Guide to Completing 
NSP Income Certifications
About this Tool

Description:

The purpose of this guide is to provide NSP program administrators, developers, and front-line staff with guidance on how to calculate annual gross income that determines eligibility for receipt of NSP housing assistance. 

How to Adapt this Document: 

This guide recommends that NSP grantees use the Part 5 (Section 8 program) definitions and the HOME program guidelines governing income determination, verification, and eligibility. While the HOME guidelines are in some cases more stringent than the CDBG regulations that underlie NSP, they represent practices that better assure collection of current and accurate information.  However, depending on the activities they propose, NSP grantees may decide to adopt some or all of the CDBG income determination guidelines for their NSP programs. The differences between HOME and CDBG are highlighted below in the Introduction. 

Source of Document:

This document was written by Enterprise Community Partners with assistance from ICF International.  It draws on “Income Procedures for Kansas City Neighborhood Stabilization Program (NSP) Homebuyer Assistance”, completed on May 10, 2010, and updated March 2016 as part of an NSP technical assistance assignment. It also draws material from the “Technical Guide for Determining Income and Allowances for the HOME Program”, 3rd edition, January 2005. 

Disclaimer: 

This document is not an official HUD document and has not been reviewed by HUD counsel. It is provided for informational purposes only. Any binding agreement should be reviewed by attorneys for the parties to the agreement and must conform to state and local laws.
	This resource is part of the NSP Toolkits. Additional toolkit resources may be found athttps://www.hudexchange.info/programs/nsp/fha-first-look-sales-method-for-nsp-grantees/nsp-toolkits/ 
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Neighborhood Stabilization Program

Guide to Completing NSP Income Certifications

Introduction
Both the Neighborhood Stabilization Program (NSP) 1 and 2 establish annual income limits for clients receiving assistance in the program. Before approving clients’ applications for NSP-funded housing assistance, whether for rental or homeownership assistance, NSP grantees, sub-recipients and developers must determine whether applicant annual gross income calculations are at or below the income limits. This document outlines one effective approach to determining household income and establishing income eligibility for NSP assistance. 
This guide is intended to be used by all staff that manage and monitor NSP activities, staff responsible for certifying income, real estate developers or property managers that qualify clients for housing assistance, and pre-purchase counseling agencies that may be responsible for income certifications. If NSP grantees do not have proper income documentation for homebuyers or tenants participating in NSP, the project is noncompliant and HUD may require repayment of NSP funds and/or other corrective action.  Furthermore, for grantees using NSP for home purchase programs, having correct information about household income is essential to underwriting both NSP mortgage assistance and prequalifying NSP clients for mortgage loans.  
While there are a range of acceptable methods for collecting and certifying income data, this guide focuses on the methods used in HUD’s HOME Investment Partnership Program. While these are often more stringent than the CDBG regulations that underlie NSP, they reflect effective practices in many affordable homebuyer assistance programs. By using this guide, NSP grantees should be better able to document compliance with income eligibility requirements, and applicants will have clear rules governing income eligibility. In addition, the HOME program method is already used by many NSP grantees and there is substantial guidance available in the Technical Guide for Determining Income and Allowances under the HOME Program.
Recognizing that some NSP grantees are more accustomed to using CDBG guidelines, the following table highlights some key differences between HOME and CDBG in regard to income determination.  
Figure 1: Key Differences in Determining Income between HOME and CDBG

	HOME
	CDBG

	HOME does not allow a  self-certification of income for an assisted household
	CDBG allows a verifiable self-certification of income (Caution: this puts the NSP grantee at possible risk if the household is later audited and determined to be over income)

	HOME only allows income information to be up to 6 months old
	CDBG allows income information to be up to 12 months old

	HOME will not allow an actual IRS tax form itself as the sole source documentation of income for an assisted household
	CDBG allows the IRS 1040 long or short EZ form itself as the sole source documentation of income only if the household composition and income sources will not change in the following 12 months

	HOME requires that, if the sole source documentation for a household, the IRS 1040 tax form must be certified through the use of the 4506 form
	CDBG does not require that the IRS 1040 form be certified through the use of a 4506 form


