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Presenter Notes
Presentation Notes
Hello!  And welcome to our live lender training on Income and Assets!My name is Kendra Harmon and I am a Finance and Loan Analyst with the Lender and Partner Activities Branch.I am looking forward to spending the next hour with you going over income and assets and how they relate to the Single Family Housing Guaranteed Loan Program.
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Presenter Notes
Presentation Notes
Today we are going to review income and how the Single Family Housing Guarantee Loan Program defines income.  We will breakdown types of income and review assets and how they play a role in determining household income and can make a difference in your applicant’s loan application.  This training is intended to assist you as you review potential applicants for eligibility of the program.We have a lot to go over today so let’s get started!



Types of Income

Annual 
Income

Adjusted 
Annual 
Income

Repayment 
Income

Income of all adult household members, not just 
parties to the note.

Annual income minus certain qualified household 
deductions.

Stable and dependable income used to calculate debt 
ratios.

 

Presenter Notes
Presentation Notes
Income is one of the main components that make our program unique. We have two calculations of income. One calculation to determine program eligibility with Annual and Adjusted Annual Income, and then one to determine borrower purchase qualification with repayment income. First, the approving lender would determine the Annual Income, which will include analyzing the income of every adult member of the proposed household, regardless of their participation in the loan. Next, you can subtract any eligible deductions to determine the Adjusted Annual Income. Again, this calculation does not apply just to those who will be party to the Note, but to every adult who will be living in the proposed property. The resulting Adjusted Annual Income calculation will need to demonstrate that the household does not exceed 115 percent of the Median Household income limit of the area where your applicant will reside.Once that calculation is made to determine program eligibility, then a separate calculation is performed to determine repayment income which is the income of the borrowers only. The Repayment Income calculation is the type of process that all programs utilize to determine repayment ability and affordability for an applicant.   Income should be determined as stable and dependable and anticipated to continue over the next three years.  This is the income calculation that will be used to determine the PITI and Total Debt ratios.�



https://eligibility.sc.egov.usda.gov/eligibility/welcomeAction.do 
USDA Eligibility Site

Updated 
income limits 
just released 
on July 13, 

2023!

UPDATE

 

Presenter Notes
Presentation Notes
So how do you determine what that 115% requirement is for your client’s target area?  Well, we have a website for that.  The program’s eligibility site provides an easy resource to determine your client’s income qualification. This is a great site to keep bookmarked if you haven’t already done so. You can either click on the Income Eligibility tab if you have the specific data for a particular applicant.  This will allow the program help you calculate the annual and adjusted figures to make that initial determination of program eligibility, or you can select the Income Limits tab if you have an applicant and general information or you just want to know what the  income limits are for a certain area.Now I do want to point out that you want to make sure that you are utilizing the data as it is displayed under the Single Family Housing Guaranteed tab at the top of the page as shown here.

https://eligibility.sc.egov.usda.gov/eligibility/welcomeAction.do


USDA Eligibility Site
 

Presenter Notes
Presentation Notes
When selecting the Income Eligibility tab, you will need to know the specifics on your particular applicant’s loan application.  First you will select the State and County that the applicant will be purchasing in.  Next, you will enter the household composition such as number of people in the household, number of residents under the age of 18, disabled, or full time students, etc.



USDA Eligibility Site
 

Presenter Notes
Presentation Notes
The next step would be to enter any annual deductions that would be applicable to the file.  These data fields will populate based on how you answered the questions from the previous page, so you want to ensure accuracy of the data entered on that first page and as well as all data entered on this site.  You will also enter the gross monthly household income on this page.  Once the data is entered, click “finish”



USDA Eligibility Site
 

Presenter Notes
Presentation Notes
The Determination Summary  will provide you with an income eligibility determination based on your applicant’s specific data entered on the site.  As you can see at the top left of the screen, this example shows that the applicant meets the income limits for this particular area.  If the income would exceed the limits, it would be shown here as well.



USDA Eligibility Site

 

Presenter Notes
Presentation Notes
The second option, the Income Limits tab, will bring you to a pdf file that lists limits by state and county. This is a great reference to have on hand as you help to prequalify your client’s eligibility for loan options.  You would simply search the state and county where your applicant is interested in purchasing in to see applicable income limits for that area.Now in some cases, properties may actually belong to an MSA, or Metropolitan Statistical Area.  If so, this site does provide additional resources to assist you in the income limit determination by accessing the radio button for MSA definitions as indicated on this slide.



USDA Eligibility Site

 

Presenter Notes
Presentation Notes
For the MSA details, you click the radio button for the MSA Definitions, you will be brought to a pop up screen.  Click open link.  You will then be brought to a pdf document that can help you determine the correct MSA for where a particular property is located.



Annual Income

Presenter Notes
Presentation Notes
Now let’s move on to income types, starting with Annual Income…  Annual income includes all eligible income sources from all adult household members, not just parties to the loan note. I like to call this the baseline, so to speak for the eligibility income calculation. The annual income for the household will be used to calculate the adjusted annual income.  The adjusted annual income is what determines if the household is eligible for a guaranteed loan.



Include

Income of all adult household members, including 
benefits received on behalf of minors.

The first $480 of earned income from adult full-time 
students who are not the applicant, co-applicant, 
or spouse of an applicant.

$0 for a business loss.

IRS transcripts required for all adult household 
members (except full-time students). Lender must 
obtain and review prior to closing.

