CHAPTER 3 — INCOME QUALIFYING TENANTS

The Process of Determining Tenant Eligibility
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Section 3A — Overview of the Tenant Certification Process
Part 300 General Overview of the Tenant Certification Process

A household’s eligibility to reside in low-income/restricted units must be certified. Documentation
of household income and composition must be obtained.

An overview of the initial eligibility certification procedures is as follows:

1. Prospective tenant households should complete a rental application (Part 607).

2. The head of household and every adult member of the household (i.e. any person age 18
and over) must complete a Checklist (Part 608). The Checklist identifies all income sources

and assets held by the household.

3. Each adult household member should sign a Consent to Release Information form (Part
609).
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4. Verifications for every item marked “yes” by the resident on the checklist must be obtained
by the owner/management. See Parts 336 — 344 (Verifying Income and Assets) for more
information.

5. The owner/management should date stamp all completed verification forms when received
from the third-party employer, bank, or other source.

6. The owner/management agent must determine household income in accordance with the
guidelines outlined in the HUD 4350.3 (Part 301).

7. Once all the income and asset verifications have been obtained, management must prepare
a Tenant Income Certification form (Part 609) for each household.

8. The household’s income must be within LIHTC guidelines and the unit must be rent
restricted. Income limits, rent restrictions, and utility allowances are discussed in
Chapter 4 of this Manual.

9. In addition to being income-qualified, a tenant/household must meet all applicable
household composition and demographic requirements (such as student eligibility, age
restrictions for elderly projects, etc.) to be eligible to reside in a LIHTC unit. For additional
information about these requirements, see Chapter § (Household Composition and
Demographics).

10. A lease agreement (Part 600) must be executed.
11. The owner/management agent must maintain a tenant / unit file (Part 622).

12. The owner/management agent must enter household data into MSHDA'’s Online Tenant
Data Reporting System (Part 700).

13. Annual Recertifications (Part 349) must be conducted when necessary.

For a related topic, see Part 346 (Move-in Dates and Effective Dates of Initial Certifications).

Part 301 HUD Handbook 4350.3 (“HUD 4350.3” - latest version)

To determining eligibility for occupancy in a LIHTC-restricted unit, the incomes of individuals
must be determined in a manner consistent with the determination of annual income under Sec-
tion 8 of the United States Housing Act of 1937, as amended. The HUD Handbook 4350.3
“Occupancy Requirements of Subsidized Multi-family Housing Programs” (“HUD 4350.3”
or “Handbook”) describes the calculation methodology for income and assets and income inclu-
sions and exclusions.

The HUD 4350.3 is used by the LIHTC program, but was not created specifically for the LIHTC
program, so not every part of the HUD handbook applies to LIHTC. The relevant portions of the
HUD 4350.3 include the following:

e Chapter 3, Part 3-6 (E) E (Income Limits and Family Size)
e Chapter 5, Section 1 (Determining Annual Income), Parts 5-3 through 5-7
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o Chapter 5, Section 3 (Verifications)

Among the portions of the HUD 4350.3 that are not applicable to the LIHTC program are refer-
ences to EIV, adjustments to income, and deductions from income, HUD forms (50058, 50059,
Consent to Release, etc.), Interim Recertifications, and recordkeeping requirements.

A copy of the Handbook can be obtained at HUD 4350.3. A link to the HUD 4350.3 is also avail-
able on the MSHDA website (Part 201).

Section 3B - Income

This Section provides a brief overview of how to calculate household income. Owners/managers
should thoroughly review the income rules and guidance provided in the HUD Handbook
4350.3 (Part 301).

Part 302 Income, General Definition of

Annual income for the LIHTC Program is defined as the gross amount of income anticipated to
be received by members of the household during the 12 months following the date of
certification or recertification. Annual income includes all amounts received by, or on behalf of,
the family head or spouse (even if temporarily absent) or to any other family member, unless the
income is excluded as discussed in HUD 4350.3, 5-6(R) or another portion of the HUD 4350.3.

Annual income has two components:

1. Regular income is income received from traditional sources, such as, gross wages,
salaries, tips, social security, pensions, unemployment compensation, and child support.

2. Asset income is income derived from savings accounts, interest-bearing checking
accounts, real estate, and other investments.

As stated in the HUD 4350.3, although the definitions of annual income used for the programs
covered in this handbook (and the LIHTC Program) have some similarities with rules used by
the U.S. Internal Revenue Service (IRS), the tax rules are different from the HUD program rules.

Income Limits are discussed in Chapter 4 of this Compliance Manual.

Part 303 Income Inclusions

Per the HUD 4350.3, Annual Income includes:

e Full amount (before payroll deductions) of wages and salaries, overtime pay, commissions,
fees, tips and bonuses and other compensation for personal services (Employment).

¢ Net income from the operation of a business or profession.

e Interest, dividends and other net income of any kind from real or personal property (Income
from Assets).
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e Full amount of periodic amounts received from:

Social Security.

Annuities.

Insurance policies.

Retirement funds.

Pensions.

Disability or Death benefits.

Other similar types of periodic receipts, including:

» Lump-sum amount or prospective monthly amounts for the delayed start of a periodic
amount (except for deferred periodic payments of supplemental security income and
social security benefits).

e Payments in lieu of earnings, such as:
= Unemployment and disability compensation.
= Worker's compensation and severance pay (except for lump-sum additions to family

assets).
= Welfare assistance.

e Periodic and determinable allowances, such as:
= Alimony
= Child support payments.
= Regular contributions or gifts received from organizations or from persons not residing in

the dwelling.

e All regular pay, special pay and allowances of a member of the Armed Forces (except for
special pay for exposure to hostile fire).

e For Section 8 programs only, any student financial assistance (except loans), in excess of
amounts received for tuition.

Part 304 Income Exclusions

Annual income includes all amounts that are not specifically excluded by regulation. In other
words, if a particular type of income is not specifically identified as being excluded, then it must
be counted as income for LIHTC purposes.

Per the HUD 4350.3, Paragraph 5-6R, Exclusions from Annual Income are as follows:

Income from the employment of children (including foster children) under the age of 18.

e Payment received for the care of foster children or foster adults (usually persons with
disabilities, unrelated to the tenant family, who are unable to live alone.

e Lump-sum additions to family assets, such as inheritances, insurance payments (including
payments under health and accident insurance and worker’s compensation), capital gains
and settlement for personal or property losses.

¢ Amounts received by the family, that are specifically for, or in reimbursement of, the cost of
medical expenses for any family member.

e Income of a live-in aide.

e Subject to the inclusion of income for the Section 8 program for students who are enrolled in
an institution of higher education under Annual Income Includes, above, the full amount of
student financial assistance either paid directly to the student or to the educational
institution.

e The special pay to a family member serving in the Armed Forces who is exposed to hostile
fire.
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Amounts received under training programs funded by HUD.

Amounts received by a person with a disability that are disregarded for a limited time for
purposes of Supplemental Security Income eligibility and benefits because they are set
aside for use under a Plan to Attain Self-Sufficiency (PASS).

Amounts received by a participant in other publicly assisted programs which are specifically
for or in reimbursement of out-of-pocket expenses incurred (special equipment, clothing,
transportation, child care, etc.) and which are made solely to allow participation in a specific
program.

Resident service stipend (not to exceed $200 per month).

Incremental earnings and benefits resulting to any family member from participation in
qualifying State or local employment training programs and training of a family member as
resident management staff.

Temporary, non-recurring or sporadic income (including gifts).

Reparation payments paid by a foreign government pursuant to claims filed under the laws
of that government by persons who were persecuted during the Nazi era.

Earnings in excess of $480 for each full time student 18 years old or older (excluding head
of household, co-head or spouse).

Adoption assistance payments in excess of $480 per adopted child.

Deferred periodic payments of supplemental security income and social security benefits
that are received in a lump sum amount or in prospective monthly amounts.

Amounts received by the family in the form of refunds or rebates under State of local law for
property taxes paid on the dwelling unit.

Amounts paid by a State agency to a family with a member who has a developmental
disability and is living at home to offset the cost of services and equipment needed to keep
the developmentally disabled family member at home.

Federally Mandated Exclusions:

Value of the allotment provided to an eligible household under the Food Stamp Act of 1977.
Payments to Volunteers under the Domestic Volunteer Services Act of 1973.

Payments received under the Alaska Native Claims Settlement Act.

Income derived from certain submarginal land of the US that is held in trust for certain Indian
Tribes.

Payments or allowances made under the Department of Health and Human Services’ Low-
Income Home Energy Assistance Program.

Payments received under programs funded in whole or in part under the Job Training
Partnership Act.

Income derived from the disposition of funds to the Grand River Band of Ottawa Indians.
The first $2000 of per capita shares received from judgment funds awarded by the Indian
Claims Commission or the US. Claims Court, the interests of individual Indians in trust or
restricted lands, including the first $2000 per year of income received by individual Indians
from funds derived from interests held in such trust or restricted lands.

Payments received from programs funded under Title V of the Older Americans Act of 1985.
Payments received on or after January 1, 1989, from the Agent Orange Settlement Fund or
any other fund established pursuant to the settlement in In Re Agent-product liability
litigation.

Payments received under the Maine Indian Claims Settlement Act of 1980.
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e The value of any child care provided or arranged (or any amount received as payment for
such care or reimbursement for costs incurred for such care) under the Child Care and
Development Block Grant Act of 1990.

o Earned income tax credit (EITC) refund payments on or after January 1, 1991.

Payments by the Indian Claims Commission to the Confederated Tribes and Bands of
Yakima Indian Nation or the Apache Tribe of Mescalero Reservation.

e Allowance, earnings and payments to AmeriCorps participants under the National and
Community Service Act of 1990.

e Any allowance paid under the provisions of 38U.S.C. 1805 to a child suffering from spina
bifida who is the child of a Vietnam veteran.

e Any amount of crime victim compensation (under the Victims of Crime Act) received through
crime victim assistance (or payment or reimbursement of the cost of such assistance) as
determined under the Victims of Crime Act because of the commission of a crime against
the applicant under the Victims of Crime Act.

e Allowances, earnings and payments to individuals participating under the Workforce
Investment Act of 1998.

Part 305 Gross Income, Not the Net or Adjusted Income Amount

A household’s gross income amount, not the adjusted or net income amount, is used for
determining LIHTC eligibility. Gross income does not include certain types of monetary receipts
that are specifically excluded as income in the HUD 4350.3 (Part 5-6R), as discussed in Part
301.

There may be variations in how different types of allowances and expenses are characterized
and, therefore, each situation must be evaluated individually. (Note: Any subsequently issued
information published by the IRS or HUD related to these topics will supersede the positions
presented in this Part.)

HUD allowances and deductions such as child care allowance, elderly household allowance,
medical expense deduction, dependent allowance, and handicapped assistance allowance that
are commonly used in some government housing programs (such as the HUD Section 8
Program) are not subtracted from a household’s gross income to determine income eligibility for
LIHTC purposes.

Payroll deduction such as income taxes, social security taxes, and insurance premiums that
are commonly subtracted from a worker’s income to arrive at net taxable income are not
excluded in determining gross income for LIHTC purposes. In other words, these amounts must
be counted as part of gross income for LIHTC purposes.

Subtractions from pay for such things as union dues and fringe benefits such as medical
insurance are not excluded from gross income (i.e. must be included as part of household
income). For example:

e Tim earns gross wages in the amount of $200 per week. He pays $10 per week for union
dues and $25 per week for health insurance, both of which are deducted from his paycheck.
Neither the union dues nor the cost of the health insurance are excluded (subtracted) from
Tim’s gross income calculation for LIHTC purposes, regardless of whether the deductions
are optional or mandatory. Tim’s gross weekly income is $200.
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Work expense allowances, such as car allowances and work uniform cleaning allowances are
not excluded (subtracted) from gross income if those amounts are not reimbursements based
on the actual expenses incurred and the tenant has discretion over how to use all or a portion of
these funds. A couple of examples are as follows:

Example 1 — Steve works for a restaurant and is required to wear a uniform. The employer
pays Steve an extra $25 per month to cover the cost of cleaning the uniform. Steve’s actual
cleaning expense is less than $25 per month since he elects to launder the uniforms himself
rather than have them professionally cleaned. Tim’s employer does not require that he
provide documentation on how the $25 was spent or that he return any unused portion of
the $25 allowance. Since Tim has discretion over the use and amount of the allowance
provided, the entire $25 must be included as part of his annual income.

Example 2 — Chris works as a health care aide for a company that provides home-based
services. As part of her job, she must travel to different homes throughout the city. Her
employer gives her $300 per month as a car allowance, which appears in her paycheck.
She uses her personal car for work and her gas and maintenance expense vary from month
to month. Her employer does not require that she return the portion of the $300 allowance
that she does not expend each month. Chris is not required to complete a travel expense
reimbursement request form for her employer and she has discretion over how to use the
unused portion. The $300 allowance must be included as part of Chris’ gross income for
LIHTC purposes.

Travel reimbursements based on the actual expense incurred by the employee are not
included as part of annual income for LIHTC purposes.

The value of fringe benefits provided by an employer, such as health club memberships and
medical insurance are not included as part of household income (nor is the value of the benefits
subtracted from annual income). For example:

Mary’s gross wages are $15,000 per year. As a fringe benefit, her employer also provides
her with a free membership to a local fitness club, valued at $65 per month. The cost of the
membership is paid by her employer directly to the health club. Even if Mary elects not to
use the free gym membership, her employer will not give her the $65 in cash as an
alternative. Since Mary does not receive the $65 in her pay, she does not have discretion
over the use of the $65. The value of the $65 gym membership is not added to Mary’s
household income for LIHTC purposes (nor is the $65 subtracted from her gross income,
even if she elects not to use the membership).

Part 306 Upfront Income Verification (UIV)

74 FR 4831, published by HUD on January 27, 2009, effective March 30, 2009

As of the date of issuance of this Compliance Manual, it appears that HUD’s September 2009
Rule (discussed below) is NOT applicable to the LIHTC Program, which is not a public or
assisted housing program. LIHTC projects must continue to project income based on the
upcoming 12-month period, except where other methods are specified in the HUD 4350.3.
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The UIV rule permit public or assisted housing programs (which does not include the LIHTC
program) to use of actual or past actual income as the method of determining annual income for
public and assisted housing programs, based on either:

e Actual income being received (projected forward for a 12-month period); or
e Past actual income received or earned within the last 12 months of the determination date
when:
= Family reports little or no income; or
= The owner/manager is unable to determine annual income due to fluctuations in
income such as seasonal or cyclical income; the owner/manager may average past
actual income received or earned within the last 12 months to calculate annual income.

For information about topics related to zero income and anticipated income, see Part
332(Certifying Tenants with Zero Income) and Part 313 (Anticipated Income).

For similar topics, see Fixed Income Verification (Part 344) and Income Averaging (Part 129).

Part 307 Calculating Total Household Income

After all income and asset information has been obtained, all sources of income are added
together to calculate the total household income. The total household income must be less than
or equal to the maximum allowable income limit in effect at the time of tenant certification for the
household to initially qualify for a restricted unit. If the total household income is greater than the
maximum allowable income limit, the household is not eligible to reside in a restricted unit. All
income and assets are summarized on the Tenant Income Certification (TIC) form (Part 609).

Per the HUD 4350.3, Figure 5-2: Whose Income is Counted?

