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IRS 1040 vs Part 5 (Section 8)

Part 5 is still used for rental and 
homeowner rehabilitation

IRS 1040 used for homebuyer 
program because

Very familiar to homebuyers
Will qualify more households



IRS 1040 vs Part 5 (Section 8)

1040 method does not count
Child Support
Non-taxable Social Security
VA benefits
Imputed interest from assets 



1040 method to qualify as eligible

The 1040 method is used to qualify 
homebuyers under the HUD income limits 
by program but not to set subsidy amount
Limits are 80% Area Median Income (AMI) 
for HOME and CDBG and 120% for NSP
The subsidy amount while generally 20% 
of sales price – will depend on amount 
needed to qualify for mortgage (using 
Fannie Mae underwriting standards)



HUD Income determination Guidance

This policy is designed to comply with 
HUD guidance from “Technical Guide for 
Determining Income and Allowances for 
the HOME Program” found at :
http://www.hud.gov/offices/cpd/affordableh
ousing/library/modelguides/

http://www.hud.gov/offices/cpd/affordablehousing/library/modelguides/
http://www.hud.gov/offices/cpd/affordablehousing/library/modelguides/


HUD Income data sets 

AMI limits are determined annually by 
HUD and are posted at the HUD website:
For CDBG & NSP, the limits are published 
at http://www.huduser.org/datasets/il.html.  
For the HOME Program, the household 
income limits are published at 
http://www.hud.gov/offices/cpd/affordableh
ousing/programs/home/limits/income/.

http://www.huduser.org/datasets/il.html
http://www.hud.gov/offices/cpd/affordablehousing/programs/home/limits/income/
http://www.hud.gov/offices/cpd/affordablehousing/programs/home/limits/income/
http://www.hud.gov/offices/cpd/affordablehousing/programs/home/limits/income/


Eligibility Requirements Residency 

Each household member must be a legal 
resident of the United States

Each household member must complete 
the “Declaration of Section 214 Status”
form



IRS Form 1040 Definition of Income

The definition of adjusted gross income
is the taxable income after eligible 
adjustments allowed according to the IRS 
1040 method (this is line 37 of the 2009 
tax returns) of all adult household 
members (except fulltime students) 
anticipated to be received during the 
coming 12-month period. 



Timing of the Income Determination

For Homebuyer programs (ADR, HPR and 
DPA), households must be determined income 
eligible at the time of purchase (closing).  
For new construction projects, the homebuyers 
must be eligible at the signing of the construction 
contract.
For lease-purchase programs, the homebuyer 
must be eligible at the time the lease is signed
NOTE: generally MSHDA OCD doesn’t approve 
lease purchase programs 



Timing of the Income Determination
continued

A verification document is valid for 6 
months from date of the Checklist, so the 
verification or certification must be within 6 
months of the dates noted above.  If the 
Checklist is older than six months, the 
entire household income must be re-
verified and income projected 12 months. 



Household Size

Income eligibility changes with household size –
count all members of the household except:
Foster Children, Live-in Aides, Children of Live-
In Aides, Unborn Children
Children Being Pursued for Legal Custody or 
Adoption who are not currently living with the 
household. 
a “Family Composition” form must be completed 
to document household size



Whose Income to Count

The IRS 1040 adjusted gross income must 
be counted for:
The head of household; 
Co-head, or spouse (even if temporarily 
absent); and
Any other family member over 18 years of 
age (except full-time students).

