box indicating agreement with the lender’s calculation; otherwise complete the recalculation of income in the
space provided.

Eligible Household Income: Recalculate the lender’s determination of eligible income if the lender’s adjusted annual income calculati
applicable published income limit for manually underwritten loans. The published income limits may be found at Appendix of the 7 CFR
website: http://eligibility.sc.egov.usda.gov/eligibility/

is within 10 percent of the
ook , or at the public

(TD)).

Definition- Manually Underwritten Loan Files: 1) Loans submitted by lenders who have not utilized the aut
that has received an underwriting recommendation of “Refer” or “Refer With Caution.” GUS loans receivi
manually underwritten loans.

-  \

GENERAL INFORMATION

Applicant(s): GLS Borrowgs ID: \J Lender:

AGENCY WRITTEN ANALYSIS DOCUMENTING ELIGIBLE HOUSEHOLD INCOME (Consider anticipated income for the next 12
months for all adult household members as described in §3555.151. Consider qualifying deductions as described in §3555.151 of 7 CFR 3555.) Website for
instructions/administrative notices: http://www.rurdev.usda.gov/RegulationsAndGuidance.html.

Calculate and record how the calculation of each income source/type and deduction was determined in the space below.

~

i

O 1 have reviewed the lender’s calcul
of eligible household income.

compaled it to income verifications. | agree with the lender’s calculation

By:

Date:

(Title)

(00-00-00)SPECIAL PN



http://eligibility.sc.egov.usda.gov/eligibility/
http://www.rurdev.usda.gov/rd_instructions.html
http://www.rurdev.usda.gov/rd_instructions.html
http://www.rurdev.usda.gov/RegulationsAndGuidance.html
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Applicant(s):

GLS Borrower ID:

Lender:

AGENCY WRITTEN ANALYSIS MONTHLY REPAYMENT INCOME (Consider the stable and dependable income of parties to the note as
described in §3555.152(a) of 7 CFR 3555). Website for instructions/administrative notices: http://www.rurdev.usda.gov/RegulationsAndGuidance.html.

Calculate and record how the calculation of each income source/type and deduction was determined in the space below.

of stable, dependable repayment income.

\
O 1 have reviewed the lender’s calculation and compared it to income verifications. | agree with the lgn alculation

N

Date:

By:

(Title)



http://www.rurdev.usda.gov/RegulationsAndGuidance.html

ATTACHMENT 9-G

OPTIONAL VERIFICATION OF INCOME FORMS

VERIFICATION OF PENSIONS AND ANNUITIES

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION \

A. INCOME FROM ANNUITIES

1. 3 Current monthly gross amount received. Willthe applicant contifue to receive this
monthly amount for the next twelve months? _ Yes _ please explain.

2. Describe any deductions from the gross amount that arg,taken.

B. VERIFICATION OF ASSETS

$ Current market value gffassets held in the retirement or pension plan.

2. Can the applicant withdraw amounts f
employment? Yes
penalties.

tirement account without retiring or terminating
plain the terms of the withdrawal, including any

3. Can the applicant borraw against am
If yes, explain the terms ‘l ium am

in the retirement account? __ Yes No
t, interest rate, repayment term, purposes, etc.)

ATION: Verifier must print their name, address and telephone number and certify to the
recorded’by executing below.

Title:

Telephone Number:

: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)

(00-00-00)SPECIAL PN
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VERIFICATION OF STUDENT INCOME AND EXPENSES

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

1. Describe any financial assistance the above-reference student receives.
Amount Source Purpose for Which Funds May Be Used
2. Describe any expenses the above-referenced student has
$  Tuition
$  Housing
$  Books

Title:

Telephone Number:

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF MEDICAL EXPENSES

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number
REQUESTED INFORMATION

1. Please list the purpose of any accumulated medical bills, identify to whom the am@unt is d, and provide the
amount to be paid during the coming 12 months.

Amount Owed To
2. Medical Insurance Premiums
$ Amount Paid Payment Pe nth, __ per year

Medical Insurance Premiums

$ Amount Paid Payment period: __ per month, __ per year
3. List other anticipated megdica nses
LENDER CERTIFICATION: Ve ust print their name, address and telephone number and certify to the

accuracy of information recorded by exe€liting below.