Members Employment Income Other Income (including
income from assets)
Head Yes Yes
Spouse Yes Yes
Co-head Yes Yes
Other adult (including foster adult) Yes Yes
Dependents
Child under 18 No Yes
Full-time student over 18 See Note Below Yes
Foster Child under 18 No Yes
Non-members
Live-in aide No No

Note: The earned income of a full-time student 18 years old or older who is a dependent is
excluded to the extent that it exceeds $480.
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Section 3C — Select Income Sources

This Section discusses only a few income sources. Owners and managers should thoroughly
read the HUD 4350.3 for information about income and asset sources.

Part 308 Educational Scholarships, Grants, and other Student

Financial Assistance

HUD 4350.3, Paragraph 5-6E; HUD Notice 205-12; IRS 8823 Guide

For LIHTC purposes, the treatment of educational scholarships, grants, and other types of
student financial assistance is dependent on whether the student is receiving Section 8
assistance.

A. Not Receiving Section 8 Assistance

All forms of student financial assistance, no matter how it is used, are excluded from annual
income. Financial assistance includes grants, scholarships, educational entitlements, work
student programs, and financial aid packages.

It doesn’t matter whether the assistance is paid to the student or directly to the
educational institution.

It also doesn’t matter if the student is over or under the age of 18 or whether the student
is a head of household, spouse, co-head, or dependent.

Gl Bill is counted as student financial assistance.

B. Receiving Section 8 Assistance

All financial assistance received from the following sources in excess of tuition is includable
in income.

1.

The Higher Education Act Assistance under the Higher Education Act of 1965 (as
amended) including Pell Grants, Federal Supplemental Educational Opportunity Grants,
Academic Achievement Incentive Scholarships State Assistance Partnership Program,
the Roger G. Byrd Honors Scholarship Program, and the Federal Work Study Program.

¢ Financial assistance does not include loan proceeds for the purpose of determining
income.

Private sources (nongovernmental) of assistance, including assistance provided by a
parent, guardian, or other family member, whether residing within the family in the
section 8 assisted unit or not, or from other persons not residing in the unit.

Institutions of higher education, when the specific institution and scholarship amount are
referenced. An institution of higher learning provides education beyond high school (or
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equivalent), is accredited (or has reaccreditation status), is legally authorized to provide
a program of education beyond the high school level, awards a bachelor’s degree or
provides a two-year program that is acceptable for full credit towards such a degree. The
institution may be public or nonprofit.

Institutions of higher education also includes any school providing education beyond
high school (or equivalent), that is accredited (or has reaccreditation status), is legally
authorized to provide a program of education beyond the high school level, which
provides not less than a one year program of training to prepare students for gainful
employment in a recognized occupation. The institution may be public or nonprofit.

Finally, an institution of higher learning includes public and nonprofit private educational
institutions in any state that, in lieu of providing education beyond high school, admits
students who are beyond the age of compulsory school attendance in the state in which
the institution is located.

Exception: Financial assistance received from one of the sources above, in excess of tuition, is
not includable in income if either of the two following exceptions is applicable:

1.

The student is over the age of 23 with dependent children, or

2. The student is living with his or her parents who are applying for, or receiving, Section 8

assistance.

Tuition

Tuition shall have the meaning given this term by the institution of higher education in which
the student is enrolled.

Educational Financial Assistance in excess of tuition and other required fees and charges
are included as income when determining annual income. Required fees include all fixed
sum charges that are required of a large portion of all students.

Counted as “Tuition” — Examples of required fees include, but are not limited to, writing and
science lab fees and fees specific to the student’s major or program.

Not counted as “Tuition” — Expenses related to attending an institution of higher education
must not be included as tuition. Examples of these expenses include, but are not limited to,
room and board, books, supplies, meal plans, transportation and parking, student health
insurance plans, and other non-fixed sum charges. (In other words, the amount the student
spends for these excluded items is not subtracted from household income.)

Owners/agents must verify the amounts of tuition and required fees. Owner/agents can
verify those amounts using the student’s bill or account statement (including an online
account statement) or by contacting the school financial administration office directly. The
school’s website may provide an itemized list covering tuition and fees that are charged to a
maijority of their students.
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Part 309 Chart of Student Financial Assistance Examples

LIHTC tenant
(with no Section
8 assistance)

LIHTC tenant with Section
8, but does not meet an
exemption

LIHTC tenant with
Section 8, and
meets an exemption

Scenarios

Patricia is a
member of a
three-person
LIHTC household
in which she is
the only member
who is a student.

Jason and Olivia are both 20
years old and married with
no children. They are a two-
person household receiving
Section 8 rental assistance
in a LIHTC unit. Jason is a
student. Olivia is not a
student.

Mary is 18 years old
and resides with her
parents (the Smiths)
in an LIHTC unit. The
Smiths are a five-
person household
that receives Section
8 assistance. Mary is
the only member who
is a student.

LIHTC Student
Rule eligibility
(see Part 507)

Yes. The
household is not
comprised
entirely of full-
time students.

Yes. Jason is married and
eligible to file a joint tax
return.

Yes. The household
is not comprised
entirely of full-time
students.

expenses

HUD Student N/A. Not a Yes. Jason is married. Yes. Mary resides
Rule eligibility | Section 8 with her Section 8
(see Part 514) household. eligible parents.
Student No, none is Yes, counted as income No, not counted as
Financial counted as income
Assistance income since a
(SFA) Section 8

participant
Student is Yes. Patricia’s No. The household receives | Yes. The student is
Exempt from household does section 8 assistance but is exempt because she
HUD'’s rule not receive any not exempt because Jason resides with a parent
regarding HCV or Section 8 | neither resides with a parent | that receives Section
counting assistance. that receives Section 8 8 assistance.
financial aid in assistance nor is he over the
excess of age of 23 with a dependent
tuition as part child. Therefore, the amount
of annual of his SFA that exceeds
income. tuition must be counted.
Financial Aid $10,000 $10,000 $10,000
Less: Tuition $6,000 $6,000 $6,000
Less: Lab Fees | $750 $750 $750
Books $500 $500 $500
Total college $7,250 $7,250 $7,250
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LIHTC tenant
(with no Section

LIHTC tenant with Section
8, but does not meet an

LIHTC tenant with
Section 8, and

8 assistance) exemption meets an exemption
Amount $0 $3,250 $0.
included as (no portion of ($10,000 less $6,000 less Since Mary lives with
part of SFA is counted) $750). SFA in excess of her parents who
household tuition is counted. Per HUD’s | receive Section 8
income. amended definition of tuition, | assistance, no portion

of her SFA is counted
as income.

amounts paid for books are
not treated as “tuition” and
therefore are not subtracted
from household income.

Part 310 Child Support Income

IRS Revenue Ruling 2004-82

Child support income received and/or reasonably anticipated to be received by a prospective or
existing resident must be included when determining gross annual income. Child support
income must be calculated and third-party verified in accordance with HUD 4350.3
requirements. Additional information about child support income is contained in Chapter 5 of
HUD Handbook 4350.3 Rev 1 (or latest revision).

Families with Court Order/Judgment for Child Support

To determine if an applicant is income eligible, the full court ordered annual amount of child
support must be included in the calculation of gross income for new move-in/initial eligibility
certifications. If the applicant is income eligible with the full court ordered amount included, there
is no need to use less than this amount for the calculation of gross income, even if the family is
not receiving child support payments on a regular basis. Third party verification and a copy of
the child support documentation (order/judgment) must be included in the tenant file.

Families with Court Order/Judgment — Not Receiving Full Child Support Payments

If the applicant is not receiving the full amount of child support ordered and income eligibility is
negatively affected (i.e. applicant is not income eligible) then further due diligence and additional
documentation is required to determine income eligibility. Third party verification, child support
documentation (order/judgment), and a signed Child Support Certification form must be included
in the tenant file.

Scenario #1: No child support income is received for the past 12 months (consecutive

period)

¢ Include full ordered annual amount of child support income or,

¢ Include zero income for child support, only if the owner/management agent obtains a
Friend of the Court (FOC) statement or printout detailing a 12-month history of
sporadic payment and at least one of the following:

= Documentation that FOC has instituted collection efforts on behalf of the
applicant/resident (i.e. show cause hearing notice, bench warrant, etc.); or
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» Applicant/resident letter addressed to FOC (along with a sworn, self-affidavit that
letter was mailed to FOC) indicating the following:
» Notification that child support payments are not being received.
» Specify details regarding missing payments (i.e. Feb-Dec. 2008, Jan.-Mar. 2009,
etc.).
» Authorization and/or request that FOC pursue collection on behalf of the
applicant/ resident.

Scenario #2: Less than the full amount of child support income is received on an annual

basis for the past 12 months (consecutive period).

o Include full ordered annual amount of child support income or,

¢ Include average annual income for child support, only if the owner/management agent
obtains a Friend of the Court (FOC) statement or printout detailing a 12-month history
of sporadic payment and at least one of the following:

= Documentation that FOC has instituted collection efforts on behalf of the
applicant/resident (i.e., show cause hearing notice, bench warrant, etc.); or

= Applicant/resident letter addressed to FOC (along with a sworn, self-affidavit that
letter was mailed to FOC) indicating the following:
» Notification that child support payments are not being received.
» Specify details regarding missing payments (i.e. Feb-Dec. 2008, Jan.-Mar. 2009,
etc.).
» Authorization and/or request that FOC pursue collection on behalf of the
applicant/ resident.

Scenario #3: Owners are expected to use reasonable judgment as to the most reliable
approach to anticipate the amount of child support the tenant will receive during the year.

e The most conservative method from an income-eligibility standpoint would be to use the
full judgment amount, or

e The owner may annualize based on the total amount received and period covered on the
third-party verification. This method requires a detailed Friend of the Court report
verifying the actual child support payments received from the date of the judgment to the
current date. Chapter 5 of the HUD 4350.3 describes the methodology for annualizing
income.

Families without a Court Order/Judgment for Child Support

If child support income is being received and the family does not have a court order/judgment,
per IRS Revenue Ruling 2004-82, a sworn self-certification (Child Support Certification form) is
considered acceptable for Section 42 purposes and must be included in the tenant file.

Child Support Arrearages

HUD has published the following below on its PIH Rental Integrity Summit FAQs page of its
website. (While that portion of HUD’s website is for Public and Indian Housing, HUD’s answer
references “24 CFR 5.609”, which is applicable to HUD-subsidized multifamily housing
programs and other housing programs, including LIHTC, that use the HUD 4350.3 for purposes
of income calculation).
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Question: Regarding child support payments, when the child turns 18 and is still receiving
payments for arrears, would the PHA count this as annual income?

HUD'’s Answer: Yes. Pursuant to 24 CFR 5.609, annual income means all amounts,
monetary or not, which goes to, or on the behalf of, the family head or to any other family
member, that are anticipated to be received from a source outside the family during the 12-
month period following admission or the annual reexamination effective date.

Question: If a family receives different amounts each month (e.g., $500 - $700) in child
support payments, and, for one month, receives a lump-sum payment of $10,000 for
arrears, must the PHA project annual income including the $10,0007?

HUD’s Answer: For the year in question, the $10,000 is income received for child support
and should be counted as usual.

Part 311 Funds Paid to a Former Spouse

HUD Handbook 4350.3 Rev. 1 CHG-2 states that “federal government pension funds paid
directly to an applicant’s/tenant’s former spouse pursuant to the terms of a court decree of
divorce, annulment, or legal separation are not counted as annual income. The state court has,
in the settlement of the parties’ marital assets, determined the extent to which each party shares
in the ownership of the pension. That portion of the pension that is ordered by the court (and
authorized by the Office of Personnel Management (OPM), to be paid to the applicants/tenants
former spouse is no longer an asset of the applicant/ tenant and therefore is not counted as
income. However, any pension funds authorized by OPM, pursuant to a court order, to be paid
to the former spouse of a federal government employee is counted as income for a
tenant/applicant receiving such funds.”

Change 3 to HUD Handbook 4350.3, which was issued on June 23, 2009 and became effective
on August 1, 2009, expanded excluded income to pensions of all types when part of the
pension is paid to a former spouse by court order. This previously applied to only federal
pensions.

While the HUD 4350.3 Rev.-1 CHG-2 references pensions, it appears the portions of other
types of income (such as proceeds from rental contracts, etc.) that are divided pursuant to a
court decree also do not count as income.

Note that, per the HUD 4350.3, alimony paid by a resident to a former spouse is not excluded
from the resident’s income, even if the funds are garnished from the resident’s earnings.
Alimony received by a resident must be counted as part of the resident’s household income.

Part 312 Income from Self-Employment or Business Ownership

Per the IRS 8823 Guide, the net income from the operation of a business, profession, or sole
proprietorship businesses is included in income. Net income is gross income less business
expenses, interest on loans, and depreciation computed on a straight-line basis. Salaries paid to
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the applicant or other household members from the business must also be identified and
included in income. Business expenses do not include principal payments on loans, interest on
loans for business expansion or capital improvements, or other expenses for business
expansion or outlays for capital improvements. If the net income from a business is negative, it
must be counted as zero income. A negative amount cannot be used to offset other family
income.

The following documents show income verification for the previous year. Owners or their agents
must consult with tenants and use this data to estimate income for the next 12 months:

a.

Copy of individual federal income tax return (1040) including any:
e Schedule C (Small Business).

e Schedule E (Rental Property Income).

e Schedule F (Farm Income).

Copy of Corporate or Partnership tax return (if applicable).

Audited or un-audited financial statement(s) of the business (such as a recent profit and loss
statement).

Applicant's notarized statement or affidavit as to net income realized from the business
during the previous year.

All tax returns and related documents must be signed and dated.

For a related discussion, see Part 842 (Resident-operated Businesses in LIHTC Units).

Part 313 Anticipated Income

While anticipated income from employment that has not yet been secured (as discussed in Part
333 (Unemployed Adult Household Members)) does not have to be estimated and included as
part of household income, anticipated income from other sources must be included if the
amounts can be estimated with reasonable certainty and the date of receipt of the income can
be reasonably approximated.

Gary is 64 years old at the time of his August 1, 2008 recertification. He will turn 65 in
February 2009 and begin receiving pension benefits. Pension benefits must be included as
part of Gary’s household income because it is certain to occur and the amount he will
receive can be estimated with reasonable certainty. [Six months of pension benefits
anticipated to be received from February 2009 through July 2009 must be included as
income on the August 1, 2008 recertification.]

Mary has applied for Worker’s Compensation benefits, but has not yet been approved for
them. She thinks a decision might be made within the next few months, but that is uncertain.
Because the amount and date of commencement of the benefits are unknown, anticipated
income from Worker’'s Compensation does not have to be included as Mary’s income.

Brian and Jill Miller recently relocated to Michigan from out-of- state. Brian has secured a job
as an electrician in Michigan. Jill is presently unemployed and has not yet secured a job in
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Michigan, but is actively seeking a job in the same field she worked in prior to relocating to
Michigan. In her previous state of residence, she earned $25,000 per year as a teacher’s
assistant. In calculating the anticipated annual income of the Miller household for purposes
of determining eligibility to reside in a LIHTC unit, only Brian’s employment income need be
counted. No income amount needs to be counted for Jill because she is not presently
employed and does not know how long it will take her to find a job. Jill must complete a Zero
Income Certification (see Part 332).

e Same scenario as above, but Jill will continue to work out-of-state and will be joining Brian in
Michigan in a few months. Since Jill is still currently employed in another state at the time
the initial move-in certification is conducted, her current salary must be annualized to
anticipate earnings for purposes of determining the Millers’ eligibility to reside in the LIHTC
unit, even though her relocation to Michigan is planned to occur later during the year. For
related topics, see Part 801 (Changes in Household Composition) and Part $28 (Married
Persons Not Living with Spouse).