Annual Income

Presenter Notes
Presentation Notes
Annual income is calculated based on projected income of all adult household members for the ensuing 12 months.  Evidence that should support the income calculation such as verifications, documentation and household composition will need to be retained in the lender’s permanent loan file.  Lenders are required to examine all evidence to support their income calculation.When calculating the income of all adult household members, you want to use the gross amount of base wages and salaries, OT pay, commissions, fees, tips, bonuses, housing allowances and other compensation.  You will also use the income of an applicant’s spouse, unless the spouse has been living apart from the applicant for at least three months - for reasons other than military assignment, such as a pending divorce situation.  Currently unemployed adult members that are seeking new employment must have their previous earnings included in the annual income calculation, unless there is documented evidence that they are not seeking re-employment.Remember that IRS transcripts are required for all adult household members, except for full-time students, who will be living in the household.  Full-time students is documented as those students that are enrolled in 12 or more college credits, not an applicant or co-applicant or the spouse of the applicant.



Include

Assets: Include income from cumulative 
household non-retirement assets of $50,000 or 
greater.

Assets with actual earnings will use the stated rate 
of interest.

Assets that do not earn interest will use a current 
passbook savings rate.

Deduct any funds utilized for down payment, 
closing costs, pre-paids, etc. in the home purchase 
transaction PRIOR to calculating asset income.

Annual Income: Assets

Presenter Notes
Presentation Notes
For asset calculations that relate to annual income, any households with combined assets of $50,000 or more must be included in the calculation.  This requirement can cause a lot of confusion with some of our lenders so we are going to take a little closer look into assets a little later in the presentation.



Exclude

Lump Sum or Sporadic Payments

Section 8 Housing Vouchers

Student Loans 

SNAP Benefits

Fringe Benefit Packages

Annual Income: Exclusions

Presenter Notes
Presentation Notes
Some examples to exclude from the annual household income calculation are:Lump sum or sporadic paymentsSection 8 housing vouchers and SNAP benefitsStudent loan fundsFringe benefit packages unless they are reported as taxable income
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Assets…Investigate

Always required to verify. Calculation 
required if cumulative household total 
exceeds $50,000.

Presenter Notes
Presentation Notes
Fully documenting income doesn’t just come from paystubs and sources of employment, but also by review of checking and savings accounts.  The update to Attachment 9-A states that lenders should investigate all recurring deposits that are not attributed to wages or earnings to confirm the deposits are not from undisclosed sources of income.  Multiple small deposits from the same source should be investigated to determine the reason of the deposit.  It could indicate a small side job or part time job of the borrower, say tutoring for example.  Or, it could just simply be a reimbursement from a friend of family member for purchases or a utility bill.  Whatever the reason, it should be documented and retained in your permanent loan file.Now along the same, lenders are also required to investigate any non-recurring deposits greater than $1,000 that are not contributed to wages or earnings to confirm the deposits are not from undisclosed income sources.



Adults Minors
Bob (Applicant) 
(full-time employment; 
checking/savings - $20,000 jointly w/ Sue)

Jenny 
(part-time 
employment)

Sue (Co-Applicant) 
(full-time employment; 
checking/savings joint w/ Bob)

Lily

Grandpa Happy 
(SSI and 401k;
checking & savings $70,000 jointly w/ Grandma)

Ben

Grandma Happy 
(SSI and 401k; joint checking & savings w/ Grandpa)

Sophie

Sam 
(full-time college student)

Twins Lucy & 
LucasOnly first $480

$0

The Happy Family’s 
Annual Income

Annual Income – Example

Presenter Notes
Presentation Notes
To help understand how we look at income, we are going to use our Happy Family for a case study.  The total annual income is determined by using income from all adult household members, and the first $480 of any adult-aged full-time student, as well as the interest income earned from any cumulative household non-retirement assets that total $50,000 or greater.  Again, this is for Annual Income calculation only.As noted here, the full-time employment income of Bob and Sue, as well as the SSI and the 401K income from Grandpa & Grandma would be counted here.  In addition you will also include the first $480 from Sam since he is employed, but a full-time student. In the case of a full-time student living in the household, lender documentation of income and student status must be retained in the permanent loan file.I do want to point out that you would not use the part-time income from Jenny, since she is a minor.Now as you can see, Bob & Sue share a joint checking and savings account that holds $20,000.  Grandpa and Grandma share a joint checking and savings account that total $70,000, making the total cumulative assets of the household at $90,000.  Since the $90,000 is over that $50,000 non-retirement asset threshold, you would utilize the interest earned on these assets and include in the annual income calculation.  Now, there are some caveats to this so we are going to take a deeper look at assets a little later in the presentation.



GUS 
“Eligibility”

 

Presenter Notes
Presentation Notes
This is the GUS screenprint of where you will enter the monthly gross income for the household for eligibility purposes only.  You can see here the data field for the Total Household Income and then another for Allowable Adjustments which will then equate to the Adjusted Household Income which will determine income eligibility for the household.  The great benefit of GUS is that once you have the income data and enter it in the system you can click on the “Check Income Eligibility” button and GUS will make the income determination for you!



Adjusted Annual Income

Presenter Notes
Presentation Notes
As I have said, the Adjusted Annual Income determines if the household is eligible for a guaranteed loan.  The lender must certify that any household that requests a loan guarantee does not exceed the maximum adjusted annual income threshold for the applicant’s state, county or MSA where the dwelling is located.  



$480 per eligible dependent (at time of application). May include when there is 
shared custody.

Verified childcare expenses for children 12 & under. Anticipated for next 12 months.  That 
enables family member(s) to work, seek employment or attend school

Disability expenses that exceed 3% of annual income.