NOTE: Student status must be verified



What Income to Count

Taxable Income reportable on IRS 1040:
Wages, salaries, tip, etc. – to project wages 
and salary income see guidance below
Taxable interest  - generally use two year 
average
Dividends – 2 year average
Taxable refunds, credits, or offsets of state and 
local income taxes – 2 year average
Alimony received – past 12 months – project 
forward
Business income or (loss) – 2 year average



What Income to Count (continued)
Capital gains or losses – 2 year average
Other gains or losses (usually one time and not 
projectable)
IRA distributions taxable amount – generally if person 
is age 60 or over, you can use past 12 months and 
project forward
Pension/annuity - taxable amount – current 
monthly/quarterly and project forward for 12 months
Rental real estate, royalties, partnerships, S 
corporations, trusts, etc. (Schedule E) – 2 year 
average
Farm Income or Loss - 2 year average
Unemployment compensation payments – project from 
current amount



What Income to Count (continued)
Social Security taxable amount – current statement 
and project forward (provide "Social Security Benefits 
Worksheet" to compute the taxable amount.)
Other income – This line is used to report income not 
reported elsewhere on Form 1040 or supporting 
schedules, including:

prizes and awards; 
gambling, lottery or raffle winnings; 
jury duty fees; 
taxable distributions from educational and health savings plans
taxable scholarships

NOTE: Most of “other income” not projectable



Treatment of Income from Assets

The IRS Form 1040 method does not require 
imputed income from assets, only the actual 
income listed above.  The current list of IRS 
Form 1040 inclusions and exclusions includes 
the following types of income from assets in the 
income calculation: 
Taxable interest,  
Dividends,  
It also requires distributions from retirement 
accounts to be included as listed above.  



Calculating Income

Annual income is determined by 
estimating a household’s anticipated total 
of taxable income over the next 12 
months. 
Use the family’s current income to 
anticipate the family’s expected annual 
income projected for the next 12 months 
(from the date of application) 



Calculating Income (continued)

Current Income should be verified and 
projected over 12 months 
Weekly pay X 52, monthly X 12 – etc
It is more difficult to project irregular 
income such as temporary, or seasonal 
work, unemployment income etc.
Generally, for irregular work, you can look 
at 12 month history and project 12 months



Projecting Irregular Income

School Employment – Most schools are in session 37 weeks a year: 
calculate at 37 weeks worked and 15 weeks off unless verification 
documents specifically note otherwise.  School employees usually
have a choice of being paid their yearly salary spread out over 37 
weeks or 52 weeks. 
Unemployment Benefits – Multiply the gross weekly benefit by the 
number of weeks remaining in the eligibility period.  Grantees must 
be sure to consult with employers for the possibility of a return to 
employment and/or check with the unemployment office on the 
possibility of an extension of benefits.
Irregular Income (including wages, overtime, commissions etc) –
Use the most recent verification available.  Divide the YTD amount 
by the number of actual weeks to receive an average weekly 
amount.  Multiply the average weekly amount by 52 weeks. 



Exclusions from Income

Items that are specifically excluded from 
(taxable IRS 1040) income include:
Child support. 
Money or property that was inherited, 
willed or given as a gift. 
Life insurance proceeds received as a 
result of someone's death
Various types of Social Security



Adjustments to Income 
The following items may be deducted from gross 
income as noted on IRS Form 1040:
Educator expenses – use 2 year avg. if there is a 
history, if not, last 12 months projected forward
Certain business expenses of reservists etc. – use 2 
year avg. if there is 2 year history, if not - last 12 
months projected forward 
Health Savings Account deduction (attach form 8889) 
– use current deduction but must have at least a 6 
month history to take the deduction
Moving Expenses (note: generally not projectable)
One half self employment tax (attach Schedule SE)



Adjustments to Income (continued)

Contributions to Self Employed SEP, SIMPLE, and Qualified 
plans
Self-employed health insurance (use 12 month history and project 
forward)
Penalty on early withdrawal of savings (generally not projectable)
Alimony paid (provide divorce decree and proof of payment) –
project current forward
IRA deduction, must have current proof of deduction lesser of: 12 
month history projected forward over 12 months, or current 
amount deducted projected over 12 months
Student loan interest deduction use past 12 months and project 
forward
Tuition and fees deduction (proof of enrollment in school, use 12 
month history and project forward)
Domestic productions activities deduction – use 12 month history 
and project forward 



Adjustments to Income (continued)
These deductions can only be taken if there is a 
reasonable basis to project the expense over the 
next 12 months.  
If the applicants are already under the income 
limit (80% AMI for HOME and CDBG, or 120% 
AMI under NSP), then there is no need to take 
these deductions into account.  
If the applicants exceed the income limits, then 
these adjustments can be considered to qualify 
the applicants for assistance.