For a related discussion, see Part 305 (Projected Income vs. Past Actual Income).

Part 314 Military Basic Housing Allowance

H.R. 3221 “the Housing and Economic Recovery Act of 2008” (HERA)

The recipients of the military basic housing allowance must include these amounts as income
for purposes of determining LIHTC eligibility, except for that of tenants residing near qualified
military bases.

As of the date of the issuance of this Compliance Manual, there are no known military bases in
Michigan (and no Michigan counties which are contiguous to a qualifying military base) that
meet the criteria for the exclusion of the enlistee’s basic housing allowance as income.

For information about short-term or temporary income, such as unemployment compensation,
see Part 328 (Income Computations and Projects).

Part 315 Veterans Administration (VA) Aid & Attendance Payments

According to the U.S. Department of Veterans Affairs website, Aid and Attendance (A&A) is an
enhanced or special monthly pension benefit paid in addition to basic pension. The information
portion on the website states that an individual cannot be eligible for receiving A&A without first
establishing eligibility for a basic VA pension. Below are the four instances the VA indicates a
veteran may be eligible for A&A:

1. The Veteran requires the aid of another person in order to perform his or her activities of
daily living, such as bathing, feeding, dressing, attending to the wants of nature, adjusting
prosthetic devices, or protecting himself/herself from the hazards of his/her daily
environment, OR,

2. The Veteran is bedridden, in that his/her disability or disabilities requires that he/she remain
in bed apart from any prescribed course of convalescence or treatment, OR,

3. The Veteran is a patient in a nursing home due to mental or physical incapacity, OR,
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4. The Veteran has corrected visual acuity of 5/200 or less in both eyes; or concentric
contraction of the visual field to 5 degrees or less.

Owners are reminded pursuant to 24 CFR 5.609(c)(4), any money received by the family that is
specifically for, or in reimbursement of, the cost of medical expenses for any family member is
excluded from annual income. Because of this, the owner must verify any amount provided for
A&A which is used for medical expenses and exclude the verified amount. Any portion of the
benefit not being used for medical expenses must be included as income.

Section 3D — Assets

This Section provides a brief overview of how to value and calculate income from assets.
Owners/managers should thoroughly review the asset rules and guidance provided in the HUD
Handbook 4350.3 (latest version), “Occupancy Requirements of Subsidized Multi-family
Housing Programs”, which is discussed in Part 301 of this Compliance Manual.

Part 316 Assets

Asset information must be obtained at the time of the initial move-in certification and at
recertification. The applicant/ tenant lists all assets owned by the household on the MSHDA
Checklist. Per the HUD 4350.3, Paragraph 5-7:

e Assets include:
= Stocks, bonds, Treasury bills, certificates of deposit, money market accounts
» [ndividual retirement and Keogh accounts

» Retirement and pension funds

= Cash held in savings and checking accounts, safe deposit boxes, homes, etc.

= Cash value of whole life insurance policies available to the individual before death
= Equity in rental property and other capital investments

= Personal property held as an investment

= Lump sum receipts or one-time receipts

= Mortgage or deed of trust held by an applicant

= Assets disposed of for less than fair market value.

e Assets do not include:
= Necessary personal property (clothing, furniture, cars, wedding ring, vehicles specially
equipped for persons with disabilities)

= [nterests in Indian trust land

= Term life insurance policies

= Equity in the cooperative unit in which the family lives
= Assets that are part of an active business

= Assets that are not effectively owned by the applicant or are held in an individual’s name
but:
» The assets and any income they earn accrue to the benefit of someone else who is
not a member of the household, and that other person is responsible for income
taxes incurred on income generated by the assets.
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» Assets that are not accessible to the applicant and provide no income to the
applicant (Example: A battered spouse owns a house with her husband. Due to the
domestic situation, she receives no income from the asset and cannot convert the
asset to cash.)

e Assets disposed of for less than fair market value as a result of:
= Foreclosure
= Bankruptcy

= Divorce or separation agreement if the applicant or resident receives important
consideration not necessarily in dollars.

Part 317 Valuing Assets

The cash value of an asset is the amount the family would receive if the asset were converted

to cash. Cash value is the market value of the asset minus reasonable costs that were or would
be incurred in selling or converting the asset to cash. Types of expenses that may be deducted
include:

Penalties for withdrawing funds before maturity.

Broker/ legal fees assessed to sell or convert the asset to cash.

Settlement costs for real estate transactions.

Loans on the asset (for business loans, only subtract interest paid on, unless used for
business expansion or capital improvement).

Asset information must be obtained at the time of the initial move-in certification and at
recertification. The applicant/tenant indicates all assets owned by the household using the
MSHDA Checklist. After the applicant/ tenant completes the Checklist, the owner/ management
agent must do the following:

1. Determine whether an item, piece of property or account is an asset. See Part 316.

2. Determine if any assets have been divested or disposed of by the household members. See
Part 322.

3. Obtain third-party verification of the cash value of each asset. See Part 337.

4. Calculate the cash value of each asset. See Part 319.

5. Determine if the household has assets that have a combined cash value in excess of
$5,000. See Part 320.

6. Determine the actual income generated by each individual asset. Calculate the total actual
income generated from all assets. See Part 319.

7. Determine the imputed income derived from the assets using the HUD Passbook Rate. See
Part 318.

8. Have the applicant affirm that the information provided is correct by executing the Tenant
Income Certification form. See Part 609.

Part 318 HUD Passbook Rate

HUD Housing Notice 2014-15
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As of the date of publication of this Compliance Manual, the Passbook Rate is 0.06% (six tenths
of one percent). The 0.06% rate must be used for all certifications effective on February 1, 2015
or later.

HUD will review this 0.06% rate periodically and may adjust it if deemed necessary. All tenant

certifications and recertifications must be completed using the passbook rate in effect at the
time they are completed.

Part 319 Calculating Income from Assets ($5,000 Total or Greater)

If net family assets exceed $5,000, asset income (which must be included as part of household
income) will be the greater of:

a. Actual asset income; or
b. Net family assets times the HUD approved passbook rate for the area (the imputed income
from assets).

Below is an example of calculating income from assets greater than $5,000:

Type of Asset Cash Value of | Actual Income Imputed
Asset from Asset Income

Checking Account (non-interest $ 300.00 $0.00

bearing)

Savings Account (3% interest rate) $ 2,000.00 $ 60.00

Certificate of Deposit’ $ 9,000.00 $550.00

Stamp Collection $15,000.00 $0.00

Total $26,300.00 $ 610.00

Total Cash Value times the $15.78

Passbook Savings Rate (.06%)?

Amount of Asset Income to include $610.00

in annual household income

"The CD has a face value of $10,000 with an interest rate of 5 ¥ percent and a 10% penalty
for early withdrawal, for a cash value of $9,000 and actual income of $550.

2Since total household assets ($26,300) exceed $5,000, their imputed income must be
calculated. Total Assets x 0.06% HUD Passbook Rate = $26,300 x .0006 = $15.78.

The household’s annual income must include the $670 actual asset income because it is
greater than the imputed income from assets.

Part 320 Net Family Assets less than or Equal to $5,000

If net family assets are less than or equal to $5,000, asset income will equal actual yearly
income from assets. The actual yearly income from assets must be included as part of
household income. Below is an example of calculating net assets less or equal to $5,000:
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Type of Asset Cash Value | Actual Income Imputed
of Asset from Asset Income
Checking Account (non-interest $ 800.00 $0.00
bearing)
Savings Account (3% interest rate) $2,000.00 $60.00
Certificate of Deposit* $1,000.00 $35.00
Total $3,800.00 $95.00
N/A3
Amount of Asset Income to include in $95.00
annual household income*

3The imputed income is not calculated because the total cash value of the assets owned by
the household is less than $5,000.

“Since the cash value ($3,800) of the family’s combined assets is less than $5,000, the
0.06% HUD Passbook rate calculation is not used. However, since the family earns income
from its assets, the $95.00 must be included as part of the household’s annual income.

For a related topic, see Part 321 (Asset Certification form).

Part 321 Asset Certification Form (for under $5,000 in total assets)

This Part applies to LIHTC projects only.

The Asset Certification form may be used in lieu of third-party verification of assets at
recertification for households if the members have combined assets of less than $5,000. The
Asset Certification is a signed, sworn statement (under oath) that the combined value of the
assets of all household members has a cash value of less than $5,000. In addition to the
completed Asset Certification form, the tenant file must include written documentation of any
income earned from the assets. Written documentation can be tenant-provided information
(such as bank statements), as opposed to third party documentation.

The Asset Certification form cannot be used for move-in or initial certifications. The form
also cannot be used for the first anniversary recertification in projects that have been approved
to eliminate recertifications (as discussed in Part 354). All assets, including those for
households with combined values of less than $5,000, must be verified by a third party during
the initial tenant certification and the first anniversary recertification. A blank copy of this form is
available on the MSHDA website.
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UNDER £5,000 ASSET CERTIFICATION

For honseholds whose combined net assets do not exceed $5 000
Complete only one form per household: include assets of children

Houszehold MName: Unit Mo.

Development Mame: Criy:

Complete all that apply for 1 through 4:

1. My 'our assets include:
A (B) (AFB) {A) (B) (A~E)
Cazh Int. Annual Cazh Int. Annual
Value= Fate Income Source Value= Fate Income Source
k3 I Savings Account s £ Checking Account
k3 I Cash on Hand s £ Safety Deposit Box
% 3 Cartificates of Deposit £ g Money market funds
% 3 Stocks £ g Bonds
- 3 IF A Accounts & g 401K Accounts
3 3 Keozh Accounts ] ] Trust Funds
3 3 Eguity in real estate 5 5 Land Contracts
k3 z Lump Sum Feceipts 5 ] Capital mvestments
- 3 Life Insurance Policies (exchiding Term}
- 3 Oher RetirementPension Funds not named above:
3 3 Personal property held as an investment®* :
3 3 Other (list):

PLEASE MOTE: Certzin funds (&.g., Retisement, Pension, Trast) may or may net be (fully) accessible o you Include only those smounts which sre
*Cash value is defined as markes value mims the cost of converting the asset fo cash, such as broker's faes, setflement costs, outstanding loans, early withdrawal
penaltias, atc.

**Personal propesty beld as an investment may include, but is not limsted to, gem or coin collections, it, antique cars, etc. Do mot include necessary pessonal
propesty such as, but not necessarily limsted to, household fumiture, daily-use autos, clothing, asssts of an active business, or special equipment for use by the

disabled.

b I | Within the past two (2) wears. I'we have sold or given away assets (incliding cash, real estate, etc.) for more than $1,000 below
their fair market value (FA{W}. Thoze amounts* are included above and are equal to a total of: § (*the
difference betwreen FMW and the amount received, for each asset on whach this occowrred).

3. 0O Lwwe have not sold or given away assets (includmg cash, real estate. etc. ) for less than fair market value during the past two (2]
vears.

4. 0O I'we do not have any assets at this time.

The net family azsets (as defined im 24 CFE §13.102) above do not exceed 55,000 and the anoual income from the net family aszzets iz
- Thiz amount iz included in total gros: annual income.

Under penalty of pegury., Ifwe certufy that the imformation presented 1o thes certfication 1= true and accurate to the best of myfouwr knowledze.
The undersigned further understand{=} that providing false representations herein constitutes an act of frand. False. misleading or incomplete
information may result in the terounation of a lease agreement.

Applicant Tenant Diate ApplicantTenant Drate
Under §5,000 Asset Certification (September 2000)

Note: The MSHDA Direct Loan programs (including those financed with tax-exempt and taxable
bonds), HUD-regulated programs (including Section 8 and Section 236), HOME program, and
Pass-Through programs do not recognize use of the $5,000 certification form. Thus, all projects
financed under those programs, even if also allocated tax credits, must conduct third party
verification of all income and assets for the initial or move-in certification and for all interim and
annual recertifications.

Part 322 Divestiture of Assets

Households must indicate whether family members disposed of assets for less than fair market
value during the previous two years. A single asset or a combination of assets is “divested of” if
given away, donated or sold for an amount that is more than $1,000 less than the fair market
value. The divested asset(s) must continue to be included as part of household income for two
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years following the date of disposal. A household indicates whether assets have been divested
of on the MSHDA Checklist (discussed in Part 608).

In addition, tenants must provide an explanation about any decreases in total household assets
when the total asset value has decreased by $1,000 or more since the previous certification.
The explanation for the decrease of $1,000 or more must be included in the tenant file. Also, to
ensure that a tenant did not omit an asset from a previous certification, the tenant file must
include an explanation of any increase of $1,000 or more over the cash value of assets from the
previous certification.

Assets that are disposed of for less than fair market value as a result of a foreclosure,
bankruptcy, or a divorce or separation settlement are not counted as “divested”.

Example 1 - Ms. Smith had $20,000 in a savings account at a bank. She withdrew $4,000 to
give to her daughter, Dora, leaving $16,000 remaining in her bank account. The fair market
value of the disposed asset is $4,000, which exceeds the amount Ms. Smith received by
more than $1,000 ($4,000 less $0 equals $4,000, which is greater than $1,000). Therefore,
the $4,000 given to Dora must be counted as an asset by Mrs. Smith for a period of two
years. The remaining $16,000 is still in Ms. Smith’s bank account and will be included as a
current asset on her certification.

Example 2 - Mr. Grant had a stamp collection valued at $995 which he gave to his son.

Since the fair market value of the stamp collection was less than $1,000, there is no
divestiture of the asset.

Section 3E — Select Assets

This Section discusses only a few types of assets. Owners and managers should thoroughly
read the HUD 4350.3 for information about asset sources.

Part 323 Real Estate

A. Real Estate - still owned by tenant

Example: Mr. Smith owns a house but does not reside in it. The house is appraised for
$98,000. Mr. Smith owes $75,000 on a mortgage.

$98,000.00 | Appraised value of house

$75,000.00 | minus: Mortgage amount owed on the house

$ 6,860.00 | minus: Estimated cost of disposal (i.e. 7% sales commission / closing
cost if sold)

$16,140.00 | Cash Value of House. This amount is listed on the TIC as a real
estate asset.

$ 0.00 | Actual Income from Asset

$ 9.68 | Imputed income from house asset (.06% times $16,140).
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$ 9.68

This amount added to Mr. Smith’s annual income on the TIC, which is
higher of actual income from the house asset ($0) versus the imputed
income from the asset ($9.68).

B. Real Estate, Open Market Sale of

Example: Mr. Smith just sold his house and is moving into a tax credit property. The house
sold for $100,000 (which had been appraised at $98,000). Mr. Smith owed $75,000 on his
mortgage, which was paid off at closing. The sales commission and closing costs for the
house was $7,000.

$100,000.00

Sales price of house

$ 75,000.00

minus: Mortgage owed on house

$ 7,000.00

minus: Sales commission and closing cost on house

$ 18,000.00

Net proceeds to Mr. Smith.

Since Mr. Smith no longer owns the house, there will be no real estate
asset listed on his TIC.

If Mr. Smith spends the $18,000 on his personal expenses or bills, this
would not be counted as a divestiture and there would be no entry on
the TIC. If Mr. Smith placed the $18,000 in sales proceeds in a savings
account, the $18,000 will be listed as a bank asset on his TIC. The
interest earned on the savings asset will be counted as actual income
from assets on the TIC.

C. Rental Property owned by LIHTC tenant

Example: Mr. Smith owns a house that he rents out. From Example A, the house is
appraised for $98,000 and $75,000 is owed on a mortgage, and the imputed income from

the asset is $9.68.