Name: Title:

Telephone Number:

(Signature)

nd willingly making a false or fraudulent statement to any department of the United States
unishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF SOCIAL SECURITY BENEFITS

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION
Name Social Security Number

REQUESTED INFORMATION

Social Security Data
Date of Birth \
Gross Monthly Social Security Benefit Amoun TWH

Gross Monthly Supplemental Security [qgo ayment Amount (including State
Supplement) Type of Benefit

Amount of Monthly Deductions fo dicare Paid by the Applicant

LENDER CERTIFICATION: Verifier
accuracy of information recorded by e

their name, address and telephone number and certify to the

ing bel

Name: itle:
Telephone Number:
(Signature)
WARNING: oWingly and @'nbgly making a false or fraudulent statement to any department of the United States
Government igfa punishal y fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF PUBLIC ASSISTANCE

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION
Number in Family:
Aid to Families with Dependent Children

General Assistance

Does this amount include Court Awarded Support Payments

Amount Specifically Designated for Shelter and Utilities $

Other Assistance - Type: $
Total Monthly Grant $

Other Income - Source: $
*Maximum Allowance for R $

Amount of Public Assistance given

LENDER CERTIFICATION: Ver
accuracy of information recorded by exe

ust print their name, address and telephone number and certify to the
ing below.

Name: Title:

Telephone Number:

(Signature)

WAR
Govg felo

ly and willingly making a false or fraudulent statement to any department of the United States
nishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF CHILD/DEPENDENT CARE

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION
Name Social Security Number

REQUESTED INFORMATION

Name of Person or Agency Providing Care:

Address: \

\
\
Name(s) of person or Persons Cared for: \ \
\\ Y
Specify Hours and Days \
Average Amount Paid for Care: $ ] Month
Estimated Amount to be Paid in coming 12 hs (including full-fime summer care of school children, if
applicable): $
Will any amount of this expense be ide source:  [] Yes O No

Name: Title:

_ Telephone Number:

(Signature)

and willingly making a false or fraudulent statement to any department of the United States
elony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF UNEMPLOYMENT BENEFITS
REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION
Name Social Security Number
REQUESTED INFORMATION

1. Avre benefits being paid now? [ yes O No
2. If yes, what is Gross Weekly payment? $

3. Date of Initial Payment

4. Duration of Benefits S
Is claimant eligible for future benefits? I No

5. If yes, How many weeks?

6. If no, what is termination date of benefits?

LENDER CERTIFICATION: Verifier mu
accuracy of information recorded by executi

rint their name, address and telephone number and certify to the

Name: Title:

Telephone Number:
(Signature)

lingly making a false or fraudulent statement to any department of the United
ishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF BUSINESS EXPENSES
REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION
Name Social Security Number

REQUESTED INFORMATION

Based on business transacted during 20 , to

1. Gross Income
2. Expenses:

(@) Interest on Loans

b) Cost of Goods/Materials
(c) Rent
(d) Utilities

©® B B P »H

(e) Wages/Salaries

(f) Employee Contributions
(g9) Federal Withholding Tax
(h

=

State Withholding Tax
(i) FICA
(j) Sales Tax
(k) Other

Straight Line Depreciati

©“ B B B n A B

ION: Verifier must print their name, address and telephone number and certify to the
recorded by executing below.

Title:
Telephone Number:

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF SUPPORT PAYMENTS

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number
REQUESTED INFORMATION

Name of Person Paying Support:
Address: \

\
For ( ) Former Spouse \

( ) Children
Children Names are:

Amount of Support $ Week, ] Month, [] Year

LENDER CERTIFICATION: Veiifier
accuracy of information recorded C below.

ame, address and telephone number and certify to the

Name: Title:

Telephone  Number:

(Signature)

illingly making a false or fraudulent statement to any department of the United
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RECORD OF ORAL VERIFICATION OF EMPLOYMENT

APPLICANT INFORMATION O Applicant O Co-Applicant
Name of Applicant/Co-Applicant:

EMPLOYMENT INFORMATION VERIFIED O Present O Previous Employment

Company:

Name and Title of Person Contacted: \
Telephone Number: Date: \ \
Source of Telephone Number: \ )
Date of Employment: Position: \

\

Probability of Continued Employment:

Salary: \

Probability of continued bonus and/or overtime is likely to continye: \

ADDITIONAL INFORMATION VERIFIED

Signature of Person Receiving Verification Date and Time

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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