$400 elderly deduction (applicant or co-applicant is 62 or older). Only one $400 
deduction per household.

Unreimbursed medical expenses for elderly or disabled households that exceed 3% of 
annual income.

Annual Income – Allowable Deductions 

Presenter Notes
Presentation Notes
So as you can see, deductions are important.  They can take an applicant who would originally be over the income limit for their area and actually allow fall below the maximum income limit for the guaranteed loan program.  So let’s take a closer look at these.We allow…



Adjusted Annual Income: Deductions

If Income Limit is $110,650

Gross Annual Income  $114,500
3 children x $480        -  $    1,440
Subtotal          $113,060

Childcare Expenses
$500/month x 12      -    $   6,000
Adjusted Income  =     $107,060

Presenter Notes
Presentation Notes
Let’s take another look on how deductions can have an impact on program eligibility.So in this example…



Allowable Deductions for Disability Expenses

Loan Scenario
• Payments to a care attendant to stay with a disabled 16-year-old child 

allow the child’s mother to go to work every day. 
o These payments are an eligible disability assistance expense.

o The disability assistance expenses cannot exceed the employment income of the 
family member enabled to work. 

o NOTE: Attendant care includes, but is not limited to, expenses for home medical 
care, nursing services, housekeeping and errand services, interpreters for hearing-
impaired, and readers for persons with visual disabilities.

Presenter Notes
Presentation Notes
OK.  Let’s review a loan scenario that relates to deductions for disability expenses…In this case, the applicant pays a care attendant to stay with a disabled 16 year old child.  This allows the child’s mother to go to work outside of the home.  This type of payment or expense, is an eligible disability expense.  Now, it is important to remember that disability expenses cannot exceed the employment income earned by the family member who is enabled to work by the care.  Attendant care includes but is not limited to…



Allowable Deductions for Disability Expenses

Applicant/Borrower earned income:       $60,000
Co-applicant/Co-borrower income:    +$30,000
Total annual income:         $90,000

Care expenses for disabled household member    $10,000

Calculation:           $10,000
(3% of annual income) (90,000 x 3%)      - $2,700
Allowable disability assistance expenses $7,300

Deduction for eligible expenses that exceed three percent of the annual income.

 

Presenter Notes
Presentation Notes
Now we start with a total household income, or annual income of $90,000.  We know that the expenses to care for a disabled household member is $10,000.So 3% of the $90,000 in annual income is $2,700.  So you would subtract the $2,700 from the $10,000 total care expense you would get a total of $7,300 which can be used as a disability expense deduction from the annual income.



Loan Scenario
• Elderly household with an annual income of $25,000

• Anticipated medical expenses of $3,000 that are not covered by insurance or 
another source 
o Some anticipated expenses such as Medicare or other health insurance premiums and 

ongoing prescriptions can be documented easily.

o Others need to be estimated. Use historical information about medical bills to 
estimate future expenses. However, the estimates should be realistic. 
 For example, if the household has a significant medical bill, the Loan Originator would count only 

that portion of the bill that is likely to be paid during the coming year. 

Allowable Deductions for Medical Expenses

Presenter Notes
Presentation Notes
OK.  Similar scenario but for medical expenses…We have an elderly household that has a annual income of $25,000.  The anticipated medical expenses that are not covered by insurance or another source is estimated at $3,000.Now some anticipated expenses such as medicare or other health insurance premiums as well as ongoing prescriptions can be easily documented.  Others would need to be estimated.  For those estimated expenses, you would use historical information from previous medical bills.  However, you do want to use caution and ensure that the estimates are realistic.  For example, if the household has a significant medical bill, the loan originator would count only the portion of that bill that is anticipated to be paid over the ensuing 12 months.



Applicant/Borrower income:      $15,000
Co-applicant/Co-borrower income:  +$10,000
Total annual income:       $25,000

Total anticipated medical expenses:       $3,000

Calculation:               $3,000
(3% of annual income) (25,000 x 3%)        - $750
Allowable medical expenses $2,250

Allowable Deductions for Medical Expenses
Deduction for eligible expenses that exceed three percent of the annual income.

 

Presenter Notes
Presentation Notes
Now using that same method that we used for the disability expense, we know that the total annual income is $25,000 with total anticipated medical expenses of $3,000.So 3% of that $25,000 equals $750.  Now subtract that $750 from the anticipated $3,000 in medical expense and you will get a total of $2,250 that can be deducted from the total annual income.



Adults Minors
Bob (Applicant) 
(full-time employment; $20,000 joint 
checking/savings)

Jenny 
(part-time 
employment)

Sue (Co-Applicant) 
(full-time employment; $20,000 joint 
checking/savings)

Lily

Grandpa Happy 
(SSI and 401k; $70,000 joint checking & savings )

Ben

Grandma Happy 
(SSI and 401k; $70,000 joint checking & savings )

Sophie

Sam 
(full-time college student)

Twins Lucy & 
Lucas

$480 x 7 = $3360
May also include verified childcare expenses
Elderly deduction does not apply

The Happy Family’s 
Adjusted Annual Income

Adjusted Annual Income – Example

Presenter Notes
Presentation Notes
OK!  So keeping those tips on deductions in mind, let’s go back to our Happy Family and look at any eligible deductions they would have available to them.  Knowing that we have 6 minors identified in this household, we would apply a $480 deduction per minor.  But, we also allow a $480 deduction per full-time student, over the age of 18, as long as they are not the applicant, co-applicant or spouse of an applicant.  So in the case of the Happy Family, that would make a total of 7 dependent deductions for a total of $3,360. So the $480 in income that we used for Sam previously is basically a wash when we give him a $480 deduction for his full-time student status.  Remember, you will need to document income and student status for the student by verifying income from applicable income documentation as well as retain the college transcripts that reflect a minimum of 12 credits to indicate a full-time student status.  All documentation must be retained in the lender’s permanent loan file.After applying all eligible deductions to the total Annual Income to arrive at the Adjusted Annual Income, this is the income that will be used to determine if the applicants household income meets the income eligibility for the area that the property is located in.I do want to mention that an elderly deduction would not apply in this case because Grandpa and Grandma Happy are not going to be parties to the Note.



