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CHAPTER 9: Income Analysis




HB 9 Revisions

#1: STREAMLINED

* Over 20 pages eliminated

* Improved guidance
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#2: SIMPLIFIED

* Confusing language removed
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#3: LIVING APART: IT’S SERIOUS

Trying to eliminate a HHM?

* Living apart for minimum 3 months

* Documentation examples provided

» Applicable to spouse, fiancé, domestic partner, adult parent
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#4: SHARED CUSTODY

* No more IRS Publication 501
* Certify to HHM # on 3555-21

* No additional documentation
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#5: ASSETS

* $50,000 plus = consider for annual income
* Cumulative

°* Non-retirement
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#6: ELECTRONIC VERIFICATIONS

* Employment, Wages, Assets, Rent

* YES PLEASE!
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#7: NO MORE BALANCE SHEETS

* Balance sheets eliminated for self-employed

* Lenders may still obtain at their discretion
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#8: 4506-T

* All adult HHM, EXCEPT full time students
* Request full transcripts
* Required in lender file, prior to loan closing

* Issues? Document them! Close the loan!
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#9: MATRIX: Attachment 9-A

* Income, Assets, Deductions
* Documentation options

* REVIEW IT!

ATTACHMENT 9-A

Income puidance: T CFR 3555 Section 3855 152(5) and (b)

Adoption Assistance or
Subsidy

If the mcome will be recenved m the
ensuing 12 months, inchade the first
F4B0 of adoption income ar subsidy
asziztance for each gramtes

History: I yearz
Continuance: 3 year:
Benefits that do ot inclode expiration

dates on the documsentation will be
presumed to contime

Docomentation Source Opti
+  Eenafit' Award leter

LI}k

to document the amennt and duration of payments
«  1vyears of Fedaral income tag returms of [R5 ta ranscripts with all schedules

Antomobile Allowance

Include ampurts documentsd on the
py statements as tazable sross
caming: that will be received in the
ensuing 12 momths.

History: 2 yearz

Continuance: Income will be presumed
to continge unlsss there is documented
evidence the meome will cease

The ampunt of allowance that egpcesds tha
expenditure may be meclndad for
repayment. If there iz a monthly debt
aszociated with the income (swch 2s 2 car
ar equipment payment), thiz debt must
contimse to be melnded in the debt ratio
calculation

Decumentation Source Opti
= Paystob(z)

Lk

+  Coniract igreemem from employer to state terms and duration of payments
«  1vyears of Fedaral income tag returms of [R5 ta ranscripts with all schedules
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Income and Documentation Matrix

Income Type Repayment
Adoption Assistance or If the income will be received in the | History: 2 years
Subsidy ensuing 12 months, include the first

$480 of adoption income or subsidy | Continuance: 3 years

assistance for each grantee. . .
& Benefits that do not include expiration

dates on the documentation will be
presumed to continue.

Documentation Source Options:
*  Benefit/Award letter to document the amount and duration of payments
* 2 years of Federal income tax returns or IRS tax transcripts with all schedules
Automobile Allowance Include amounts documented on the | History: 2 years
pay statements as taxable gross
earnings that will be received in the
ensuing 12 months.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease

The amount of allowance that exceeds the
expenditure may be included for
repayment. If there is a monthly debt
associated with the income (such as a car
or equipment payment), this debt must
continue to be included in the debt ratio
calculation.

Documentation Source Options:
*  Paystub(s)
s Contract/agreement from employer to state terms and duration of payments
* 2 years of Federal income tax returns or IRS tax transcripts with all schedules
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3555.152(c)

Dependent Deduction: 3555.152(c)(1)

¢  $480 deduction per eligible dependent at the time of loan application

e  Applicants with shared custody may include their child(ren), no documentation required.
Documentation Source Options:

¢ Certify to the household number on Form RD 3555-21

e  List all household members and ages on the Income Calculation Worksheet

Child Care Expenses: 3553.152(c)(2)
¢  Care for children age 12 and under
e  (Care is necessary to enable a family member to work, seek employment, or attend school
*  Calculate anticipated child care expenses for the ensuing 12 months
*  Applicants that have not placed their child into care or have no evidence to support payments, deposits,
or registration fees are ineligible for this deduction

Documentation Source Options:

¢  Utilize income tax returns, receipts, or third party verifications provided by a licensed childcare facility
or provider on letterhead that 1. Identifies the child enrolled, 2. Date of enrollment, 3. Payment due, and
4. Payment history

¢ Relatives or non-licensed private individuals who provide care must also provide evidence of payments
made (i.e. canceled checks, money order receipts, bank statements, etc.)

e  Child support payments and school tuition (Pre-K — 8) are not eligible deductions

e Attachment 9-G is an available option to document childcare expenses

¢  Calculations must be included on the Income Calculation Worksheet
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Assets
3555.152(d)

Business Accounts

Documentation Options and Guidance:

2 months of bank statements, Verification of Deposit (VOD), or acceptable evidence to support average
2 month balance carried and current balance

Lenders may use the lessor of the average 2 month balance or the current balance

Lenders must use caution and not overstate assets

USDA does not require evidence for access to joint accounts from all parties to the account

Cash on Hand

Documentation Options and Guidance:

Applicant must supply a letter of explanation to state how the funds were retained (how much
weekly/monthly/etc.)