Mr. Smith collects $1,800 per month in rent. The estimated monthly expense associated with
maintaining the house ($200), monthly mortgage ($1,000) and property taxes ($350), total of

$1,550. The net revenue is $250 per month ($3,000 per year). This is the only rental
property Mr. Smith has and he is not in the business of renting houses.

$98,000.00

Appraised value of house

$75,000.00

minus: Mortgage owed on house

$ 6,860.00

minus: Estimated cost of disposal (i.e. 7% sales commission / closing
cost if sold)

$16,140.00

Cash Value of House. This amount is listed on the TIC as a real
estate asset.

$ 3,000.00

$250 net revenue per month times 12 months

$ 9.68

Imputed income from house asset (.06% times $16,140).

$ 3,000.00

This amount added to Mr. Smith’s annual income on the TIC, which is
higher of actual income from the house asset ($0) versus the imputed
income from the asset ($9.68).

D. Land Contract/ Deed of Trust
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Example: Mr. Smith owns a home which he is selling to a buyer on land contract. The buyer is
paying Mr. Smith $1,000 per month towards the purchase price of the home. The interest rate

on the land contract is 5%.

The current balance owed to the LIHTC tenant (Mr. Smith) on the effective date of the eligibility
certification/ recertification must be listed as a real estate asset on the tenant. The amount of
interested projected to be paid by the buyer for the upcoming 12-month period is listed as asset
income on Mr. Smith’s certification. Using the sample amortization schedule shown below, the
January 2017 certification would list the cash value of the house as $100,000 and the asset
income as $4,837.33. (Note: The property has been disposed of via the land contract, so there
would not be any further subtractions (such as the 7% commission) from the value of the house.
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Sample Amortization Schedule for a Land Contract
Interest Interest Principal
Balance Payment Rate [5%) Paid Paid
$100,000.00 $1,000.00 0.05 $416.67 $583.33
$99,416.67 $1,000.00 0.05 $414.24 $585.76
$98,830.90 $1,000.00 0.05 $411.80 $588.20
$98,242.70 $1,000.00 0.05 $409.34 $590.66
$97,652.04 $1,000.00 0.05 $4106.88 $593.12
$97,058.93 $1,000.00 0.05 $404.41 $595.59
$96,463.34 $1,000.00 0.05 S401.93 $598.07
$95,865.27 $1,000.00 0.05 5399.44 5600.56
%95,264.71 $1,000.00 0.05 $396.94 4603.06
%94,661.64 $1,000.00 0.05 $394.42 4605.58
$94,056.07 $1,000.00 0.05 $391.90 $508.10
$93,447.97 $1,000.00 0.05 $389.37 $610.63
$4,837.33
$92,837.33 $1,000.00 0.05 $386.82 $613.18
$92,224.16 $1,000.00 0.05 5384.27 5615.73
$91,608.42 $1,000.00 0.05 $381.70 5618.30
$90,990.13 $1,000.00 0.05 5379.13 5620.87
$90,369.25 $1,000.00 0.05 4376.54 $623.46
$89,745.79 $1,000.00 0.05 4373.94 %626.06
$89,119.73 $1,000.00 0.05 $371.33 %628.67
$88,491.06 $1,000.00 0.05 $368.71 $631.29
$87,859.78 $1,000.00 0.05 $366.08 $633.92
$87,225.36 $1,000.00 0.05 $363.44 $636.56
$86,589.30 $1,000.00 0.05 $360.79 $639.21
$85,950.09 $1,000.00 0.05 $358.13 5641.87
$4,470.88

New
Balanace
$99,416.67
$98,830.90
$98,242.70
$97,652.04
$97,058.93
$96,463.34
$95,865.27
595,264.71
%94, 661.64
%94,056.07
$93,447.97
$92,837.33

$92,224.16
$91,608.42
$90,990.13
£90,369.25
$89,745.79
$89,119.73
$88,491.06
$87,859.78
$87,225.86
$86,589.30
$85,950.09
$85,308.21

E. Foreclosure

A foreclosure is essentially to be treated as a zero asset, as the tenant will not be receiving
any monies from the foreclosure. However, until the final foreclosure documents are
provided, the house is resold at auction, or the title transfers ownership to an outside party,
a tenant has the option to pay off the remaining balance and re-claim the house.
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Part 324 Reverse Mortgages

A reverse mortgage is a loan available to seniors and is used to release the home equity in the
property as one lump sum or multiple payments (such as regular monthly amounts). The
homeowner’s obligation to repay the loan is deferred until the owner dies, the home is sold, or
the owner leaves (e.g. into aged care). A reverse mortgage is analogous to an annuity where
the principal and interest are paid with homeowner’s equity.

Cash Value of Asset

For purposes of determining household income, a reverse mortgage is treated just like any
other mortgage. The reverse mortgage amount is subtracted from the fair market value of the
house to arrive at cash value. The verification of fair market value is determined the same as
any other house — tax assessments, appraisal, etc.

$95,000 | Appraisal of the house

$83,000 | Minus: Reverse mortgage
$9,000 | Minus: cost to convert to cash
$3,000 | Cash value

Note: The terms of the reverse mortgage must be reviewed to determine what will happen to
the house at the end of the reverse mortgage — either the house will be sold or returned to
the bank. If the mortgage terms mandate that the house be turned over to the bank, there
could possibly be divestiture of assets. If the house is returned to the bank to cover the cost
of the reverse mortgage, then the amount of the reverse mortgage must be subtracted from
the fair market value. This difference, if more than $1,000, must be counted as a divesture
on the TIC for two years from the date of the closing of the reverse mortgage loan.

Income Earned on Asset (also termed Asset Income)

If the home owner rents the house when they move out all rent (less expenses, such as
maintenance, taxes, etc.) is to be used as asset income. If the house is to remain vacant, then
there would be zero income from the asset. [Note: If the home owner intends to rent out the
house but has not secured a tenant by the time the home owner commences residency in the
LIHTC unit, the speculative rental income is not included as part of annual income for LIHTC
purposes.]

Annual Income

The payments the senior citizen receives each month are not counted as income because these
payments are a withdrawal of equity from the tenant’s assets, not monies that are new to the
household. An exception could occur in the unlikely event that the amount of payments the
senior citizen has received as of the effective date of the LIHTC eligibility certification exceeds
the equity value of the home, in which case the monthly payments from the reverse mortgage
must be counted as part of annual income.

Part 325 Direct Express Debit Cards

RHIIP Listserv Posting 296

The U.S. Social Security Administration implemented a new policy in 2013 which eliminated the
option for Social Security and SSI recipients to receive their benefits in the form of paper
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checks. Recipients will continue to have the option to use direct deposit for their benefits or they
may choose to receive a “Direct Express Debit Card.” The debit card is automatically loaded
with a recipient’s benefits on the appropriate payment day of each month. The card is not
associated with the recipient’s bank account and funds cannot be added to the card by the card
holder.

To remain consistent with HUD regulations, benefits received through direct deposit OR the
Direct Express Debit Card will continue to be treated as income. The balance on the Direct
Express Debit Card is also considered an asset and will be verified consistent with existing
savings account verification requirements. Specifically, tenants who receive their benefit on a
Direct Express Debit Card will need to provide an account balance no more than 120 days old
at the time of recertification. This balance can be obtained from an ATM, though the online
account service, or a paper statement. The verification document must identify the account and
the account holder. If the total household assets do not exceed $5,000, no income will be
derived from this asset. If household assets exceed $5,000, assets should be imputed at the
standard rate of 0.06%.

The balance on the card will need to be verified only if the total household assets exceed
$5,000, as discussed in Part 320 (Net Family Assets Less than or Equal to $5,000).

Section 3F — Mathematical Considerations

MSHDA has adopted the calculation practices outlined in the HUD 4350.3, Part 5-5 (Methods
for Projecting and Calculating Annual Income), including:

e Methods of calculating projected annual income
¢ Methods of converting periodic wages to annual income
o Approaches to determining the amount of irregular employment income

Part 326 Rounding

Income Limits

MSHDA uses a straight mathematical figure (without rounding) based on the 50% AMGI figures
for the LIHTC Program, as discussed in Part 400 (Overview of Income Limits for LIHTC
Projects). In contrast, HUD rounds to the nearest $50 to arrive at income figures. Owners/
management agents are required to use the income limit figures published by MSHDA. Self-
generated income limit figures cannot be used by owners, managers, or developments for
LIHTC purposes.

Rent Limits

Owners/ management agents are required to use the rent limit figures published by MSHDA.
Rent amounts paid by tenants cannot exceed the maximum allowable by even $.01. See
Chapter 4, Section 4B (Maximum Gross Rent) for additional information about rent limits.

Household Income and Asset Amounts

A household’s income must be less than or equal to the maximum income figure. An income
amount that exceeds that income limit by even $.01 is over-income. Consistency is required
when rounding.

Income Qualifying Tenants Chapter 3 - 27 April 2026
Compliance Manual



Rounding of Household Income and Asset Figures

Income Actual Arithmetic Round-Up | HUD 4350.3 Round-Up Truncate
Sources Amount Rounding at | atend Appendix 8 - | all figures (chop off all
as end only only (to the | Rounding throughout, | cents)
Verified (down if .49 or next whole | throughout up to
(no below: UIID at number) E)dcrwn if .49tor m:]arlest
ding) 50+) elow, up a whole
el .50+) number
Annuity $6,234.15 $6,234.15 | $6,234.15 $6,234.00 $6,235 $6,234
Pension #1 $1,534.49 $1,534.49 | $1,534.49 $1,534.00 $1,535 $1,534
Pension #2 $3,148.98 $3,149.98 | $3,148.98 $3,149.00 $3,149 $3,148
Social Sec. $6,521.08 $6,521.08 | $6,521.08 $6,521.00 $6,522 $6,521
Wages $2,500.50 $2,500.50 | $2,500.50 $2,501.00 $2,501 $2,500
Total $19,939.20 $19,939.00 $19,940 $19,939.00 $19,942 $19,937
Notes Acceptable | Unacceptable® | The Unacceptable | Acceptable’ | Unacceptable
Preferred (except for
Method HUD
Projects) °

® The Arithmetic Method involves rounding down when cents are .49 or below and rounding up
when cents are .50 or above. This method is unacceptable (unless used in a LIHTC project that
also has another government funding source that mandates use of Arithmetic Rounding),
because, as illustrated in the above example, if the income limit for the development was
$19,939, the household would be over-income because its actual income is $19,939.20, which
exceeds the income limit by $.20. The Arithmetic Method erroneously gives the appearance that
the household’s income meets the income limit.

® The HUD 4350.3 Method involves rounding down when cents are .49 or below and rounding
up when cents are .50 or above. This method is unacceptable for LIHTC purposes, unless
required by and used in conjunction with a HUD program at the project, such as Section 8. This
method of rounding should not be used in non-HUD financed projects. As illustrated on the chart
above, the actual income as verified is $19,939.20, while the 4350.3 rounding methods yields
$19,939.00. If the income limit were $19,939.00, the household is over-income by $.20.

” The Round-Up All Method involves rounding all figures with cents up to the nearest whole
number. This method is acceptable only if it is done consistently throughout the income/asset
calculation for all tenants at the development. Note that this method could potentially result in a
household with income that is very close to the income limit being deemed over-income. If the
income limit was $19,940, a household’s income that was calculated at $19,942 using the
Round-Up All Method would be deemed as “over-income” by the owner/management agent,
while the household would be income-eligible if the Preferred Method of Rounding had been
used.

Part 327 Ranges and Averaging

When the written verification form returned by the third-party source provides only a range for
the number of work hours or earnings amount, the owner/ management agent should first
contact the third-party source and obtain a more specific estimate. If a specific estimate cannot
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be obtained, it is permissible to use the average (mean) figure for purposes of calculating
projected household income amount. For example:

Don is applying for a LIHTC unit at ABC Apartments. His employer completed a third- party
verification form and indicated that the number of hours he works varies between 30 and 40
hours per week. After receiving the third-party verification, the owner/management agent
contacted the employer, but the employer was unable to provide a more specific number. In
determining whether Don is income-eligible for the LIHTC unit, the owner/management
agent can use 35 hours in calculating his employment earnings.

Note: The owner/ manager may elect to use the highest (upper) figure in the range, which is the
most conservative method (from the perspective of assuring that the household’s income does
not exceed the income limit). However, use of the highest figure in a range could result in some
households being deemed as over-income who might have been income-eligible if the average
were used.

For additional information about verifications, see Part 336 (Overview of Methods of Verifying
Income and Assets).

Part 328 Income Computations and Projections

The following discussion was taken from the HUD 4350.3.

A. To annualize full-time employment, multiply:
e Hourly wages by the number of hours worked per year:
$5.00 per hour x 2080 hours per year = $10,400 annual wages or
$5.00 per hour x 40 hours per week x 52 weeks = $10,400 annual wages

Weekly wages by 52:
$190 per week x 52 weeks = $9,880 annual wages.

Bi-weekly wages by 26:
$500 biweekly x 26 pay periods per year = $13,000 annual wages.

Semi-monthly wages by 24:
$400 paid twice a month x 24 pay periods = $9,600 annual wages.

Monthly amounts by 12:
$1,000 paid monthly x 12 months = $12,000.

B. To annualize income from other than full-time employment, multiply:
e Hourly wages by the anticipated number of hours to be worked annually.
e Average weekly amounts by the anticipated number of weeks to be worked annually.
e Other periodic amounts (monthly, bi-weekly, etc.) by the anticipated number of periods
to be worked.

C. Short-Term or Temporary Income
¢ Income that cannot be anticipated for a full 12 months (such as unemployment
compensation) must be calculated assuming current circumstances will last a full 12
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months unless there is an imminent or foreseeable change in the future that would
cause the income calculation to be greater.
For example, if the applicant/ tenant is currently unemployed but will be starting work
soon, owners/managing agents should use the person’s unemployment
compensation to the point of the start date of employment and then calculate the
employment income from that point forward to the end of the certification period.

D. Other Notes
¢ Annual wages should always reflect a full 12-month period, regardless of the pay
schedule.
For example, if a schoolteacher earns a gross annual salary of $17,000, the $17,000
must be used as annual salary, regardless of whether the teacher is paid over only
nine months or throughout the year.
¢ When analyzing income, year-to-date income must be considered and then compared to
the wage/ salary calculation.
¢ When annualizing year-to-date income, owners/managing agents may either round the
number of weeks down to a whole week or use fractional weeks carried out one decimal
place (i.e. 13.47 would round to 13.5 weeks).

Section 3G — Income of Household Members

This Section provides a brief overview of the income calculation issues for certain household
members. Owners/ managers should thoroughly review the verification rules and guidance
provided in the HUD 4350.3. Refer to Section 307 for a chart whose income is counted in
household income calculations.

Part 329 Students, Income and Assets of Students

HUD 4350.3 Section 5-10(2); HUD 4350.3 Section 5-6A.3d

The treatment of a student’s income (earned or unearned) is dependent on the age of the
student, the type of income, and the status of the student within the household. Whether the
student is living with the household or is away at school does not matter in determining the
student’s income.

1. If the full-time student is 18 years of age or older and is the head of the family, spouse or co-
head, all income is included.

2. If the full-time student is 18 years of age or older and a dependent, only the lesser of actual
earned income or $480 is included, along with unearned income and income from assets.

3. If the full-time student is a minor (under the age of 18), then only unearned income and
income from assets is included. No income from employment is counted.