GUS 
“Eligibility”

 

Presenter Notes
Presentation Notes
Taking another look at the GUS screen, you can now see where you would enter those allowable adjustments and when the Check Eligibility Income tab is selected, the result appears on the GUS screen as shown here



Frequently Asked Questions…

The applicant currently lives with his sister; however, 
she will not be moving to the home being financed.  Is 
her income required to be included in the annual and 
adjusted annual income calculations if they have not 
been living apart for three months?

 

Presenter Notes
Presentation Notes
OK.  Lets take a look at some actual questions that have been received by our Policy Analysis and Communication Branch from lenders like you on income and assets…



Frequently Asked Questions…

ANSWER: NO

Chapter 9, Section 9.3B states that lenders must include the income of an 
applicant’s spouse, unless the spouse has been living apart from the 
applicant for at least 3 months.

This section further states, “This guidance applies to domestic partners, 
significant others, and fiancés that are currently living with the applicant as 
a household/family unit”

If the individual does not meet this definition, such as the case of living with 
a sister, then the three month evidence would not be required.

 



Frequently Asked Questions…

The applicant recently started a new job where the 
employer reimburses employees for market health 
insurance premiums up to $500/month.  The income 
is non-taxable.  Is this required to be included in the 
annual income calculation?

 



Frequently Asked Questions…

ANSWER: NO

Since the income is non-taxable, it is considered 
reimbursement, therefore not included in the annual income 
calculation.

 



Repayment Income

Presenter Notes
Presentation Notes
OK!  So we have reviewed Annual and Adjusted Annual Income for program eligibility purposes.  Now lets take a look at Repayment Income which is used to determine if the applicant(s) have sufficient income to repay the mortgage in addition to any recurring debts.  It’s important to remember that Repayment Income calculations are more often than not different than the calculation of annual and adjusted annual income.



Helpful Tips

Include stable and dependable income of parties to 
the note only

Co-signers are not allowed

Use caution when wages have significantly increased or 
decreased (20% or greater)

USDA does not underwrite loans!

Lender = Underwriter     USDA = Compliance     

Evidence of historical earnings – Lenders must analyze 
gaps

Repayment Income

Presenter Notes
Presentation Notes
For repayment income, you want to include stable and dependable income that is able to be documented to support not only historical earnings, but also allow the lender to establish the likelihood of its continuance for at least 3 years into the mortgage.  Income sources must be documented.  Lenders should analyze any gaps in employment to make that final determination of stable and dependable.  Now, the Agency does not impose specific criteria regarding when a gap in employment is acceptable – it is the lender’s responsibility to analyze employment history and make the determination of stable and dependable.  Remember, the lender is the underwriter, our Agency reviews the files to ensure that they meet our regulations and requirements.



Excluded 
Types

Any student financial aid received by household members for 
tuition, fees, books, equipment, materials and transportation

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

Temporary, nonrecurring, or sporadic income – including gifts

Lump sum additions to family assets such as inheritances, capital 
gains, insurance payments and personal or property settlements

Payments for the care of foster children or adults

Supplemental Nutrition Assistance Program payments

Repayment Income – Excluded Types

Presenter Notes
Presentation Notes
Here are some income types are not included in repayment income. These include:Money for student financial aid;Funds received specifically for medical expenses of a family member;Temporary, nonrecurring, or sporadic incomeInheritances, capital gains, insurance payments, and settlements; unless they are recurring in which case, may need to be included; Payment for foster children or adults;And SNAP payments



6 Months: Court Ordered Child Support, Separate Maintenance/Alimony 

12 Months: Voluntary Child Support, Separate Maintenance/Alimony 

1 Year History: Base Wages, Expense Allowances, Bonus, Commission, Employee Fringe Benefits, 
Military, Overtime, Part-time, Tips 

2 Year History: Capital Gains, Dividends, Interest, Rental Income, Schedule K-1, Seasonal, Self-
Employment, Unemployment

Ineligible: Boarder Income, Non-Occupant Borrower, Less than 3 years remaining

(See HB-1-3555, Attachment 9-A for more inclusive list)

Repayment Income – Required History

Presenter Notes
Presentation Notes
Some basic guidance for repayment income eligibility is a one year history for most base wages, bonus, commission, overtime, part time, secondary employment, expense allowances, and so on. A two year history is required for most self employment scenarios, seasonal, and unemployment. Child support and alimony would only require a six month history if court ordered, however, you would need a 12 month history if the payments are voluntary. 