Step 1: Determination of Household Income
The Part 5 annual income (Section 8) method to determine annual gross income is the only method described in detail in this guide. This is one of two approaches for determining income.  There is one other allowed method for NSP programs which is annual income per the most recent IRS 1040 adjusted gross income definition, as verified by receiving a copy of the household members’ most recent tax form(s). 
NSP grantees must choose one approach and use it consistently within each NSP program activity.  However, different methods can be used for different activities.   State NSP grantees and their units of general local government are allowed to use an alternate method for determining income outside of these three approaches.
The Process of Determining Income
a.  Assist the client in completing an application form that includes the proper privacy notices and required releases. 
b.  Collect and analyze appropriate income documentation for household members either through third party verification or source documentation. Some agencies speed up this process by requiring clients to bring pay stubs, bank account records and other required documents to an interview in which the application form is completed.  
c.  Ask questions about raises or other anticipated income changes (from employer, applicant). NSP grantees should assume that current circumstances will continue for next 12 months unless there is documentation that current circumstances will change within next 12 months - e.g., pay raises, overtime, family size or composition. 

d.  Calculate applicant’s projected household income based upon documentation provided. Use the NSP Income Calculation Worksheet (see Attachment 1).
For the Part 5 definition, include in the income calculation all adults (18 and older) who will be part of the household during the time NSP assistance will be received, and also unearned income of minor children (e.g., TANF). A very detailed list of income and asset sources that are included or and excluded can be found on the HUD Exchange website OneCPD Income Eligibility Calculator. 
If an NSP program is underwriting mortgage assistance for a client or prequalifying the client for a home purchase loan, data on liabilities should be collected. This includes credit card debts, car payments, payday loan payments and other debts. Typically, the program obtains a credit report during or shortly after the intake interview, after the client has signed a release. 
Obtaining information on debts and monthly payments is not required for income certification, but the processes of obtaining the data should be meshed to maximize efficiency and to streamline the process for clients.  It should be noted that the income data used to pre-qualify applicants for first mortgage financing may be different from the total household income used for NSP income certification.  Mortgage lenders generally count only the incomes of the proposed borrower and co-borrower.
The CDBG and NSP programs use “household” income rather than “family” income to qualify recipients in housing activities. Family income is used in other CDBG activities unrelated to housing.  In general, though, the Part 5 income definition includes and excludes the following household members:
Includes 

· Both related and unrelated household members
· Shared custody children should be counted if at least 50% of time is with the household seeking NSP assistance.
· Temporarily absent household members who will return to the household, for example:

· Members who are temporarily absent for school or work;
· Those who are incarcerated for a short time and will return to household;
· Active military members who will return to household   

 May Include 
· Unborn children (up to the NSP grantee)
· Permanently absent members (it is up to the head of household to decide who is permanently absent). For example:* 
· An elderly member who has gone to live in a nursing home.
· Adult student living away from home.
*Note, if the applicant includes these persons as household members, the income associated with these household members must also be included.  
Excludes
· Foster children and legal kinship guardians or foster adults, live-in aides and children of live-in aides. 
Program application forms are the appropriate tools for collecting data on household composition, income and asset sources.  It is a good practice for the application form to include, above the signature line, include a statement stating that all of the information is complete and accurate.  The application should be signed and the statement sworn to by the applicant, co-applicant or both. In NSP programs, the signers will typically be the proposed owner(s) of an NSP-assisted home or the individual(s) whose name will be on the lease for an NSP-assisted rental unit—such as a head of household and the spouse.  All household members should be indicated on the NSP program application, including their dates of birth.  Also, it is a good practice to include a question on the application form pertaining to potential changes in household composition in the next 12 months.  This question should help the administrator to anticipate additional household members through birth, relationship, and other familial changes. 
Dealing with Wage Rates and Variations in Pay

a. Tips for calculating wage rates:

· If paid for every week of the year: Pay rate times 2080 hours (40 hours times 52 weeks).

· If not paid for every week: Pay rate times number of hours per week times number of weeks worked per year, OR multiply total quarterly pay times 4. 

b. Variations in pay:
· If seasonal income, add months of pay + unemployment to project 12 months forward. Example: 6 months of pay + 6 months unemployment

c. Other Common Sources of Income

· Unemployment:
· If a household member is currently receiving unemployment payments, verify amount received.

· If a client is not currently receiving payments, but has signed up for unemployment payments or expects to soon, use the prior year tax return or last two years to obtain an average payment amount.

· Self Employed: document current information if available. If current information is not available, use prior year tax return or last two years to obtain average income.

· Construction and/or seasonal: ensure all employers are included, use verification letters and forms for all if possible.

· Cash: Review for periodic payments in checking and/or savings account statements.

· Zero income for one or more household members.   
· First, ask   the client questions about household members’ ability to pay rent, utilities, car payment, etc. to determine if zero income is correct. Verify cash and other income identified. If the entire household has little or no income, this of course calls into question whether the household could afford to rent or buy a home. 
· Second, review tax return from prior year. Use third party verification with prior employers, benefits, etc. as indicated on the household’s tax return.