VERIFICATION OF INCOME

The Third Party Verification (TPV) process 
requires that a MSHDA Grantee contact a third 
party (e.g., employer, financial institution,etc.) to 
obtain information to verify income and/or 
assets.  
HUD requires TPVs because they provide 
independent verification of information and 
permit Grantees to determine if any changes to 
current circumstances are anticipated.



Hierarchy of Preferred Verification Methods

Gross income must be verified using the 
following hierarchy of TPV verification:

1. Up-front income verification (UIV)
2. Third party verification, written
3. Third party verification, verbal
4. Review of original documents (Applicant 

Supplied Documents)
5. Family certification (notarized statement)



Method 1.  Up-Front Income Verification (UIV) 

Up-front income verification (UIV) is the 
verification through an independent source
Maintain income information in computerized 
form for large number of individuals. 
Private sector databases.  MSHDA recommends 
using “The Work Number” who provides 
automated employment and income 
verifications.
The Work Number has a “Standard Service”
which will provide, at no fee, a faxed income 
verification within five (5) business days.  
Grantee may access register at 
www.theworknumber.com or (800) 660-3399. 

http://www.theworknumber.com/


Method 2.  Third Party Verification – Written
TPV is used to verify information directly from the source 
and must be requested by the Grantee 
Multiple forms may be needed to accommodate several 
sources. 
Mailed verifications – When possible include the 
envelope as proof that the verification was received from 
the TPV source. 
Faxed verifications must identify the source’s name 
encoded on the faxed documents or the cover sheet 
showing the source’s name must be stapled to the 
document.
E-mail verifications must identify the source’s name or 
notate, date and sign on the form that the verification 
came from source by e-mail. 



Third Party Verification – Written (cont.)

TPV written would not be required in the 
following cases:
Fee Requests from TPV Source.  MSHDA does 
not require Grantee or applicants to pay a fee for 
verifications to the TPV source. Go to the next 
level of TPV hierarchy.
Letters of Refusal to Provide Verification from 
TPV Source.  When a TPV source refuses to 
provide requested information, the letter of 
refusal will be retained in the project file.  This 
will allow the Grantee to move to the next level 
of TPV hierarchy.



Method 3.  Third Party Verification – Verbal

If an UIV and written TPV are not obtained, 
Grantee must initiate verbal contact with the 
source identified on the Checklist (i.e. 
supervisor, personnel department, etc.) to obtain 
the necessary verification.
The name of contact person, required income 
data (including overtime, premium and pay 
increases), and date and time of contact must be 
included in the file documentation.  The Grantee 
must sign the verbal contact notes. 



Method 4.   Original Documents 
Provided by Family in Lieu of TPV

If an UIV, written TPV, and verbal TPV are not 
obtained, the Grantee must review original 
documents provided by the family as verification 
of income and assets.
Original and authentic verification documents 
are preferred.  Grantee may photocopy to retain 
for project file and return originals to applicant.
Refer to the “Level of Verifications Chart” in 
Attachments section of this Guidebook for 
acceptable applicant-provided documents. 



Method 5.  Family Certification
(Notarized Statement) 

Family certification is a notarized statement 
signed under penalty of perjury in the presence 
of a witness.  Grantee may accept a notarized 
statement or affidavit from the family that 
declares the family’s total monthly or annual 
income and assets verification.  
This method should only be used when no
other verification method is possible.