Repayment Income – Special Considerations

• Income that has been verified as tax 
exempt may be grossed up by 25% for 
Repayment Income ONLY

• Do not gross up for Annual Household 
Income

• No other adjustments are authorized

Tax Exempt Income:

• Any loss incurred from a business that 
is closed may be removed from 
consideration when a letter is provided 
with documentation of the following: 

1. When the business closed
2. Why the business closed
3. How the business closed
4. Evidence to support the closure

Self-Employed 
Business

Presenter Notes
Presentation Notes
I wanted to take a moment and look at tax exempt income as well as self-employed business income, or actually business loss and how they relate to Repayment Income.  So tax exempt income can be grossed up by 25% for repayment income only.  You do not want to gross up annual income.  As for a self-employed business that incurred a loss but is no longer in operation, we can disregard that loss IF the following is provided to the lender and kept in the permanent loan file.



Adults Minors
Bob (Applicant) 
(full-time employment; $20,000 joint 
checking/savings)

Jenny 
(part-time 
employment)

Sue (Co-Applicant) 
(full-time employment; $20,000 joint 
checking/savings)

Lily

Grandpa Happy 
(SSI and 401k; $70,000 joint checking & savings )

Ben

Grandma Happy 
(SSI and 401k; $70,000 joint checking & savings )

Sophie

Sam 
(full-time college student)

Twins Lucy & 
Lucas

The Happy Family’s 
Repayment Income

Repayment Income – Example

Presenter Notes
Presentation Notes
OK!  So now that we have reviewed Repayment Income, how would that guidance apply to our Happy Family? Again, when looking at repayment income, you will only look to the dependable and stable income of those persons who will be a party to the Note. This is the income that will be used to help determine PITI and TD ratios.In the case of the Happy Family, only Bob and Sue will be party to the note, so you would use Bob & Sue’s combined full-time employment income.  Any interest earned from the $20,000 in joint assets would be up to the lender’s discretion to include in the repayment income and would depend if that income is considered stable and dependable and anticipated to continue for the next three years.  



GUS “Borrower 
Information”

 

Presenter Notes
Presentation Notes
So here you can see the GUS screenprint that would apply to repayment income and where the data is entered.  



37

Review Attachment 9-A
https://www.rd.usda.gov/files/3555-1chapter09.pdf  

Refer to applicable column.

GUS does not determine stable and 
dependable income. The underwriter does.

Retain all documentation in the 
permanent loan file.

Incorrect data entries will render the 
underwriting recommendation as invalid.

 

Presenter Notes
Presentation Notes
To better assist with income review and documentation, Chapter 9 includes Attachment 9‐A: “Income and Documentation Matrix.” The matrix was designed to assist lenders and USDA to more efficiently locate many income sources, annual income adjustments, and asset guidance.  The matrix lists income types in alphabetical order and indicates how to consider each income type for both annual and repayment incomes.  “Documentation Source Options” will list the options to properly document the income type.  This matrix will also provide eligible deductions and asset types and what documentation would be required to support each. Now, every documentation item listed may not be required.  USDA allows multiple options to provide flexibility to lenders when documenting income sources.



Income Documentation – Attachment 9-B

Attachment 9-B = 

       Not Required!

But a very helpful tool!

 

Presenter Notes
Presentation Notes
We also offer our lending partners a Worksheet for Documenting Eligible Household and Repayment Income.  Attachment 9-B is an extremely helpful tool that you can use to ensure proper calculation and documentation of income is completed for your loan file.  Although not a required document, it is helpful and worth the extra step.  Especially in those cases where you have more than one applicant or one source of income.  Again, this is not a required form.  However, lenders are required to complete an income calculation on both annual income and repayment income.  It can be done on this form, the 1008, 3555-21 or even a lender’s own in-house form.  As a reminder, for GUS Accept files, lenders do not have to send the calculation with the files.  But, with GUS Refer, Refer with Caution or manual underwrites lenders would need to have the calculations submitted with the loan file along with all other required supporting documentation.  Regardless of submission type, income calculations should always remain in the lender’s permanent loan file.



Frequently Asked Questions…

The applicant has only been at his current job for 4 
months, but it is mandatory that he works 10 hours of 
overtime per week.  He does not have a history of 
earning overtime in his previous position.  Since the 
overtime is mandatory, can it be used in repayment 
income?

 

Presenter Notes
Presentation Notes
Here are some questions that we have received regarding repayment income…



Frequently Asked Questions…

ANSWER: NO

Even if the overtime is mandatory, a 12-month history of 
receipt in the same or similar line of work is required in order to 
be considered for repayment income.

 



Frequently Asked Questions…

The applicant is employed by a manufacturing plant 
that shuts down each year in July for cleaning and 
maintenance.  Employees are “laid off” for the month 
and return in August.  

Would we consider this seasonal employment and 
require a 2-year history or regular base wages?

 



Frequently Asked Questions…

ANSWER: Regular Base Wages

Although Rural Development guidelines do not define a set 
period of time to be considered seasonal employment, a one-
month layoff would generally not be considered a seasonal 
employment.  

In this case the layoff is for cleaning and maintenance, not the 
seasonality of the line of work.

 



Income Verification Requirements

Presenter Notes
Presentation Notes
So now that we have discussed income and how to determine program and repayment eligibility, let’s take a look at what documentation is needed in the file to support those calculations.



Streamlined Documentation Full Documentation

1 recent paystub with YTD 
figure

Paystubs covering the most 
recent four weeks of earnings

Written VOE 
(may be electronically 
generated)

Verbal VOE (must be obtained 
within 10 business days of 
closing)

W-2’s for the most recent 
two tax years

Verbal VOE (must be obtained 
within 10 business days of 
closing)

Income Verification Requirements

EMPLOYED INCOME (base, 
overtime, bonus, 
commissions, etc.)

Verify for all adult 
household members 

except full-time 
students.