· Finally, if desired, use IRS form 4506 to obtain a certified tax return. If income is indicated on the tax return, then talk to the client to determine if any of the sources of income are still being received. 
Step 2: Verification of Income

Applicants often over- or under-estimate their income and assets on program application forms. In rare instances, clients provide false information in order to qualify for benefits. The major benefit of using the Part 5 certification method is that it includes processes for verifying the data.  
Using the Part 5 method, once the total household income is determined, the next step is to verify that the income is correct as reported. This step is important for establishing eligibility for NSP assistance, but is also critical for underwriting the amount of monthly rent or mortgage applicants can afford to pay. Some administrators choose to pull credit reports for the household as part of the income verification process, even though it is not an income eligibility requirement. This is particularly helpful in homebuyer programs.
Third-party verification is the most reliable method. This involves sending the appropriate forms to employers and agencies listed as a source of income on the NSP program application or as indicated by household members during the application intake process (see Attachment 2 for a list and links to sample forms). Steps to verifying income and/or assets include:
· Execute a signed release form with the household to verify income via third party sources and to pull credit reports (if applicable).

· Send verification forms to the employer or agency. Be prepared to follow up if the agency is unresponsive and document verification efforts in the applicant’s file.  

· Public housing authorities and certain HUD multi-family developers may use the Enterprise Income Verification (EIV) system; in general, though most NSP grantees or subgrantees will not be eligible to use this system. EIV provides electronic information found on HUD-50058 form and more information can be found at:            http://www.hud.gov/offices/pih/programs/ph/rhiip/uivsystem.cfm.
· The Work Number is an additional resource that is commonly used by large employers (e.g., Cabelas, Walmart, etc.). The Work Number charges a fee unless information is being requested by a nonprofit. More information can be found: http://www.theworknumber.com.
IMPORTANT NOTE: It is considered a best practice in a homebuyer program to compare income reported to the NSP grantee or sub-grantee with income reported to the lender on the mortgage application. They may not match exactly, but if they are significantly different the variance should be explained in writing.

Step 3: Calculation of Income

After income and asset sources have been collected either through source documentation and/or third party verification, calculate income using the NSP Income Calculation Worksheet in Attachment 1.  The form provides sections for the following information:

· Assets (top section of worksheet):

· Include all assets for the household as determined in the Part 5 approach.   Include t the actual income anticipated to be derived from an asset over the next 12 month period.  
· Income (bottom section of worksheet):

· Include all income sources for the household as determined in the Part 5 approach.  Add the assets and complete the worksheet.

Step 4: Comparing Income to NSP Limits

Compare household size and the NSP Income Calculation Worksheet to the appropriate HUD income limits to determine eligibility. Applicants are eligible for NSP assistance if their incomes are at or below either 50% or 120% of the area median income and meet other eligibility requirements established by the grantee. 

Income limits are updated annually by HUD.  The current 50% AMI and 120% AMI income limits for NSP, adjusted for household size and geographical areas, can be found at this link: https://www.hudexchange.info/resource/3680/nsp-income-limits/
Include both the income limit used and the date in applicants’ files to document actions taken at the time their income eligibility is determined.
Recertification Requirements

Rental

Annual recertification of existing tenants’ incomes is not required under NSP unless the NSP grantee decides to do something more restrictive. However, at a minimum, new tenants must complete the income certification process to verify their eligibility at time of move-in.
Homebuyer 
NSP grantees have typically adopted the HOME Program guidelines for resale and recapture as a “safe harbor” to protect the NSP investment over the period of affordability they have adopted.  Resale, in general terms, is used to ensure the unit is resold to another buyer during the period of affordability who is at or below either 50% or 120% of area median income (AMI) – depending upon how the program was designed.  Recapture is used to ensure that NSP funds provided as soft second mortgages, downpayment assistance and/or closing costs are repaid during the period of affordability. 

NSP grantees or subgrantees using the resale provision for a single family unit must execute a written agreement and a deed restriction. If the funds had originally assisted a homebuyer earning below 50% of median then they should be re-used for that purpose, and the new buyer would need to complete the same income eligibility determination process. 
NSP grantees or subgrantees using the recapture provision should also execute a written agreement with borrowers—typically a promissory note and mortgage deed (or deed of trust).  In most cases, any repayments from a previous NSP loan must be treated as program income and used for NSP eligible activities, which may or may not be a homebuyer activity. If the loan or other recapture mechanism is payable to an NSP developer working under a developer agreement (not a sub-recipient agreement), HUD has recently provided guidance that these funds are not strictly considered program income.  However, it is incumbent for grantees to assure that developer agreements define what repayments can and can’t be used for. 
NSP Additional Resources

NSP Resource Exchange, the website HUD established to provide information and assistance for NSP grantees: https://www.hudexchange.info/programs/nsp/.