Earned income is income from employment. Unearned income includes social security,
disability benefits, gift income, trust fund proceeds, etc., but not student financial assistance,
which is discussed in Part 309.
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For Example:

Bill and Bob, both 19 years old, share an apartment in a LIHTC development. Bill is not a
student and is employed full-time. Bob attends school full-time and works part-time at a local
restaurant. Bill and Bob must be deemed as co-heads of the household for LIHTC purposes
and the entire amount of each of their incomes (earned and unearned) must be counted.
Even though Bob is a full-time student, the $480 does not apply to him because he is a co-
head of household.

As discussed in Part 384, no portion of student financial assistance, including amounts in
excess of tuition, is counted as income for purposes of determining LIHTC eligibility, unless the
household receives Section 8 assistance.

For additional information about students, see the following:

e See Part 504 (Overview of Students).

e See Part 514 (HUD Student Rule Part 1 - Student Eligibility).

o See Part 384 (HUD Student Rule Part 2 - Student Financial Assistance in Excess of Tuition).

Part 330 Children (Under Age 18)

Earned Income of Children
Earned income is from employment. None of the earned income of a child under the age of 18
is included in the household’s annual income.

Unearned Income of Children

Unearned income of children must be included as part of household income. Unearned income
is basically all types of income that is not derived from employment, such as social security,
interest on savings accounts, and proceeds from trust funds, unless otherwise exempted in the
HUD 4350.3. Unearned income also includes Social Security and Supplemental Security
Income (SSI) received by a household member on behalf of a minor child.

Assets and Income from Assets Owned by Children

Assets owned by children are included as part of household assets for purposes of determining
annual income. Income from assets (such as the interest received on a savings account) is also
included as part of annual income.

17-Year-Olds who will turn 18 Years Old during the Certification Year

The earned income of a household member who is 17 years old on the effective date of the
certification or recertification is not required to be included as part of household income (unless
that person is the head or co-head of household or an emancipated minor), even if that
individual will turn 18 years old at some time during the certification year. There is no
requirement that an interim recertification for LIHTC purposes be conducted on the individual’s
18" birthday. Once the individual is 18 years old, his or her income must be verified and
included for all future annual recertifications. (Note: Other housing programs, such as Section 8
or RHS, might mandate an interim recertification be conducted.)

Part 331 Foster Children and Foster Adults
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HUD Handbook 4350.3, Part 5-6 (A, 3, g)

As stated in the 4350.3 (CHG-4), foster children and foster adults are counted as household
members for eligibility purposes (i.e. determining which income limits apply to the household).
Income contributions related to the foster child or foster adult are determined as follows:

1. Exclude from annual income the foster care assistance a household receives from the local
welfare department, state agency, child placement agency, non-profit organization, or
similar organization or entity for the care of a foster child or foster adult, as stated in Part 5-6
(A, 3, g) of the HUD 4350.3 and again in Exhibit 5-1: Income Inclusions and Exclusion and
in 24 CFR 5.609 (c, 2).

a. This exclusion pertains to the amounts paid to the foster parent by a state or nonprofit
agency under Title IV-E of the Social Security Act, State Ward Care, County Child Care
Fund or similar source.

b. This exclusion applies to amounts for room & board, personal Incidentals & allowances,
clothing allowances, age or special need supplements, holiday allowances, or other
expenses or allowances.

2. Exclude from annual income kinship care and other compensation comparable to foster care
payments that relatives or legal guardians receive for care of foster children and foster
adults as an alternative to foster care placements. [24 CFR § 5.609(c)(2) and HUD Notice
PIH-2012-1 (HA)]

3. Exclude from annual income money earned (employment) by a foster child who is not yet 18
years old. Unearned income must be counted.

4. Include in annual income money earned by a foster adult who is at least 18 years old.
Unearned income must also be counted.

5. Include in annual household income the unearned income of a foster child or foster adult,
such as SSI disability payments and income from assets received/owned by or on behalf of
a foster child or foster adult.

Part 332 Adults with Zero Income

An adult household member (age 18 and over), including one who is a full-time student, who
states that he or she does not have any income must complete a Zero Income Certification.
The Zero Income Certification form is available on the MSHDA website and is the mandatory
form for all certifications with effective dates beginning in November 2015 (and after). Owners/
managers may reproduce this form on their own letterhead, however, the letter must include all
of the questions contained on the MSHDA form.

The Zero Income Certification is sometimes called a Tenant Survival Statement or a
Certification of Zero Income. An owner’s failure to have a household member who claims to
have zero income execute a Zero Income Certification will be deemed as noncompliance. For a
related discussion, see Part 313 (Anticipated Income).
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 MSHDA

Certification of Sporadic or Zero Income

Complete a separate form for each household member 18 years or older with sporadic, or zero income.

Applicant / Tenant: Effective Dale:

Development Name: Hum Number

[ Another household member, pays for all household expenses.
(Check only if another household member pays for ail household expenses and then sign page 2).

# COMPLETE EACH ITEM:

1 Have you been employed in the last 12 months? If yes, what is the Income eamed in the [ast 12
months: $

2 Do you expect to be employed at all in he next 12 monihs? If yes, whal is the amount expecied o
be eamed in the next 12 months: $_

3 Do you pay rent? If yes, how do you pian o pay rent for the next 12 montns?

4 Do you ever perform odd jobs such as construction jobs, field work, babysitting, seamstress work,
preparation of meals, etc.? If yes, what is the income eamed in the last 12 months:
8,

5 Do you have money deposited in any bank?

6 Do you have recurting monthly or quarierly medical expenses such as prescrplions, routing

medical care, etc.? If 5o, how do you pay the monthly balance?

7 Does any person provide you with money, on a regular basis, to pay for rent, meals, child care,

utilities, automehbiles or any other regular expense? If so,
What kind of help?
How often?
Total financial assistance to be provided in next 12 months: §
El Itis required that you maintain all required utilities when occupying the unit. In the past months did

you pay any of the following?
Rent? Last month’s rent amount? $. Paid by?
Electricity/Gas? Last bill amount? §. Paid by?
Telephone/Cell phone? Last bill amount? §. Paid by?
Cable/Satellite/intemet? L ast bill amount? §. Paid by?

MSHDA Zero Income 12/2015 Page 1 of 2

MPLETE EACH [TEM:

Do you have an automobile? 17 5o, the registration and insurance must be mantained

What is the monthly automobile payment? s
How will you pay for your automobile payment?
How much was your annual registration last year? §.
How will you pay for the annual registration?

How much is your annual automobile insurance? §

How will you pay for the
How will you pay for gas and

0 I you do not have an aulomobile, do you have another form of ransportation? If yes, whal is your
form of transportation?
11 It is required that you maintain the unit in a decent, safe and sanitary manner. Do you purchase

supplies necessary to maintain the unit? (i.e. dishwashing liquid, cleaning supplies, etc.)
If yes, how will you pay for these supplies?

12 Do you purchase food? IT yes, how do you pay for food? §.

13 Do you have a washer and dryer? If no, how do you pay for laundromat expenses?

14 Do you have a pet or an assistance animal? If so, how do you pay for food, veferinary expenses
and supplies?

Under penalties of peuury | certify th:lnhe |nform:|uon presented in this certification is true and accurate to the best of my
{our) ] that providing false representation herein constitutes an act of
fraud. | will notify me Reslden( Manager men circumstances change, for possible recertification. False, misleading or
incomplete information may result in the termination of the lease agreement andior benefits.

Applicant / Tenant Signature Date

MSHDA Zero Income 12/2015 Page 2 of 2

Part 333 Unemployed Adult Household Members

When determining annual income, owners must include all anticipated known sources of earned

and unearned income.

¢ Owners must anticipate income for members of the household that are currently
unemployed, but who have secured a job with a start-date that is definitive or can be
reasonably estimated. Anticipated income is not required to be calculated from employment
that an adult is searching for and has not yet secured.

e If an individual is on layoff, furlough, or leave status and has a return-to-work date
(estimated or definitive), the amount of income anticipated to be earned during the
upcoming twelve-month period must be included as part of household income.

e If the adult is receiving unemployment benefits, worker’s compensation benefits, or is
regularly employed on a seasonal or part-year basis, the appropriate calculation must be
made and included as part of household income, taking into account the anticipated portion
of the year the benefits will be received and the portion of the year the individual will be

working.

e Self-employed persons must provide an estimate of the income they anticipate earning
during the upcoming 12-month period, as discussed in Part 312 (Income from Self-

Employment / Business Income).

¢ If the adult claims to have no income from work or another source (such as Social Security),
he or she must complete a Zero Income Certification form (Part 332).
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Part 334 Participants in Michigan’s No Worker Left Behind Program

Michigan’s No Worker Left Behind (NWLB) program helps displaced workers by providing up to
two years free tuition at any Michigan community college or other approved training program
and allowing displaced workers to receive needed training in high demand skills while receiving
unemployment benefits. NWLB provides tuition, up to a certain amount per year, that is
available to cover costs, including instructional costs, books, materials, fees (such as application
costs, registration, and laboratory fees), and academic supportive services (counseling and
career advising).

NWLB is funded, in part, by federal Workforce Investment Funds, per information contained on
the NWLB website. HUD Handbook 4350.3 [Exhibit 5-1, (Exclusions from Income)] states that
“Incremental earnings and benefits received by any family member due to participation in
qualifying state or local employment training programs are excluded.”

When assessing the eligibility of NWLB participants, note the following:

e The LIHTC program does not prohibit occupancy for full-time students who are enrolled in a
job training program funded by a government agency. Since the NWLB is funded by a
government funded job training program, participants in the NWLB are not prohibited full-
time students for LIHTC purposes.

o Since the NWLB funds are for participation in a state employment training program (see
HUD Handbook 4350.3 Exhibit 5-1, Income Exclusions, none of the funds provided by the
NWLB, including amounts in excess of tuition, are counted as part of the household annual
income. None of the costs of tuition, books, materials, fees, etc. are counted as part of
household income if these costs are paid for from funds provided by the NWLB.

e As stated in the HUD 4350.3, “income received as compensation for employment is
excluded only if the employment is a component of a job training program. Once training is
completed, the employment income becomes income that is counted.”

e As stated in the HUD 4350.3, “Amounts received during the training period from sources
that are unrelated to the job training program, such as welfare benefits, social security
payments, or other employment are not excluded.”

Part 335 Development Employees

A. Employees residing in a common area unit

There are no income restrictions for an employee residing in a common area unit. This
applies regardless of whether on-site residence is mandatory or optional for the employee.
Rent concessions do not have to be counted as income since there are no income limits for
the employee. Common area units are discussed further in Part 829 (Common Area
Residential Units) and Part 526 (Managers/Employees as Tenants).
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B. Employees residing in a LIHTC non-common area unit

The manager or another employee of the development may be able to reside in an LIHTC
unit if that individual (household) is income-qualified and the unit is rent-restricted.

The IRS 8823 Guide (January 2011) states the following:

e The rental value of the housing provided to a full-time resident manager required to live
onsite as a condition of employment is considered to be wages. In this situation, however,
these wages are not taxable income and are not subject to employment taxes. See IRC §§
119(a)(2) and 3121(a)(19).

If on-site residency by the employee is mandatory

Rent concessions in lieu of wages that are provided to employees by the owner/ management
agent or project must be included as income for purposes of determining eligibility to reside in a
restricted unit if on-site residency is required as a condition of employment. In valuing the rent
concession and determining how much should be included as income for employees living in
LIHTC (non-common area) units, the amount should be the amount of rent that a LIHTC
household living in the unit would pay for rent plus the applicable utility allowance. For example:

Barbara recently accepted a position with Sunshine Villas as a resident manager. Her
compensation is $15,000 annual, plus a free residential unit at the development. The
development contains 100 units, an applicable fraction of 100%, and does not include any
common area units. The usual rent for her apartment would be $400 per month. Her total
compensation for LIHTC purposes will be $19,800 ($15,000 salary plus $4,800 in rent
concessions). For Barbara to be eligible to reside in the LIHTC unit (non-common area), the
maximum allowable income would have to be $19,800 or higher.

If on-site residency by manager is optional
John recently accepted a position with Twilight Apartments as a resident manager. His
compensation is $15,000 annual. As part of his employment package, John was offered the
option of living on-site in an LIHTC unit at a reduced rental rate of $100 for which typical rent
is $400. John’s total is $15,000 annual. The $300 per month in rent concessions does not
have to be included as part of John’s household income.

Note: Other rental housing programs, such as Rural Housing Services or Section 8 project-
based may have different rules regarding the treatment of free rental units and rent
concessions.

For related discussions, see Part 829 (Common Area Residential Units) and Part 526
(Managers/ Employees as Tenants).

Refer to Chapter 11

In addition to those discussed throughout this Chapter of the Compliance Manual, other topics
related to qualifying tenants for LIHTC units are contained in Chapter 11. Chapter 11 discusses
special issues related to qualifying tenants in LIHTC projects that are combined with other
government programs (Bonds, Rural Housing, Section 8, Section 236, Housing Choice
Voucher, and HOME). Chapter 11 also discusses certification topics related to preservation
projects and projects that receive a new, second allocation of tax credits. Chapter 11 also
contains information about 1602, NSP, and TCAP projects.
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Section 3H - Verifications

This Section provides a brief overview of the methodology for verifying income and assets.
Owners/managers should thoroughly review the verification rules and guidance provided in the
HUD Handbook 4350.3 (latest version), “Occupancy Requirements of Subsidized Multi-family
Housing Programs”, which is discussed in Part 301 of this Compliance Manual.

Part 336 Overview of Verification Methods

HUD 4350.3

LIHTC programs require owners to use verification methods that are outlined as acceptable in
the HUD 4350.3. The HUD 4350.3 accepts four methods of verification (of which three are
permissible for LIHTC purposes). Below are the verification methods as outlined in the HUD
4350.3. Please be aware, however, that MSHDA prefers (particularly for the initial eligibility
certification) that the owner/ agent obtain written documentation from the third-party source
(Part 337).

1. Upfront-income verification (UIV) with use of Electronic Income Verification (EIV) being
mandatory and use of non-EIV UIV being optional.
e Important note: EIV cannot be used for LIHTC purposes, which includes certifying,
calculating or verifying income-eligibility for an LIHTC unit.

2. Third-party verification from source, which includes:
e Written documentation (Part 337)
e Oral Verification (Part 338)
e Electronic Verification (Part 339)

3. Tenant-provided documents (Part 341).
4. Family certification (Part 342).
If third-party verification is not available, owners must provide documentation in the resident file

to explain its unavailability, including the dates the owner/management agent attempted to
obtain the third-party verifications, as discussed in Part 337.

Part 337 Written Verification from the Third-Party

The following describes ways in which third-party verification may be obtained.
Per the HUD 4350.3, Paragraph 5-13 B (1):
Written documentation is sent directly by a third-party source and is the preferred method of

verification. Third-party sources may send written verification to the owner by mail or electroni-
cally by e-mail or fax. (For more information about electronic documentation, see Part 339.)
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The applicant or tenant should not hand-carry the verification to or from the third-party source. If
the verification does not contain an original signature or is delivered by the applicant or tenant,
the owner should examine the document for evidence of tampering. In these situations, the
owner may, but does not have to, accept the document as acceptable verification.

Owners must include the verification document in the tenant file (Part 341). Sample verification
forms are discussed in Part 340.

Part 338 Oral Verification

Per the HUD 4350.3, Paragraph 5-13 B:

Oral verification by telephone, from a reliable third-party source is an acceptable verification
method. Owners frequently use this method when the third party does not respond to the written
verification request. When verifying information over the telephone, be certain that the person
on the telephone is the party he or she claims to be. Generally, the best practice is to telephone
the verification source rather than to accept verification from a source calling the property
management office. Oral verification must be documented in the file, as described in paragraph
5-18.C.