 

Presenter Notes
Presentation Notes
For streamlined documentation, which is our GUS Accept files, you would be required to have the minimum income documentation in your permanent loan file. For those full Income documentation files, which are GUS Refer, Refer with Caution, and Manual Underwrites, a little more documentation will be required to support the file.



Trend analysis for the applicant’s business (Recommend use of Fannie 
Mae Form 1084, “Cash Flow Analysis” and Fannie Mae Form 1088, 
“Comparative Income Analysis”)

Confirmation the business is operational within 30 days of loan 
closing

2-years of signed individual and business tax returns with all 
schedules plus a recent profit and loss statement (not required to be 
audited)
OR
IRS transcripts with all schedules plus a recent profit and loss 
statement (not required to be audited)

SELF- EMPLOYED 
INCOME

Income Verification Requirements

 

Presenter Notes
Presentation Notes
Now for those applicants who are self-employed, you will need…



IRS Transcripts

Required for all required household members.

Full time students age 18 and up that are not the applicant, co-applicant, or spouse of an 
applicant are not required to sign the 4506-T/4506-C or have transcripts provided. 

Transcripts provide a quality control measure to ensure all income and asset earnings reported 
to the IRS have been disclosed to the lender. 

Lenders must obtain and review the transcripts prior to loan closing and retain them in their 
permanent loan file. 

Previously unknown/undisclosed income or asset sources that are identified by the transcripts 
will require additional review by the lender and may render a loan file ineligible. 

 

Presenter Notes
Presentation Notes
OK.  IRS Transcripts.  This is a big one which is routinely missed by a lot of lenders. These transcripts are used as a quality control measure to ensure that all income and asset earnings reported to the IRS have been disclosed to the lender. IRS transcripts are required for all household members in addition to the documentation option that is selected by the lender.  Lenders must require each adult household member, as applicable, to complete and sign the IRS Form 4506-T or 4506-C for the previous TWO tax years at the time of submission to the Agency.  These forms must be used to request full transcripts with all schedules.Full time students age 18 and up that are not the applicant, co applicant, or spouse of an applicant are not required to sign the forms or have transcripts provided.  Lenders must obtain and review the transcripts prior to loan closing and retain them in their permanent loan file.  Now, if the lender is unable to obtain transcripts from the IRS they may document their correspondence to and from the IRS and retain it in the permanent loan file as support for omission of the transcripts.  The loan file will be considered complete when the explanation is documented.  Loan closings will not be delayed due to these types of obstacles in obtaining the tax transcripts if the tax returns were filed timely.  �But, a failure to file tax returns by the applicants when they are legally required to do so by the due date is not an eligible explanation to forego obtaining those transcripts.  The lender still remains responsible for obtaining the transcripts, when permitted, even if it is post closing.Chapter 9 in our handbook provides additional guidance on this topic.



Attachment 9-B, Underwriting Transmittal 
Summary, or Similar Form

Income worksheet was removed from the 
3555-21 but calculations are still required

Lender must document and retain income 
calculations for all adult household members

Do not submit to USDA for GUS “Accept” 
loans

 

Presenter Notes
Presentation Notes
Documenting Income is required on all files and should be made as part of your permanent loan file.  What is important to remember is that it only needs to be submitted to the Agency if you have a GUS Refer, a Refer with Caution or a Manual Underwrite.  The lender should document their income calculations for all adult household members on either the Attachment 9-B, the underwriting transmittal summary, RD Form 3555-21 or a similar lender in-house form.�



Annual Income based on Hourly Rate 
at 40hr/week + YTD OT Average

Show Me the Math!

Annual Income:  $32.50 x 40 hrs = $1,300 
x 52 = $67,600 
YTD OT 7,500/5.4 mos = $1,388.88 x 12 = 
$16,666.67 + hourly $67,600 = $84,266.67 

 

Presenter Notes
Presentation Notes
This is an example of how you want to look at income and document.  Be specific.  Use the figures as they are evidenced on the supporting documentation.  Document, document so that a reviewer can easily see how you arrived at the income.You always want to compare the paystubs with the VOE and W2’s.  Make sure your calculations make sense.  And make sure that the income entered in GUS matches the RD Form 3555-21 and can be supported by the documentation provided by the applicant.



Assets

Presenter Notes
Presentation Notes
Alright!  So moving on to assets!  As I mentioned earlier in the presentation, assets can be a confusing topic by many lenders so I wanted to offer some insight that can help make the review and use of assets a much simpler task.



FACT OR FICTION

If an applicant does not need 
funds to close, assets must still 
be verified?

Presenter Notes
Presentation Notes
So fact or fiction?  



FACT OR FICTION

• Assets must be verified 
whether they are required 
for funds to close or not.

• Assets may affect income 
eligibility (Chapter 9) and 
applicant eligibility (Chapter 
8). 

Presenter Notes
Presentation Notes
This is actually a fact.  Assets must always be verified, regardless if you plan to use them for funds to close or not.Assets could affect the income eligibility of an applicant, so you always want to review and verify for income eligibility even if you do not plan to use applicant assets to support closing costs.