Lender may accept applicant explanation to verify funds for closing

Cash on hand cannot be considered for reserves

Certificate of Deposit (CD)

Documentation Options and Guidance:

2 statements (monthly, quarterly, etc.) to evidence the account balance and early withdraw penalty if
applicable

Lenders may use the lessor of the average 2 month balance or current balance, minus applicable fees
Lenders must use caution and not overstate assets

USDA does not require evidence for access to joint accounts from all parties to the account
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#10: GUS RESERVES

Earnest S and Gift funds

* Data entry on the Transaction Details GUS application page

* Retain eligible checking/savings
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Earnest Money
Documentation Options and Guidance:
e  Earnest money that has cleared an applicant’s depository account may be entered in the “Other Credits”
section of the “Transaction Details” GUS application page. The amount of earnest money should not be
reflected in the balance of any asset entered on the “Assets and Liabilities™ application page.

e  Earnest money that will be returned to the applicant at loan closing is eligible to be included in the
reserves.

Gift Funds
Documentation Options and Guidance:
e  Gift funds are considered the applicant’s own funds, therefore they are eligible to be returned to the
applicant at loan closing as applicable
*  Gift funds may not be contributed from any source that has an interest in the sale of the property (seller,

builder, real estate agent, etc.)

*  Gift funds must be properly sourced: Gift letter to state the funds do not have to be repaid, evidence of
funds from the party providing the gift, and evidence the funds were deposited into the applicant’s
account. Cash on hand is not an acceptable explanation for the source of funds.

*  Gift funds that will be used for funds to close may be entered in the “Other Credits” section of the
“Transaction Details” GUS application page. The amount entered should not exceed the actual amount
of funds required to close. Remaining gift funds not used for closing assistance may be entered in the
“Asset and Liabilities” application page as “gift funds”. If cash back is received at loan closing, it cannot
exceed monies advanced by the borrower minus utilized gift funds.

*  Gift funds are not eligible to be considered as reserves
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#11: EVERYONE LOVES A GIFT
Gift funds

* Exclusions: Interested Parties

Gifts of Equity

* Reduce the sales price
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Gift Funds
Documentation Options and Guidance:
¢  Gift funds are considered the applicant’s own funds, therefore they are eligible to be returned to the
applicant at loan closing as applicable
e  Gift funds may not be contributed from any source that has an interest in the sale of the property (seller,
builder, real estate agent, etc.)

¢  Gift funds must be properly sourced: Gift letter to state the funds do not have to be repaid, evidence of
funds from the party providing the gift, and evidence the funds were deposited into the applicant’s
account. Cash on hand is not an acceptable explanation for the source of funds.

e  Gift funds that will be used for funds to close may be entered in the “Other Credits” section of the
“Transaction Details” GUS application page. The amount entered should not exceed the actual amount
of funds required to close. Remaining gift funds not used for closing assistance may be entered in the
“Asset and Liabilities” application page as “gift funds”. If cash back is received at loan closing, it cannot
exceed monies advanced by the borrower minus utilized gift funds.

e  Gift funds are not eligible to be considered as reserves

Gift of Equity, Sweat Equity, or Rent Credits
Documentation Options and Guidance:
*  These gifts or credits should be applied as a reduction to the purchase price of the dwelling

e  Ensure the appraiser is aware of the gift and/or credit. This will allow them to properly complete their
appraisal report, note the reduction, and support the appraised value compared to purchase price if
applicable.

*  The borrower may not receive cash back at loan closing for these gifts and/or credits
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#12: JULIAN WHO?

* Attachment 9-D

Julian Calendar removed

ATTACHMENT 2-D — Julian Calendar
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INCOME CALCULATIONS

* One size does not fit all

* Analyze current earnings / history/ income types

* Prepare a LOGICAL calculation
* Document: 3555-21

Attachment 9-A can help!
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#13: Paystub Flexibility

* 4 weeks of earnings
* 4 weeks may not = 30 days

* YTD figure still required
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Effective Date

* 60 days from Procedure Notice publication

* Advance Copy available
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USDA Regulations and Guidelines: HB-1-3555

https://www.rd.usda.gov/publications/regulations-guidelines
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USDA LINC: Training and Resource Library

https://www.rd.usda.gov/programs-services/lenders/usda-linc-training-resource-library
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In accordance with Federal civil rights law and U.S. Department of Agriculture (USDA) civil rights
regulations and policies, the USDA, its Agencies, offices, and employees, and institutions participating in
or administering USDA programs are prohibited from discriminating based on race, color, national origin,
religion, sex, gender identity (including gender expression), sexual orientation, disability, age, marital
status, family/parental status, income derived from a public assistance program, political beliefs, or
reprisal or retaliation for prior civil rights activity, in any program or activity conducted or funded by
USDA (not all bases apply to all programs). Remedies and complaint filing deadlines vary by program or
incident.

Persons with disabilities who require alternative means of communication for program information (e.qg.,
Braille, large print, audiotape, American Sign Language, etc.) should contact the responsible Agency or
USDA's TARGET Center at (202) 720-2600 (voice and TTY) or contact USDA through the Federal Relay
Service at (800) 877-8339. Additionally, program information may be made available in languages other
than English.

To file a program discrimination complaint, complete the USDA Program Discrimination Complaint Form,
AD-3027, found online at How to File a Program Discrimination Complaint and at any USDA office or
write a letter addressed to USDA and provide in the letter all of the information requested in the form.
To request a copy of the complaint form, call (866) 632-9992. Submit your completed form or letter to
USDA by: (1) mail: U.5. Department of Agriculture, Office of the Assistant Secretary for Civil Rights,
1400 Independence Avenue, SW, Washington, D.C. 20250-9410; (2) fax: (202) 690-7442; or (3) email:
program.intake@usda.gov.

USDA is an equal opportunity provider, employer, and lender.
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