Telephone Hotline Numbers — In situations in which a tenant’s employer or other income
provider does not provide written verifications and instead has set up a telephone number to call
to obtain income information, the use of this information is acceptable as income/asset
verification provided supplemental back-up documentation is obtained. The owner must note the
telephone number, date, and information obtained from the hotline number. Supplemental
documentation can include the six most recent paycheck stubs or a sworn statement from the
tenant attesting to the accuracy of the information obtained via the hotline.

Verbal Verification — When written verification is not possible, direct contact with the source
will be acceptable to MSHDA only as a last resort and must be supplemented with other
documentation. The conversation with the third-party must be documented in the applicant’s
tenant file and include all information that would be contained in a written verification, including
the name and title of the contact, the name of the on-site management representative accepting
the information, and the date and time of the contact/ telephone call. Verbal verification must be
backed up with documentation such as a sworn statement from the tenant, copies of recent pay
stubs, bank statements, etc. In addition, the tenant file should include an explanation as to why
written verification was not obtained.

Documenting the Telephone Verification
Per HUD 4350.3, Paragraph 5-19 (C), when verifying information by phone, the owner must
record and include in the tenant’s file the following information:

Third-party’s name, position, and contact information.
Information reported by the third party.

Name of the person who conducted the telephone interview.
Date and time of the telephone call.

Documenting why third-party verification is not possible
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When neither third-party written verification nor the tenant provided original documents are
available, owners must include written documentation in the file of efforts made to obtain the
required verification and the reason the verification was not obtained, including the dates the
owner/management agent attempted to obtain the third-party verifications. The owner must
include the following documents in the applicant’s or resident’s file:

1. A written note to the file explaining why third-party verification is not possible.

2. A copy of the date-stamped original request which was sent to the third party, and a written
description of the efforts to reach the third party to obtain verification, including the dates on
which management attempted to obtain the third-party verification(s). If no response was
received, a note must be placed in the file indicating that the request has been outstanding
without a response from the third party.

If third party documentation cannot be obtained or a fee is charged by the source for providing
the information or for completing the form, then it is permissible for the owner/management
agent to use an alternative method of documenting tenant eligibility, such as oral verifications as
discussed in Part 338 or a review of documents as discussed in Part 341.

Fee charged by the source — Some third-party sources (such as banks, hotline numbers, etc.)
may charge a fee for providing income or asset information. MSHDA does not require that
owners/ management agents pay a fee for this information (though, the owner/management
may do so at its own option). Prospective residents and tenants must not be required to pay
such fees. If a fee is charged by the third-party source for verification information, it is
permissible to use an alternate verification method, as discussed above. Documentation from
the third-party source, or a clarification record, indicating a fee is required for verifying
information, must be placed in the resident file.

Part 339 Electronic Verification

Per the HUD 4350.3, Paragraph 5-13 B (2):

The owner may obtain accurate third-party written verification by facsimile, e-mail, or Internet, if
adequate effort is made to ensure that the sender is a valid third-party source.

A. Facsimile — Information sent by fax is most reliable if the owner and the verification source
agree to use this method in advance during a telephone conversation. The fax should
include the company name and fax number of the verification source.

e The facsimile must also indicate the date of the transmittal.

B. E-mail — Similar to faxed information, information verified by e-mail is more reliable when
preceded by a telephone conversation and/or when the e-mail address includes the name of
an appropriate individual and firm.

e The e-mail must also indicate the date of the transmittal.

C. Internet — Information verified on the Internet is considered third party verification if the
owner is able to view web-based information from a reputable source on the computer
screen. Use of a printout from the Internet may also be adequate verification in many
instances. Refer to subparagraph C. Review of Documents below.
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The printout must also indicate the date of the printout, the website address and a header,
footer, or other notation identifying the name of the company/organization.

Example from HUD 4350.3, Paragraph 5-13.B.2 — Verification by Internet Printout

Jose Perez maintains a portfolio of stocks and bonds through an Internet-based
stockbroker. The broker only provides electronic account statements and will not respond to
a written verification request. The owner may accept a printout of Jose’s most recent
statement if it includes the relevant information required for a third-party verification and an
Internet address and header or footer that identifies the company issuing the statement. If
the owner has reason to question the authenticity of a document, the owner may require
Jose to access the electronic file via the Internet in the owner’s office, without providing the
owner with username or password information.

Owners must include the verification document in the tenant file, per HUD 4350.3, Paragraph 5-
13.A.

Part 340 Sample Verification Form

MSHDA does not require that the owner/management agent use any particular form for third-
party verifications; however, sample HUD third party verification forms are included in the HUD
4350.3. Below, as a sample, is the NCSHA Best Practices version of an Employment
Verification. A request for income verifications must:

1.
2.

3.

State the reason for the request.

Include a release statement signed (discussed in Part 618) and dated by the prospective
tenant.

Provide a section for the employer or other third-party source to state the applicant’s current
anticipated gross annual income or rate of pay, number of hours worked, and frequency of
pay. Bonuses, tips, and commissions must be included. Spaces should also be available for
a signature, job title, phone number, and date.

Indicate the probability and effective date of any pay increase during the next twelve (12)
months.

A self-addressed, stamped return envelope can be included with the request for verification
to expedite the certification process.

Applicants should be asked to sign two copies of each verification form. The second copy may
be used if the first request has not been returned from the source in a timely manner. All tenant
income verifications must be date stamped as they are received.
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EMPLOYMENT VERIFICATION

THIS SECTION TO BE COMPLETED BY MANAGEMENT AND EXECUTED BY TENANT

TCO: (eame & address of employer) Diate:

RE:

Applicant Tenant Name Sodal Security Mumber Uit # (if assizned)

I hezebry authorize release of nry enployment informaton.

Signanme of Applicant Tenant Diate

The individual named directly above is an spplicans‘tenant of 3 housing program that requires verification of income. The information provided will
remain confdentizl to satsfaction of thar stated parpose only. Your prompt response is crucial and sreatly appreciated.

Project Cramer Manazemens Agent

Return Form To:

[ THIS SECTION TO BE COMPLETED BY EMFLOYER

Enmployes Name: Jol Title:

Presently Enmmployed: Yes_ Diate First Enmloyed Mo___ Last Day of Enployment

Current Wages/Salary: § (crcle one)  howly -weekly bi-weekly somi-monthly monthly yearly other
Averaze = of regular hours per week: Year-to-date earnings: § throwsh [ 0
Orcertime Rate: § per hour Average # of overime hours per week:

Shift Differential Bate: § per hour Average # of chift differential bours per week:

Comissions, bonuses, fips, other: § (arcle one) hourly weekly bi-weekly semi-monthly monthly yearly other
List any anticipated change in the enployee's rate of pay within the next 12 months: ; Effective date:

If the employee's work is sezsonsl or sporadic, please indicate the layoff period(s):

Addirions] remarks:
Enmlayer's Sipramre Employer's Prinfed Nams Diate
Enplover [Company] Name and Address
Thooe & Fax# E-mail

NOTE: Section 1001 of Title 18 of the U.5. Code makes it a crinminal offense to make willfal false statements or misrepressntations to any Deparment or Azsncy of
the United States as to amy matter within ifs jurisdiction.

MCSHA Best Practices form Enployment Verification (Sepsember 2000}

Part 341 Review of Original Documents Provided by the Tenant

A. An owner may review documents submitted by the applicant or tenant in one of the following

situations:
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1. Third-party verification is not possible or is not required. For example, verifying that
a family member is over 62 years old is more appropriately accomplished by examining
a birth certificate than through third-party verification.

2. Third-party verification is delayed. If information from a third party is not received
within two weeks of its request, owners may consider original documents submitted by
the tenant.

Examples — Appropriate Occasions to Verify Information through a Review of Documents

o The owner sent a verification request to the tenant’s employer but did not receive a
response. The owner then made several calls to the employer but has not received a
return call. The owner may use a review of documents (pay stubs) for verification. The
owner should insist on a series of consecutive, recent pay stubs and should have a
standard policy indicating the number of consecutive pay stubs required.

o The tenant’s bank charges the bank account a fee for completing verification requests.
The owner allows the resident to provide a current savings account statement or
checking account statements for the past six months.

o The tenant’s employer uses a 900-phone number, which results in a charge to the
owner’s phone to provide income verification. (In this case, the owner will accept the
most recent consecutive eight pay stubs to verify earned income.)

e In cases where there is no third party available, a review of documents will always be
appropriate. To verify a person’s age, a birth certificate may be used. A social security
card is the best verification of a social security number.

B. An owner must place copies of the reviewed documents in the applicant’s or tenant’s file. If
copies cannot be made, the person reviewing the original documents must list the reviewed
documents and the information provided on the documents and must initial and date the
notation.

C. Obtaining accurate verification through a review of documents requires the owner to
consider the following:

1. Is the document current? Documentation of public assistance may be inaccurate if it is
not recent and does not show any changes in the family’s benefits or work and training
activities.

2. Is the documentation complete? Owners may not accept pay stubs to document
employment income unless the applicant or tenant provides the most recent four to six
pay stubs to illustrate variations in hours worked. Actual paychecks or copies of
paychecks should never be used to document income because deductions are not
shown on the paycheck.

¢ The amount that is required to be counted as part of household income is the gross
amount of earnings (before deductions for such things as taxes, garnishments, etc.).
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¢ Ifincomplete or inadequate information was provided by the third party on the
verification form, the owner/ management agent should first attempt to obtain
complete information from the third party. If unable to obtain the necessary
information from the third party, the owner/management agent can then supplement
the information provided on the verification form with other types of documentation.

3. Is the document an unaltered original? The greatest shortcoming of documents as a
verification source is their susceptibility to undetectable change through the use of high-
quality copying equipment. Documents with original signatures are the most reliable.
Photocopied documents generally cannot be assumed to be reliable.

As stated in the HUD 4350.3 Change 4, third party verification from source (written) can include
certain types of documents that are provided by the tenant if those documents originated from a
third-party source. The HUD 4350.3 lists the following as examples of tenant-provided
documents that may be used:

o Pay stubs,

Note: Owners may not accept pay stubs to document employment income unless the
applicant or tenant provides the most recent four to six, consecutive pay stubs to illustrate
variations in hours worked. Actual paychecks or copies of paychecks should never be used
to document income because deductions are not shown on the paycheck.

Payroll summary report,

Employer notice/letter of hire/termination,

Social Security Administration (SSA) benefit letter,

Bank statements,

Child support payment stubs,

Welfare benéefit letters and/or printouts, and

Unemployment monetary benefit notices.

Recording Inspection of Original Documents

Per HUD 4350.3, Paragraph 5-18 D, original documents should be photocopied, and the
photocopy should be placed in the tenant file. If the original document cannot be copied, a clear
note to the file must describe the type of document, the information contained in the document,
the name of the person who reviewed the document, and the date of that review.

Part 342 Family Certification (Self-Affidavit/ Sworn Statement)

An owner may accept a tenant’s notarized statement or signed affidavit regarding the veracity of
information submitted if the information cannot be verified by another acceptable method.

The date the self-affidavit was received by the owner/management agent must be written or
stamped onto the form. Supporting documents, such as paycheck stubs, must be included to
corroborate the information provided on the affidavit, as discussed in Part 341(Review of
Documents Provided by the Tenant/Applicant).

Note: The self-affidavit differs from the Annual Self-Certification of Income (“Affidavit of Self-
Certification of Income”) discussed in Part 385 (Annual Self Certification), which is only used for
projects that have been approved to eliminate annual recertifications. The self-affidavit is used
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to provide information about one particular income source or asset. The Affidavit of Self-
Certification of Income form covers all of a household’s income sources and assets.

Part 343 Effective Terms of Verifications

Per HUD 4350.3, Paragraph 5-16:

Signed verification and consent forms must be used within a reasonable time after the applicant
or tenant has signed if the tenant’s signature is to represent a valid and current authorization by
the family. Verified information must be used in a timely manner since family circumstances are
subject to change.

Notifications

The 120-day/ 90-day/ 60-day tenant notification timeframes outlined in the HUD 4350.3 are
recommended but are not required for LIHTC projects. The Checklist (see Part 608) must also
be completed and signed within 120 days prior to the effective date of the certification. Signed
verification release consent forms (discussed in Part 618) must be used within a reasonable
time if the applicant’s or tenant’s signature is to represent a valid and current authorization by
the household.

Income and asset verifications must be obtained prior to the effective date of the certification.
Verified information must be used in a timely manner since household circumstances are
subject to change. Verifications are valid for 120 days from the date of receipt by the
owner/management agent. If the verifications are more than 120 days old, the
owner/management agent must obtain new verifications.

For related topics, see Section 3l (Certification Dates) and Part 609 (Tenant Income
Certification Form).

Part 344 Fixed Income, Verifying

Use one of the verification methods above when certifying fixed assets.

Section 3l — Certification Dates

Part 345 Dates and Deadlines are Important

Dates, time frames, and deadlines are important in the LIHTC Program and impact many critical
aspects of the program, including tenant eligibility, amount of credit that can be claimed, and
whether there is noncompliance. Dates are discussed throughout this Manual, as follows:

e Checklist dates — see Part 345.

e Correction Deadlines for Physical Inspections — see Part 750.

e Correction Deadlines for Tenant File Audits — see Part 722.

e Expirations of Verifications — see Part 343.
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Housing Choice Voucher Certifications — see Part 1100.

Move-in Dates and Initial Certifications for LIHTC Projects — see Part 346.
Mass Recertifications — see Part 352.

Notifications (120-day, 90-day, 60-day) — see Part 343.

Placed-in-service Dates — see Part 116.

Recertification Effective Dates — see Part 351.

Rural Development (RD) Certification Effective Dates — see Part 1124.
Signature Dates on Certifications — see Part 348.

Section 8 Project-Based Developments — see Part 1108.

Lease Terms and Effective Dates — see Part 614.

Part 346 Move-in Dates and Effective Dates of Initial Certifications

The effective date of a certification is that date on which all the necessary information to
substantiate the household income amount has been obtained. It cannot be arbitrarily assigned.

Some projects involve new construction in which all tenants move in after construction is
completed. Other projects involve rehabilitation or combined acquisition and rehabilitation in
which some tenants might have moved in prior to the project becoming an official “LIHTC”
project. Still other projects involve the acquisition and rehabilitation of a vacant (unoccupied)
building in which all tenants move in after the rehabilitation is completed. The date on which a
tenant must be certified as “LIHTC-eligible” can sometimes differ from the date on which the
tenant actually “moves in” to the unit, though the two terms are sometimes used
interchangeably.

A. LIHTC Projects Involving the Acquisition and Rehabilitation of a Building — See Part
347 (Acquisition/ Rehabilitation Projects — Certifying Existing Tenants).

B. LIHTC Projects Involving Rehabilitation Only — If a unit is occupied during rehabilitation,
all existing tenants (those who occupied the unit while it was being rehabilitated) must be
documented as having been LIHTC-eligible within 120 days prior to or on the rehabilitation
placed in service date. Tenants who move in after the building’s rehabilitation placed in
service date must be documented as LIHTC-eligible at the time of actual move-in to the unit.
If the building is not occupied during rehabilitation, a household must be LIHTC-eligible at
the time of actual move-in to the unit. This topic is discussed in greater detail in Part 119
(First Year of the Credit Period — Acquisition/Rehabilitation Projects). For a related topic, see
Part 807 (Temporary Relocation of Tenants).