Remember

Income from eligible assets may be 
required to be included in annual 
income

Assets are considered a compensating 
factor which do impact underwriting 
recommendations in GUS

Lenders will determine if assets are to be 
included in the underwriting analysis

Asset Tips

Presenter Notes
Presentation Notes
As instructed in 7 CFR Part 3555, when reviewing the assets of an applicant and other adult household members please keep the following in mind:• Income from eligible assets may be required to be included in the annual income calculation. This is true if the total cumulative assets for the household is $50,000 or greater.  The handbook provides flexibility in asset amounts held by the household to help determine when a calculation is required. • Assets are also important because they may be a compensating factor.   Compensating factors strengthen the loan file and may affect underwriting recommendations rendered by GUS.• Assets documented by the lender are not required to be included in the loan application. If a lender wishes to obtain a conservative underwriting recommendation or perform a conservative underwriting analysis, the assets do not have to be included on the loan application.  However, the lender must include income from an asset in the annual income calculation when non-retirement assets exceed that $50,000 threshold. 
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Asset Verification
You may not have to enter them…but you have to verify them!

Not required on “Assets & Liabilities” 
page, but may be required on 
“Eligibility” page.

Always required to verify. Calculation 
required if cumulative household total 
exceeds $50,000.

Presenter Notes
Presentation Notes
Lenders are not required to enter assets on the loan application or on the “Asset and Liabilities” page in GUS.�Lenders may underwrite the loan or receive an automated underwriting recommendation that does not consider the assets as a compensating factor. But when the assets exceed the acceptable $50,000 threshold as indicated in the regulation and technical handbook then the income earned from those assets must be included with income calculations submitted to USDA and on the GUS “Eligibility” page. It is important to be aware that asset verification is still required even when the amount falls below the $50,000 threshold requiring it to be used in GUS or entered into the URLA.
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Asset Inflation

Not required on “Assets & Liabilities” 
page, but may be required on 
“Eligibility” page.

Always required to verify. Calculation 
required if cumulative household total 
exceeds $50,000.

Accuracy matters!
• Invalid GUS underwriting 

recommendations
• Invalid compensating factors
• Inaccurate annual income calculation
• Potential fraud

Presenter Notes
Presentation Notes
When assets are utilized in GUS or in manual underwriting it is important that the assets are not inflated.  Inflated assets will result in:   Invalid GUS underwriting recommendations, invalid compensating factors, inaccurate annual income calculations, and potential fraud.  When assets are inflated or incorrectly calculated to achieve a GUS Accept underwriting recommendation or loan approval, it will impact the validity of the Loan Note Guarantee, loss claim payment, etc.
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Assets…Which do I use?

Not required on “Assets & Liabilities” 
page, but may be required on 
“Eligibility” page.

Always required to verify. Calculation 
required if cumulative household total 
exceeds $50,000.

December Ending Balance: $4,354.53

January Current Balance: $4,534.32 Use this amount

Presenter Notes
Presentation Notes
OK!  So for those of you who haven’t heard – this is new!  We have received a  lot of feedback from our lending partners how we verified assets and how that differed from other programs utilized in mortgage lending and we listened!  So now, lenders must use the balance as reflected on the most current bank statement, or on the verification of deposit if the date on the verification of deposit is dated after the bank statement.  So your most current verified balance.Electronic printouts are still not permitted, unless they are the official electronic statements provided by the banking institution.  
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Income: Calculating Assets

Example:  Calculating Income from Assets

• Checking account (non‐interest bearing): $17,000

• Savings account (.25% interest): $24,000

• Certificate of Deposit (3% interest): $15,000

Total Assets: $56,000 less $5,000 from checking used to 
purchase the home

Remaining Assets = $51,000

Calculating Assets

 

Presenter Notes
Presentation Notes
This is an example of when and how to calculate assets to be included in the total annual income:This applicant has a non‐interest bearing checking account with a balance of $17,000 as well as a savings account that earns .25% interest annually with a balance of $24,000.  The applicant also has a CD that earns 3% annual interest with a current balance of $15,000.The applicant will use $5,000 from checking towards the purchase of the dwelling. The total of all eligible non‐retirement assets is $56,000, minus the $5,000 that will be used to purchase the home, bringing the remaining balance of assets to $51,000. This is more than the $50,000 threshold, therefore an income calculation is required.
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Income: Calculating Assets

Example (continued):  Calculating Income from Assets 

• Checking: $17,000 ‐ $5,000 = $12,000 x .25% = $30

• Savings: $25,000 x .25% = $62.50

• CD: $15,000 x 3% = $450

Asset Calculation: 30 + 62.50 + 450 = $542.50

Include $542.50 in annual income calculation

Calculating Assets

 

Presenter Notes
Presentation Notes
Continuing with the example from the previous slide, the checking account is non‐interest bearing and will have $12,000 remaining after closing costs are deducted.  We will assume the passbook savings rate for this example is .25%. This results in $30 of interest. The savings account is earning .25% interest, which equals $62.50 of interest. The CD will earn $450.  Add these calculations together and you get $542.50 of interest income that must be included in the annual income calculation.  Again, the calculation is NOT required to be shown on the 3555-21 and not required to be uploaded to GUS for any GUS Accept loans.  HOWEVER, the income calculation should ALWAYS be retained in the lender’s permanent loan file and the calculation IS required to be provided on any GUS Refer, Refer with Caution or Manual Underwrite.



Frequently Asked Questions…

The applicant has a joint savings account with her 
mother.  She indicates it is her mother’s account and 
she is only on the account for emergency purposes.  

Do we have to verify and consider the account since it 
is really the mother’s account?

 

Presenter Notes
Presentation Notes
Now let’s take a look at some frequently asked questions as they pertain to assets…



Frequently Asked Questions…

ANSWER: Yes

Although the funds may be intended for the mother, if the funds are in the 
applicant’s name, including a joint account, with the applicant having 
access to the funds then those assets would be considered personal assets 
of the applicant.

The account would need to be verified and considered in accordance with 
Chapter 9 as well as considered in the review of the conventional credit test 
as outlined in Chapter 8.