The “Technical Guide on Determining Income and Allowances under the HOME Program”. Published in January 2005, this is a very thorough and detailed guide. However, it has not been updated to include changes in the HOME program since 2005 or updated for Part 5 and IRS. https://www.hudexchange.info/resources/documents/HOMEGuideForIncomeAndAllowances.pdf.
HUD has an on-line income calculator that can be used to help determine a household’s annual gross income for establishing eligibility for assistance. The result can be printed off and stored in a file for documentation, but cannot be saved electronically.  See https://www.hudexchange.info/incomecalculator/.
    Attachment 1:  NSP Income Calculation Worksheet
(Note: Click on document to open in Excel format)

[image: image1.emf]Household Member b. Benefits/ 

Pensions

c. Public 

Assistance

e. Asset 

Income

4. Totals $0 $0 $0

$0

X____________________________________

______________

Applicant Signature

Date

-----------------------------------------------------------------------------------------------------------------------------

For Office Use Only

Household Income:________________

Income Level_____________________

____________________________________

Signature ofCertifying Staff



5. Total of items from 4a. through 4e is Annual Income…………….



$0 $0

ANTICIPATED ANNUAL INCOME

a. Wages/ 

Salaries

d. Other 

Income



The greater of 

lines 4 or 5 from 

above should 

be in cell below:



3. Net Cash Value of Assets……………………………. $0



3. Total Actual Income from Assets........................................................ $0



Sample Format for Calculating Part 5 Annual Income

1. Name:  2. Identification: 

Household Member  Asset Description Actual Income 

from Assets

Current Cash Value of 

Assets

ASSETS



Attachment 2:  Links to Third Party Verification Forms
The following forms are available on this page: https://www.hudexchange.info/programs/home/topics/income-determination/ under templates and forms
Verification of Alimony and Separation - 
This form gives authorization for the HOME PJ to verify alimony and separation payments made to all members of the household applying for participation in the HOME Program.  

Verification of Assets on Deposit - 
This form gives authorization for the HOME PJ to verify assets on deposit for all members of the household applying for participation in the HOME Program. 

Verification of Child Support Payments 
This form gives authorization for the HOME PJ to verify child support payments made to all members of the household applying for participation in the HOME Program on all or none. 

Verification of Employment 
This form gives authorization for the HOME PJ to verify employment income of all the members of the household applying for participation in the HOME Program.. 

Verification of Income from Military 
This form gives authorization for the HOME PJ to verify military service income of all the members of the household applying for participation in the HOME Program. 

Verification of Income from Business 
This form gives authorization for the HOME PJ to verify business income of all the members of the household applying for participation in the HOME Program. 

Verification of Pensions and Annuities 
This form gives authorization for the HOME PJ to verify pension and annuity income of all the members of the household applying for participation in the HOME Program. 

Verification of Public Assistance Program 
This form gives authorization for the HOME PJ to verify public assistance income for all the members of the household applying for participation in the HOME Program. 

Verification of Recurring Cash Contributions - 
This form gives authorization for the HOME PJ to verify recurring cash contributions made to all members of the household applying for participation in the HOME Program. 

Verification of Social Security Benefits 
This form gives authorization for the HOME PJ to verify Social Security benefit income for all the members of the household applying for participation in the HOME Program. 

Verification of Unemployment Benefits 
This form gives authorization for the HOME PJ to verify information about unemployment benefits income for all members of the household applying for participation in the HOME Program. 

Verification of Veterans Administrative Benefits 
This form gives authorization for the HOME PJ to verify Veterans Administrative Benefits income for all the members of the household applying for participation in the HOME Program. 
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Part 5 Income Worksheet

		Sample Format for Calculating Part 5 Annual Income

		1. Name:								2. Identification:

		ASSETS

		Household Member				Asset Description				Current Cash Value of Assets				Actual Income from Assets

		3. Net Cash Value of Assets…………………………….								$0

		3. Total Actual Income from Assets........................................................												$0

		ANTICIPATED ANNUAL INCOME

		Household Member		a. Wages/ Salaries				b. Benefits/ Pensions		c. Public Assistance		d. Other Income				e. Asset Income

																The greater of lines 4 or 5 from above should be in cell below:

		4. Totals		$0				$0		$0		$0				$0

		5. Total of items from 4a. through 4e is Annual Income…………….														$0

		X____________________________________								______________

		Applicant Signature								Date

				Number of Household members:_ _____

		-----------------------------------------------------------------------------------------------------------------------------

		For Office Use Only

		Household Income:________________

		Income Level_____________________

		____________________________________

		Signature ofCertifying Staff