C. LIHTC Projects Involving New Construction — In newly constructed buildings, all
households must be documented as being LIHTC-eligible at the time of actual move-in to
the unit. The effective date of the tenant’s initial certification is the date the tenant actually
moves in. The move-in date is the date the tenant takes possession of the unit. For a related
discussion, see Part 118 (First Year of the Credit Period — New Construction Projects).

D. On-going LIHTC Projects — These are LIHTC projects that are leased-up and which are
beyond the initial year of the credit period. All households moving into on-going projects
must be documented as being LIHTC-eligible at the time of actual move-in to the unit. The
effective date of the tenant’s initial certification is the date the tenant actually moves in. The
move-in date is the date the tenant takes possession of the unit.
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E. Preservation Projects — For information specific to preservation projects, see Part 1126
(Preservation Projects — Procedures for Certifying Initial LIHTC Eligibility).

F. Projects Receiving New, Second Allocations of Tax Credits — see Chapter 1.

G. Mixed Income Projects — In projects that have less than a 100% applicable fraction, if a
tenant is designated as market rate at the time of the household’s actual move-in to the unit,
but later is re-designated as a LIHTC household, the tenant must have been certified as a
LIHTC household at the time of re-designation. The procedure for initial certification of
LIHTC-eligibility is discussed in Part 300.

H. Unit Transfers — For information regarding unit transfers, see Part 803 (Overview of
Transfers).

Part 347 Acquisition/ Rehabilitation Projects — Certifying Existing
Tenants

Two important considerations
For LIHTC projects involving both acquisition and rehabilitation, there are two important
considerations in determining when credit can begin being claimed:

1. The earliest possible date from which credit can be claimed (discussed in Part 119).

2. The date on which existing tenants must be certified as income-eligible (which is discussed
below).

Existing Tenants (i.e., those households occupying a unit at the time of acquisition) can be
certified in accordance with any of the following:

a. Before the acquisition date. If the new owner has access to the property before the
acquisition date, tenant income certifications may be completed before, but not more than
120 days before, the acquisition using the income limits in effect on the acquisition placed in
service date. The earliest effective date of the certification is the date of acquisition. An
update of the certification could be necessary, as discussed in “d” below.

b. Within 120 days after the acquisition date. For households occupying a unit at the time of
acquisition, the initial tenant income certification may be completed within 120 days after the
date of acquisition using the income limits in effect on the day of acquisition. An update of
the certification could be necessary, as discussed in “d” below.

c. 120 days or more after the acquisition date. If a household occupies a unit at the time of
acquisition, but the tenant income certification is not completed until more than 120 days
after the date of acquisition, the household is treated as a new move-in. Initial certification
requirements for move-ins are discussed in Part 300 (General Overview of Tenant
Certification Procedures). An update of the certification could be necessary, as discussed in
“d” below.
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d. Update could be necessary. If an existing tenant is certified as LIHTC-eligible per a), b), or
c) above, but the effective date of that certification was more than 120 days before the date
from which credit is to be claimed, that existing tenant’s certification will have to be updated.
This situation sometimes occurs when the acquisition date and the rehabilitation placed in
service date occur in two different fiscal years. IRS Rev. Procedure 2003-82 requires
“testing” each household’s income to determine if it has increased to more than 140% of the
income limit in effect on the date from which credit will be claimed. If the newly tested
incomes are less than 140% of the income limit, then credit can be claimed for these units. If
these newly tested income amounts are greater than 140% of the income limit, then the
Next Available Unit Rule must be applied.

o The “test” consists of confirming with the households that sources and amounts of antici-
pated income included on the income certification are still current. If additional sources
or amounts of income are identified than were reflected in the original certification, the
tenant income certification must be updated based on the household’s documentation. It
is not necessary to complete third party verifications. The Next Available Unit Rule is dis-
cussed in greater detail in Part 814 (Next Available Unit Rule).

Note: For a household to be certified as LIHTC-eligible, it must be both income-eligible and rent-
restricted, as well as meet all of the other LIHTC requirements (lease term, student status, etc.)
discussed in Part 300.

For a related topic, see Part 807 (Temporary Relocation of Tenants).

Part 348 Signature Date on Certifications and Recertifications

Generally, all adult household members are to sign the Tenant Income Certification before or
when the household moves into the rental unit, preferably on the effective date of the
certification or recertification. MSHDA recommends that households sign the TIC no more than
30 days prior to the effective date. The 120-day verification window is a relatively long time
frame during which there could be changes in household composition or income that may have
affected LIHTC eligibility. By signing the TIC close to the effective date, the household is
attesting to its continued eligibility to reside in a low-income unit. While the 30 day signature
period is strongly recommended, signatures within 120 days prior to the TIC effective date will
not be deemed as noncompliance.

In addition, note the following:

e The MSHDA Checklist (identifying all income and asset sources) must be completed and
signed by the tenant no earlier than 120 calendar days prior to (not after) the effective date
of the certification.

¢ Allincome and asset verifications must be obtained from the appropriate sources no
earlier than 120 calendar days preceding (not after) the effective date of the certification
(see the HUD Handbook 4350.3 for more information).

e Forinformation about certifying existing tenants in acquisition/rehabilitation projects that are
newly placed in service, see Part 346 (Move-in Dates and Effective Dates of Initial
Certifications for LIHTC Projects).

For a related discussion, see Part 343 (Expiration of Verifications/ 120 Days).
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Section 3J — Recertifications

Initial certifications are discussed in Part 300.

Part 349 Overview of Annual Recertifications

All owners/management agents of LIHTC and bond projects must conduct an annual review of
LIHTC households. The scope of the review depends on the several factors, as discussed
below.

1.

Market Rate Units - Projects that contain one or more market-rate/unrestricted units must
complete a recertification at least annually for all of the LIHTC and bond units. The
requirements for recertification are discussed in Part 348 (Procedures for Recertification).

Multiple Income Targeting levels - Developments that have applicable fractions of 100%
and more than one income targeting level for its LIHTC units may be eligible for approval of
a partial elimination of the requirement to recertify tenants annually. These developments
must complete a full initial or move-in certification (Part 346) and a full-recertification (Part
350) on the first-year anniversary of move-in for each household. Thereafter, the
development must complete an annual self-certification (Part 388), including a review of
documents (Part 341) for every LIHTC household.

An example of a project that has a 100% applicable fraction and multiple income targeting
levels is as follows:

Village Meadows is a LIHTC project with 55 units. All of the 55 units are LIHTC units. The
project targets 10 of the units @ 30% AMI, 15 units @ 45% AMI, and 30 units at 60% AMI.

100% Applicable Fraction — A development that has an applicable fraction of 100% and
one income targeting level for its LIHTC units may be eligible to receive approval to
eliminate recertifications (Part 354). These developments must complete a full initial or
move-in certification (Part 300) and a full-recertification (Part 380) on the first year
anniversary of move-in for each household. Thereafter, the development must complete an
annual self-certification (discussed in Part 355) for every LIHTC household. No review of
verifications documents is required.

An example of a project that has a 100% applicable fraction and one income targeting level
is as follows:

Tammany Lane Apartments is a LIHTC project with 30 units. All of the 30 units are income
and rent restricted at 50% AMI.

4. Fixed Income Verification — See Part 344.

Part 348 Procedures of Recertification
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Unless the project is pre-approved to eliminate recertifications (Part 354), the owner must
perform an income certification for each low-income household and receive documentation to
support that certification each year. The LIHTC program requires that recertifications be
completed at least annually based on either the move-in date or the one-year anniversary of the
previous certification. The procedures for recertification are as follows:

1.

10.

11.

Notify the tenant in writing that recertification is due. The 120-day/ 90-day/ 60-day
notification timeframes (Part 3xx) outlined in the HUD 4350.3 are recommended but are not
required for LIHTC projects.

Interview the tenant(s) to obtain information regarding the household’s income and assets.

Interview the tenant(s) about family composition. For information about the impact of a
change in household composition, see Part 501.

Have every household member who will be age 18 and over on or before the effective date
of the recertification complete a Checklist —- MSHDA Programs (Part 608).

Verify each tenant’s income and assets. Supporting documentation (third party income
verification, employment verification, child support documentation, etc.) must be reviewed.
See Section 3H (Verifications) for more information.

Complete a Tenant Income Certification form (TIC) (Part 609). The management agent and
each adult member of the household must sign the TIC.

Have each student household complete a Student Eligibility Certification form. See Part $13
(Certifying Student Eligibility — Student Certification Form) for more information. Also, see
note “A” below.

Review the tenant’s Checklist, income and asset verifications, and the TIC to determine the
tenant’s eligibility for a LIHTC unit.

Notify tenants of any rent increase resulting from the recertification.

Update the Tenant / Unit File (Part 622) to include the newly obtained recertification
documents.

Input the certification information into MSHDA'’s On-line Tenant Data Reporting System (Part
700).

Also, note the following in regard to recertification requirements:

A

If tenants in a previously qualified LIHTC household become full-time students at any time,
the household can only be considered as a qualified tax credit household if at least one of
the student exception criteria (Part 807). This eligibility determination must be made
immediately upon the tenant becoming a full-time student and cannot be delayed until a
recertification of the household is due.

. In the event household composition changes in any way, i.e., birth, death, marriage, divorce,

or a family member or roommate vacates the unit, the household should notify management
of the changes.
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C. The household’s income at recertification must be used to determine if the Next Available
Unit Rule has been triggered or impacted.

Part 351 Recertification Effective Dates

Unless eligible to eliminate recertifications (Part 354), the LIHTC program requires that
recertifications be completed at least annually based on either the move-in date or the
anniversary of the previous certification. Per the IRS 8823 Guide, owners are in compliance if
the recertification is completed within 120 days prior to the anniversary of the effective date of
the original income certification. MSHDA permits recertifications to be completed at any time
during the year (not necessarily on the anniversary date of the move-in or date of initial
eligibility), provided no more than 12 months have passed since the previous certification/
recertification effective date. Verifications cannot be completed more than 120 days before the
proposed effective date of the recertification.

As a limited exception to the requirement that recertifications be conducted on or before the
anniversary date, it is acceptable for units that are regulated under a HUD Program, the
Housing Choice Voucher Program, or RHS to conduct the recertification up to 30 days after the
anniversary date of the most recent certification or recertification. These programs may require
that the effective date of a recertification be the date that is one year from the first day of the
month following the date of move-in. For example:

Mary moved into the unit on January 15, 2007 and an initial certification was conducted with
that effective date. Mary is now due for an annual recertification. RHS requires that the
annual recertification of Mary’s household be effective February 1, 2008. Because the
February 1, 2008 is the effective date mandated by RHS, that date is acceptable for the
LIHTC cettification effective date to also be February 1, 2008, even though it is slightly more
than one year after the effective date of the previous certification.

RHS effective dates are discussed in greater detail in Part 1xx. For additional, general
information about effective dates and signature dates, see Part 346 (Move-in Dates and
Effective Dates of Initial Certifications) and Part 348 (Signature Date on Certifications and
Recertifications).

Part 352 Mass Recertification

Some owners and managers desire to recertify all tenants on one date. These mass
recertifications are permissible for LIHTC projects only if there is no tenant recertification that is
being conducted more than 12 months after the effective date of the previous certification for
that household.

Part 353 Interim Recertifications

An interim certification is one that is conducted less than 12 months prior to the last date on
which the tenant was certified. These interim certifications are mandated by some government
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housing programs, such as Section 8 and Housing Choice Vouchers, whenever the tenant
experiences a change in income or household composition. Interim certifications are not
required for LIHTC projects. LIHTC only requires that a recertification be conducted once per
year, however, if the project combines LIHTC with another government program such as
Section 8 or Section 236, an interim certification might be required for all tenants (including
LIHTC tenants) to maintain compliance with the requirements for those programs.

Owners/ managers of LIHTC projects may, at their own option, choose to process interim
recertifications, even if the project is not assisted with another government program mandating
interim recertifications. If an interim recertification is conducted for a LIHTC tenant, a new TIC
(Part 609) must be completed. In no event can a period of twelve (12) months or more pass
without a recertification being completed.

Note: If an “interim” recertification is being conducted for purposes of qualifying a household for
a lower income category (as discussed in Part 826), it must include full third-party verification of
income (i.e. essentially the same procedures as would be required for a new move-in.

No interim recertification is required for a 17-year old who will turn 18 years old during the
certification year, as discussed in Part 330 (Income and Assets of Children).

Section 3K — Requirements and Procedures for Elimination
of Recertifications

Part 354 Elimination of Recertification Requirement

With changes to the LIHTC program issued in Housing and Economic Recovery Act of 2008
(HERA), MSHDA does not require full third-party verifications for certain LIHTC developments.
Effective July 30, 2008, owners of tax credit projects that have a 100% applicable fraction may
request permission from MSHDA to eliminate the annual recertification of its residents’
household incomes. That is, residents’ income must be certified at move-in (or initial eligibility)
and the first anniversary of move-in but need not be recertified thereafter. To eliminate
recertifications, developments must submit a Request to Eliminate Recertification form and
receive written approval from MSHDA. The Request form must be signed by an authorized
representative of the owner of the development and not the management agent.

Even if recertification is eliminated, the following tenant certification requirements remain:

1. The owner/ management agent must complete an initial certification (including third party
verification of all income and assets) for every new move-in. Initial certification requirements
are discussed in Part 300.

2. The owner/ management agent must complete a recertification (including third party
verification of all income and assets) on the first anniversary of the tenant’s move-in (or date
of initial eligibility). Recertification requirements are discussed in Part 354.

3. Households transferring to another building in a project must complete an initial certification
with third party verification of income and assets to determine eligibility. If eligible for the
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transfer, a first-year anniversary recertification must be conducted after the first year and
annual self-certifications for each year thereafter. Transfers are discussed in Part 803.

4. The owner/ management agent must complete an annual self-certification (Part 385) for
every household at least annually.

For example:
Titanium Villas is a LIHTC project with a 100% applicable fraction. The Smith household
moved into the LIHTC unit on May 1, 2009. An initial income certification must be
completed with an effective date of May 1, 2009. A recertification (including third party
documentation of income and assets) must be completed on May 1, 2010. For every
year thereafter (05-01-2011, 05-01-2012, 05-01-2013, etc.), a Self-Certification of
Income must be completed.

Owners/ management agents that elect (and are approved by MSHDA) to eliminate recertifying
tenants must be aware of the following:

1. The authorization to eliminate recertification is automatically revoked if an over-income
tenant moves into the development or for any other event that results in a reduction in the
applicable fraction (such as the unapproved conversion of a unit to a non-residential use as
discussed in Part 831).

2. The Next Available Unit Rule does not impact projects that have been approved to eliminate
recertifications, provided the owner/management demonstrated due diligence when
completing the initial income certifications (as discussed in the IRS 8823 Guide). If the
approval to eliminate recertifications is ever revoked, the project will be required to comply
with the NAUR (Part 8xx).

3. The change is not retroactive. Only recertifications effective after MSHDA'’s approval date
are waived.

4. All files for new move-ins may be selected for review during MSHDA'’s tenant file audit (Part
7xx) of the development. In some instances, this may result in a percent larger than 20% of
the units.

5. No other LIHTC reporting requirements are eliminated. Owners must continue to enter data
into MSHDA'’s On-line Tenant Data Reporting System (Part 700) and complete an Annual
Owner Certification of Compliance and other annual forms (Part 704).