Use of Income Tax Returns 

A signed copy of the most recent complete 
federal tax returns must be provided for all 
applicants, spouse, and other adult 
household members 
Sign copy of  IRS form 4506 “Request for 
Copy of Tax Return” also is required for 
MSHDA audit purposes 



Use of Income Tax Returns (cont)

Two years tax returns must be provided 
for all self employed individuals. 
If an applicant or other adult household 
member was not required to file a tax 
return, MSHDA will accept a notarized 
affidavit stating the same.
Tax returns is only partial basis of income 
determination – proof of current income 
projected forward is primary basis



DETERMINATION OF LIQUID ASSETS 

All OCD-funded Acquisition Development 
Resale (ADR) homebuyers are eligible for 
a homebuyer subsidy of 20% of the 
appraised value of the home, up to a 
maximum subsidy of $30,000.   
If more than 20% subsidy is needed, a 
homebuyer is required to invest liquid 
assets over $20,000. 



Liquid Assets include:
Cash,  Savings accounts; Checking accounts; Certificates of 
deposit;
Savings amount for an Individual Development Account (IDA);
Total balance of any joint accounts;
Money market or mutual fund accounts;
In trust for accounts – providing the amount is accessible;
Any other bank accounts;  Any stock or bonds;
Funds from gift letters;
Any funds derived or to be derived from the sale of real property, 
any mobile home or other property prior to loan closing.  
Documentation showing net proceeds from any such sale is 
required;
Amount used or borrowed from a life insurance policy, IRA or 401k 
(less penalty) but not including the undistributed amounts; and
Equity in any real property.



Liquid Assets Example:

Example 1: Mary wants to buy an ADR 
home which has an appraised value of 
$100,000.  She is eligible for a homebuyer 
subsidy of $20,000 (20% of $100,000).  
However, Mary only qualifies for a 
mortgage totaling $75,000.  Mary has 
$25,000 in liquid assets.  Mary must apply 
$5,000 of the excess liquid assets to the 
purchase of her home. 



RECORDS AND SUBMISSION REQUIREMENTS
Authorization for Release Of Information 
Household Income Verification Form for homebuyer 
program
Income Verification Cover Sheet  (for each adult non-
student)
School Verification Form(s) – if applicable*
One year  or two yrs. tax return for each adult household 
Signed “Request for Copy of Tax Return”s
Declaration Of Section 214 Status*
Completed VOEs or other documentation for all income
Family Composition form*
Homebuyer Program Checklist



Submitting Income Documentation to MSHDA

All Grantees must submit hard copies of the 
income files to be reviewed by their CD 
Specialist when:
Gross annual income falls within $5,000 or 10% 
of the upper income limit for an OCD program, 
or
Applicant is self-employed.
For all other applicants, all documentation and 
worksheets to be kept in the project file to be 
reviewed on-site by the CDS during a monitoring 
visit. 



QUESTIONS???

For more information see OCD Policy 
bulletin #11 and 11B on Web-site
Contact your CD specialist
Bill Parker, Director of Field Services 
517-373-1462 parkerw@michigan.gov

(see sample package)

mailto:parkerw@michigan.gov














































Fannie Mae Criteria for Counting Borrower(s) Income 
in Ability to Repay Mortgage Loan 

 
 
(This is not MSHDA’s criteria to determine income eligibility under Part 5 or the 1040 
income verification methods.) 
 
 
Generally, Fannie Mae requires that a borrower have sufficient stable income from employment 
and other sources with the reasonable expectation that the income would continue to be 
received in the foreseeable future (usually for 3 years).  The types of income that are included 
are varied, they include but are not limited to: 
 

• Salary and/or wages including commissions, commissions, tips, and overtime 
• Military Income  
• Retirement Income (pensions, IRA distributions etc) 
• Social Security 
• Alimony and child support income received 
• Notes receivable 
• Interest and Dividends 
• Mortgage Differential Payments 
• Trust Income 
• Royalty Payments 
• VA Benefits (not educational benefits) 
• Disability Benefits 
• Unemployment benefits 
• Public Assistance Benefits 
• Auto Allowances 
• Foster Care Income 
• Rental Income 
• Business Income 
• Farm Income 
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