 



Frequently Asked Questions…

The lender can consider up to what percent of the 
vested amount of a retirement account for reserves?

1. 40%
2. 60%
3. 0%

 



Frequently Asked Questions…

ANSWER: 60%

The lender can consider up to 60% of the vested amount of the retirement 
account as reserves.

Any funds borrowed from these accounts, such as a 401K loan, are not 
considered cash reserves.

Retirement accounts that restrict withdraws to circumstances involving the 
applicant’s employment separation, retirement, or death should not be 
considered as a cash reserve.

 



Frequently Asked Questions…

Proceeds from the sale of a home can be considered 
for reserves?

True or False?

 



Frequently Asked Questions…

ANSWER: TRUE

Verified sales proceeds can be considered reserves.

Documentation to verify sale proceeds includes the closing disclosure, or 
acceptable alternative, and verification of where the proceeds are held and 
their availability to the applicant.

Lenders should include the amount as an “Other Asset” labeled as 
“Proceeds from Real Estate Property to be sold on or before closing” to 
ensure GUS recognizes the inclusion in case reserves.

 



Handbook Updates

Presenter Notes
Presentation Notes
I have just a few recent handbook updates that I want to review with you before we finish up our presentation today



HB-1-3555, Chapter 4 & 6 Updates

 

Presenter Notes
Presentation Notes
We have had some recent updates to Chapters 4 and 11 which became effective on January 5th of 2024.Updates to Chapter 4 include:The updated POC for submission of the Lender Record Change Form to the Rural Development Servicing Office and provided a current email address for those submissions, Updated Chapter 4.6B to include a definition for negligent servicing; Updates to Chapter 4.9 to provide additional guidance and clarification on when and how the Agency would see indemnification and how that directly relates to the loss claim submission, and;Provided Agency Contact information for various topics such as reporting mortgage fraud to the Quality Assurance and Lender Oversight Division and their current email addressUpdates to Chapter 11 include:Revised terminology to match the URLA, Chapter 11.2B provides guidance for lenders as it relates to applicant debts, specifically that if an amount other than that shown on the credit report is used, the lender will provide documentation of the amount that was used and instructs that the documentation be uploaded with the final submission to the Agency; 11.2B(19) provides guidance on the process for balloon or deferred loans that would be due within 12 months and finally,Chapter 11.5 provides clarification on executed escrow agreements for temporary buydown accounts.



HB-1-3555, Chapter 8 Update

Presenter Notes
Presentation Notes
Hot off the press!  A GovDelivery was just sent out today providing an advanced notice on changes that will be implemented in our Guaranteed Underwriting System, or GUS in relation to the data entry in the Immigration/Naturalization Check Information section.  So make sure that you read over this announcement and the proposed changes.  Questions regarding the announcement may be directed to our Policy, Analysis & Communications Branch.  It is anticipated that the changes will go into effect on April 1st of this year.



HB-1-3555, Chapter 18 Update

 

Presenter Notes
Presentation Notes
There were a few small updates to Chapter 18, Attachment 18-A which is the Loss Mitigation Guide.  Clarification on document submissions were provided as well as an update to the address for Mortgage Recovery Advance payments are to be sent.



Lender Resources

Presenter Notes
Presentation Notes
Our Agency works hard to provide clear and concise resources for our lending partners to help make processing and administering SFH guaranteed loans easy
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HB-1-3555USDA LINC Training 
& Resource Library

Loan Origination Tab

Resources at your 
fingertips!

https://www.rd.usda.gov/resources/usda-linc-training-resource-library

 

Presenter Notes
Presentation Notes
All of the forms and references that were used in today’s presentation are available on our USDA LINC Training and Resource Library under the Loan Origination tab.  If you haven’t book marked the LINC Library website, I highly recommend that you do – it is a great resource for all things SFH Guaranteed!  I like to call it our “one stop shop”
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HB-1-3555Regulation & 
Handbook

Forms & 
Worksheets

Frequently Asked 
Questions

https://www.rd.usda.gov/resources/usda-linc-training-resource-library

 

Presenter Notes
Presentation Notes
Here is a screen print of what you will find under the Loan Origination tab:Handbook UpdatesLinks to both the Handbook and RegulationAn FAQ DocumentThe most recent version of the RD Form 3555-21Loan Checklist to ensure that you have provided all of the necessary documentation based on the submission typeThe Income and Documentation Matrix and Attachment 9-B that we reviewed today and many many more great resources
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Have a question on 
POLICY?
Contact the PAC team!
Ext. 4

Need TRAINING?

Contact the LPA team!

Try our Toll-Free 
Lender Line
#833-314-0168
9:00 m – 3:30 pm EST

https://www.rd.usda.gov/media/file/download/sfhglpcontactlist.pdf

 

Presenter Notes
Presentation Notes
As a reminder, we have a new toll-free lender line available from 9 am – 3:30 pm EST.  If you submitted a question today during our presentation but did not receive a response, please reach out to our policy team at ext. 4 so that they can provide you with an answer.  Or, you can simply email your question to them to the email address that is posted on this slide.Finally, we would LOVE your feedback on our trainings!  Before you leave today, please take a moment to click on the link to our questionnaire in the Announcements section to answer a few quick questions.  This will allow us to continue to improve our trainings to meet your needs.
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Keep current! 
Visit our website.

 

Presenter Notes
Presentation Notes
So that is our presentation for today. Thank you all for joining and be sure to keep an eye out for the GovDelivery announcement for our next training. Have a great day!
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