6. The election to eliminate recertifications is applicable only for the LIHTC program. Projects
that have multiple funding sources (such as HOME or Section 8) may be required to
continue to complete annual income recertifications in order to comply with the requirements
of those programs.

7. The option to eliminate annual recertifications may not be available to projects that have
Regulatory Agreements that mandate annual recertification of tenants.

8. All units must continue to be rent-restricted throughout the household’s entire tenancy in the
LIHTC unit.
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Michigan State Housing Development Authority

MSHDA Request to Eliminate Recertifications

Overview - Cne of the most significant changes brought about by HR. 3221 (Sec. 3010) is the elimination
of the requirement for annual recertification of household ineome for existing residents. Effective July 30,
2008, Section 142(d)(2)(A) of the Intemal Revenue Code (the "Code") was modified to reflect this change

for projects with 100% Low-Income Housing Tax Credits (Le., projects With no market units). The
amendment to the Code does not change the owner's obligation to certify household income at move-in,
or eliminate the need to recertify annually I required by other sources of funding

To implement this provision, the Owner of an LIHTC development must complete this Request to
Eliminate_Recertffications form and submit it to MSHDA for approval. Please note that, even if the
Owner's Request is approved, the Owner will still have certain continuing requirements as described on
page 2

Name and Address of Development:
D ;

MSHDA #:

Address:

City, State, Zip:

IndlcaLe AII of the Development's Sources of Funding:
O L ] MSHDA Direct Loan Program, name

[ Rural Housing Services

O Other, name.

m} HUDProgmm name
[ HOME Funds, name

[ PROJECT INFORMATION

1. Does the project contain units (mher than common area or manager units) that are unrestricied as to
income andor rent? [ Yes
If yes, the project is nof eligible o ehmmme recertifications and this form should not be completed.

2. The restricted units at the development have (check the appropriate box below):
[ One Income Targeting Level (For example: All 40 LIHTC units are targeted o 60% AMIL)
[ Multiple Income Targeting Levels
Describe:

(For exampiz: A project with 55 LINTC units targets 10 of the units @ 30% AMI. 16 units @ 45% AMI. and 30 units
2t 80% AML)

3. Is the project an Elderly development? (] Yes [ Ne
If yes, indicate the age restriction:

4. Does the project have any specml target populations (e.g. homeless, disabled, etc.) or other special
restrictions? [J Yes [ N
If yes, describe:

5. Ifthe development is financed with bonds, such as under the MSHDA Direct Loan or Pass-Through
Bond Program, does the Regulatory Agreement siate that annual recertification of tenants is required?
[IYes []No [] Notbond-financed

6. Does the development have any issues or findings resulting from a tenant
fle audt, annual compliance certifications (e.g., Owner Cerification of Continuous Program
Compliance, tenant data reporting, utility allowance: ete.), or physical
Ovyes Mo
If yes, describe

Page 10f2

CONTINUING REQUIREMENTS

BE ADVISED THAT, even f the LIHTC Owner's annual recertification of household income is efiminated,
the following tenant certification requirements will remain. The undersigned agrees to comply with the
continuing requirements as stated below and any future changes which may be imposed by the IRS, HUD
and/or MSHDA:

1 The ownerimanagement agent must complete an initial Tenant Income Certification
(TIC), inclucing third party verification of all income and assets, for every NEw move-in
2. The owner/management agent must complete a recerfification (including third party

verification of all income and assets) on the first anniversary of the tenant's move-in (or
date of initial eligibility).

3. The owner/management agent must require each household to complete and submit an
Annual Self-Certification utilizing MSHDA-approved certification forms once per year.
The Annual Self-Cerfification process includes a self-cerfificaion of income, Student
Eligibity certification, and collection of household composition and demographic
information. (The data collected is subject to change by HUD, IRS andior MSHDA
requirements)

4. Households fransferring to another building in a project must complete an initial
certification (TIC), including third party verification of income and assets, to detemine
eligibility. If the household is eligible for the transfer, a first year anniversary
recetification (TIC) must be conducted upon the first anniversary of tenancy in the new
building and Annual Self-Certifications submitted for each year thereafler.

5 Developments with applicable fractions of 100% and more than one income targeting
level for restricted units may be eligible for a partial elimination of the requirement to
recertify tenants annually. However, because of the muiiple targeting levels and the
ability to move tenants between levels, MSHDA will require review of certain verification
documents in addition to the Annual Self-Certification forms from the household
Required verifications will be via document review (such as pay statements and bank
smtemams) which must be provided by the tenant. Third party verfication is not

uired
6. AH rent restrictions and ufility allewance regulations remain applicable. Owners must
update the utility allowances at least annually and report this information to MSHDA.
7 Owners must continue to report tenant data for initial, first year anniversary
T and annual via MSHDA's on-line systs

Upon receipt of the completed Request to Eliminate Recertifications form, the Authority will notify the
Owner whether or not the request is approved within 30 days after receipt of this request. Owners may
NOT begin to eliminate third party recertifications until receipt of MSHDA's written approval

[ OWNER SIGNATURE |

IN WITNESS WHEREOF, the applicant has caused this document to be duly executed in its name on this

Owner: . a Michigan findicaio ype of enty, e.g. imied
partiorshia corporston, frated fabity compny, ot

By a indeate bpe o entiy)

its (indcste ope of sision e, genersl parher, managa @ mansghy membe)
By

Jsign and priit sgnatay's name and (]

to Eliminate Recertifications Page2of 2

Part 355 Annual Self-Certification

Owners that have received permission to eliminate annual recertifications (as discussed in Part
394) must obtain (1) a completed Self-Certification of Income Form and (2) a completed Student

Certification Form from every household at least once per year. The annual self-certification

consists of the following:

1. Self-Certification of Income Form

a. Each household must indicate its projected annual income for the upcoming certification

year. This sworn certification (“Affidavit of Self-Certification of Income” form) is
sufficient, and no third-party verification or other income documents are required for

projects with only one income targeting level.

b. Projects with multiple income targeting levels must complete the Affidavit of Self-
Certification of Income form along with a review of documents (discussed in Part 356).

c. Projects with market rate/unrestricted units are not eligible to use the Self-Certification of
Income form and must complete a full third-party verification of income, as discussed in

Part 337.)

d. A copy of the form is available on the MSHDA website.

e. A review of documents, along with completion of the Self-Certification form, is necessary

for some households, as discussed in Part 356.

f.  The Affidavit of Self-Certification of Income form must be sworn under penalty of perjury

but is not required to be notarized.

g. For a similar topic, see Part 342 (Self-Affidavit/Sworn Statement).
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h.

As stated in Part 818, the income amount listed on the Self-Certification of Income form
is not used for purposes of the Next Available Unit Rule.

2. Household Composition Data

a.

In the event household composition changes in any way, i.e., birth, death, marriage,
divorce, or a family member or roommate vacates the unit, the household should notify
management of the changes. Household composition is discussed in Part 800 and
throughout Chapter S of this Compliance Manual.

The Totem Pole Rule (discussed in Part 802) continues to be applicable to all projects. If
at any time all of the original tenants have vacated the unit, the remaining household
members must be certified as a new move-in (discussed in Part 300).

Special Needs — Some projects have a requirement that all or a percentage of the units
be occupied by persons with special needs. The owner/management agent must ensure
that the special needs requirement continues to be satisfied. Special needs are
discussed in Part $19.

Elderly Developments (discussed in Part 515) — The owner/management agent must
determine whether the units continue to satisfy the elderly requirement.

3. Demographic Information
Certain demographic data must be obtained at least once per year. This data includes some
mandatory items (such as household size and age of head of household) and some
voluntary items (such as race, national origin, etc.). For additional information about tenant
data collection, see Part 700 (MSHDA'’s On-line Tenant Data Reporting System) and Part
702 (HUD’s Requirements for Tax Credit Data Collection).

4. Rent Information, Utility Allowance, Subsidy Amount, etc.
Rent restrictions and utility allowances regulations remain applicable. The owner must
update the utility allowances at least annually and report this information to MSHDA.

The Student Certification Form (discussed in Part $13) must be completed at least annually
for every household in the development. [Important Note: If tenants in a previously qualified
LIHTC household become full-time students at any time, the household can only be considered
as a qualified tax credit household if at least one of the student exception criteria is met as
described in Part 807 (Exceptions to the Full-time Student Exclusion) of this manual. This
eligibility determination must be made immediately upon the tenant becoming a full-time student
and cannot be delayed until a recertification or periodic assessment of the household is due.]
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. . P I R e e e T 1
MSHDA Affidavit of Income Self-Certification r To Be Gompleted by the OwnerManagement Agent
1
Dowel 5 1
Household Name: Bmldmg Add:m | Effective Date of Self-Certification:
weh _ i TherofBedioom 1
Move-in Date: Unit# _ Number of Bedrooms: | AMI Level %
1 Project has multiple income targeting levels: _ Yes _No
'HOUSEHOLD COMPOSITION : 1
{E{ oot Name l\:g;‘dill";’:l R;%:;nh“ DRJ“;D“?&LE FT Studext m&“&“ | (A review of income and asset documents (such as pay stubs, bank statements) is required for all
& of Household o o 1 households in projects with multiple income targeting levels, except those households @ 125%
1 HEAD 1 AMI or 150% AMI. The documentation does not have fo be third parfy.)
1
2 1
3 1
4 1
3 I Rent Effective Date:
— 1
9 I Rent Amount: ]
7 1 Utility Allowance
(To be completed by adult household members onlv.) I Total Gross Rent §
Nam of Household Member - -

1 Under penalty of perury. 1 certfy thatthe information presented in his certificaon 5 rue and accurate to the best of

1y knowledge. The d further that providing false herein constitutes an act of
I fraud_ False, mis leading or mcnmp]ete information may result in the termination of a lease agreement.

| In sddition, if project has mudtiple income targeting levels, I certify ] have reviewed documentation provided by the

resident for all income sowces (For example: W-2 Forms, paycheck stubs, eamings statements, efc.).

Public assistance payments

1
:\ Sigmature of O [ Printed name of Or | Date ]
[l

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
TNCOME AND ASSETS I Rent Subsidy Amount: - :
1
1
1
1
1
1
1
1
1
1
1
Ll
1
I
1
1
1
1
1

ks
status or employment tatus dumgthenext Dmonths | | ] 1 | emmm e mm e e e e e mmmmmm—mmm——m——m—————a
Tacal for Member || § 3 B

Household's total anticipated gross auual income for the next 12 months [5 ]

Under penalty of perjury. I certify that the information presented in this certification s frue and accurate to the best of
my knowledge. The \mdml.ed further understands that providing false representations herein constifutes an act of
fraud False, mlslewdm 2 or mmmplere information may result in the termination of a lease agreement

Signature of Tenant Printed Name of Tenant Date

Part 356 Review of Documents with Self-Certification of Income

As discussed in Part 349 (Overview of Annual Recertifications), developments that have a
100% applicable fraction and multiple income targeting levels are eligible to eliminate much of
the standard recertification requirements. However, these developments must complete a Self-
Certification of Income form (discussed in Part 385). In addition, the owner/management agent
must review each income and asset amount indicated on the affidavit. This review, however,
can be made by viewing documents (such as pay statements and bank statements) provided by
the tenant (discussed in Part 341), electronic verifications (discussed in Part 339), and oral
verifications (discussed in Part 338). Third party verification is not required (but is permissible).
MSHDA does not require that the owner/management agent make copies of the documents for
the tenant file.

The Self-Certification of Income form and the review of income and asset documents should be
used by owners to ensure that the lowest income targeting levels are being made available to
eligible households who have the lowest incomes. The owner should determine whether a
household’s income has increased since the previous certification to an amount that would
afford that household the ability to be re-designated at a higher AMGI level.

The review of documents is required for all income targeting levels at the development, except
the highest income targeting level. For example:
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Sunny Apartments is a 150-unit LIHTC project with a 100% applicable fraction and multiple
income targeting levels (30% AMGI, 45% AMGI, and 50% AMGI). Sunny Apartments is
required to have 10 units @ 30% AMGI, 15 units @ 45% AMGI and the remaining 125 units
are @ 50% AMGI. The project applied for and was approved to eliminate annual
recertifications. Since the project has multiple income targeting levels, a review of
documents is required for the lower income levels (i.e. 30% AMGI and 45% AMGI). No
review of documents is required for the 50% AMGI level.

For additional information about AMGI levels, see Part 821 (Overview of Deeper Targeting and
Agency Covenants) and Part 826 (Changing a Household’s AMGI Designation).

Part 357 Recertification Waiver — Old Procedure

Section 42(g)(8)(B) and IRS Revenue Procedure 2004-38 (which superseded IRS Revenue
Procedure 94-64), which stated that an owner of a project with a 100% applicable fraction may
request a waiver of the annual recertification requirements, are no longer applicable. That
recertification waiver procedure is no longer available but is still effective for those few projects
that received approval from MSHDA under those old procedures. Owners now desiring to
eliminate recertifications must complete a Request to Eliminate Recertification form, as
discussed in Part 354.

Under the old recertification waiver procedures, owners received approval by the execution of
an IRS form 8877, which was signed by the owner, MSHDA, and the IRS. (Only those owners
which returned a copy of the form 8877 to MSHDA after it was signed by the IRS were approved
to waive recertifications.) As stated on IRS Form 8877, while a waiver is in effect, the owner is
exempt from the recertification requirements of Regulations sections 1.42-5(b)(1)(iv) and (vii)
and 1.42-5(c)(1)(iii) for each building to which the waiver applies. Thus, the owner is not
required to keep records that show an annual income recertification for all the low-income
tenants in the building who have previously had their annual income verified, documented, and
certified; maintain documentation to support that recertification; or certify to the compliance
monitoring agency that it has received this information. In summary, the recertification waiver
eliminated the requirement to verify the income and assets of existing tenants on an annual
basis. However, a waiver does not relieve the owner of having to produce documentation in
support of the requirements of section 42, including keeping records and documentation that
show each tenant’s annual income upon the tenant’s initial occupancy of any unit and satisfying
the compliance monitoring procedure adopted by the compliance monitoring agency. The
owner/ management agent must obtain a statement from each tenant once every twelve months
stating what the household’s income is, household composition, and student status. The only
difference is that verification by a third party of the income and asset information will not be
required. The owner/management agent must continue to complete full certification procedures
(including third party documentation) for all new move-ins.

The recertification waiver applies to the LIHTC program only and does not eliminate the need to
recertify for other housing programs. Projects that participate in other programs, such as RHS,
Section 8, or other project-based subsidies and/or that have MSHDA Direct Loan financing (i.e.
70/30, 80/20, 1%, Taxable Bond, Team), HOME, Neighborhood Preservation Program (NPP),
NSP, or other such financing program must continue to complete recertifications as required for
those programs.
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The waiver remains in effect until the end of the 15-year compliance period, unless the waiver is
revoked, in which case it ceases to be in effect on the date of revocation. The IRS may revoke
the waiver if the building ceases to be a 100% low-income building or if the IRS determines that
the owner has violated section 42 in a manner that is sufficiently serious to warrant revocation.
The IRS will also revoke the waiver if the compliance monitoring agency requests its revocation.
A change in the ownership of the building for federal tax purposes (including a change resulting
from the termination of a partnership under section 708) will cause the waiver to be revoked
automatically as of the change in ownership. The new owner may apply for a waiver.

The owner must continue to submit annual compliance certifications and enter data into
MSHDA'’s On-Line Tenant Data Reporting System. Annual monitoring fees are still required, if
applicable. MSHDA will inspect a minimum of 20% and a maximum of 100% of the tenant files
for new move-ins to the development once every three years.
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