Chapter Eight – “Red Flag” Questions and Answers

Third Party Verification does not Match Stated Income 

Question:  What happens if the third-party verification does not match the income stated in the application?
Answer:  HCD requires that any conflicting information be resolved before an application can be approved.  Document the conflict identified and the resolution to that conflict in the applicant file and include all verifications required to resolve the conflict. If you cannot successfully resolve the issue, the Grantee cannot assist the household.
Child Support 
Question:  Is a Court Order appropriate documentation if a person is awarded child support and/or alimony, but only receives a portion of what is ordered by the court?
Answer:  It is an applicant’s responsibility to show how much child support is actually received.  Use the Court Order as documentation of child support income unless you are able to demonstrate a lower amount with documentation from bank statements, IRS and/or the California Department of Child Support Services. Remember that the State of California garnishes unpaid child support from State Income Tax returns that may be received by the applicant. At no time should the Grantee require an applicant to “go to court” to get child support payments. 
Overtime or Bonus 
Question:  An applicant has received two bonuses from his employment in the last year.  Is the bonus counted as part of the household anticipated income?
Answer:  In the case of overtime or bonuses, it is important to clarify whether the overtime or bonus was a one time occurrence or a predictable component of an employee’s income. If it is determined that an applicant has earned and will continue to earn overtime pay or bonuses on a regular basis, Grantees should calculate the average amount of overtime pay or bonuses earned by the applicant over the pay period the Grantee is using to calculate income eligibility. This average amount is then to be added to the total amount of projected earned income over the following 12-month period. The Grantee should not leave this discrepancy in the applicant file without addressing it.  Or simply count the overtime or bonus into the applicant annual gross income.
Renter in Applicant Household
Question:  Applicant household includes a mother and her two children and a renter who pays her monthly for use of a bedroom with adjoining bathroom.  Is the renter part of the household?
Answer:  No the renter is not part of the household.  Also, because the person is identified as a renter, the income of that person is not included; however, the rental payments are counted in the household’s income calculation.  Adequate documentation is needed to show the relationship is that of a tenant/landlord--the lease, payment receipts, cancelled checks and bank statements). 
Business Goodwill

Question:  Does Business Goodwill count as an asset?
Answer:  It is not counted as an asset if the business is ongoing/has not been sold.
Income of Temporarily Absent Family Members
Question:  An applicant works as an accountant, but he suffers from a disability that periodically requires lengthy stays at a rehabilitation center.  When he is confined to the rehabilitation center, he receives disability payments equaling 80% of his usual income.  How is his income counted?
Answer:  Since the circumstances of the applicant would be considered temporarily, his income would be counted in the household’s annual income. The income calculations should look back over the past 12 months to consider how to prorate the work income verses the disability income. Remember that if you include the highest possible income and the household is still income qualified, use that income and move on.
Question: An applicant accepts temporary employment in another location and needs a portion of her income to cover living expenses in the new location.  Can the Grantee deduct the living expenses from household annual income?
Answer:  No, the full amount of the income (gross income) must be included in annual income.
Question: A member of the applicants’ household (daughter) is on active military duty. Her permanent residence is at the applicant’s home where her parents (applicants) live along with her husband and children.  Does her military pay count toward the annual income?  
Answer: Yes, her military pay counts towards household income in this situation. (If her dependents or spouse were not in the household, she would not be considered a family member and her income would not be included in annual income.)

Income from Grocery Purchase

Question: An applicant’s mother purchases and delivers groceries each week for her and her two year old.  The applicant’s mother is not a household member.  Is the value of these groceries counted as income? 
Answer:  No, the value of the groceries does not count as income despite the fact that they are a regular contribution or gift to the household.

Lump Sum Payment
Question: An applicant recently received $32,000 in deferred social security benefits following a lengthy eligibility dispute.  Is this lump sum counted as income? 
Answer:  This delayed payment of social security benefits is treated as an asset, not as income. The funds would be in the applicant’s checking or savings account and should just be counted as such.
Regular Cash Contributions

Question: The father of a young single parent pays her monthly utility bills.  On average he provides $100 each month.  Is this payment counted as income?
Answer:  Yes, the $100 per month must be included in the family’s annual income. Note, is some cases these questions are raised when reviewing the applicant’s checking account and the Grantee identifies regular deposits that are accounted for in the application.
Withdrawals from IRAs or 401K Accounts

Question: Applicant for assistance retired recently.  He has an IRA account, but is not receiving periodic payments from it because his pension is adequate for his routine expenses.  However, he has withdrawn $2,000 for a trip with his children.  Is the $2,000 counted as income?
Answer:  No, the withdrawal is not a periodic payment and is not counted as income.
Federal Government/Uniformed Services Pension Funds Paid to a Former Spouse

Question: An applicant has a retirement income from the Federal Government/Uniformed Services pension fund.  She states that she does not have full benefit of the retirement, because a portion of the retirement is paid to her former spouse as part of a divorce settlement.  What is counted as income?
Answer:  The portion that is paid directly by the retirement fund administrator to the applicant’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 retirement administrator, to be paid to the applicant’s former spouse is no longer an asset of the applicant and therefore is not counted as income.  

Jointly Owned Assets

Question: An applicant for assistance has a joint savings account with her daughter who does not live with her.  Mother and daughter both contribute to the account. They have used the account for trips together and to cover emergency needs for either of them.  What portion is counted as the applicant’s asset?
Answer: Even though either the applicant or her daughter could withdraw the entire asset for her own use, count the applicant’s ownership as 50% of the account. This is considered an asset; therefore, asset calculation is done to determine actual income or cash value. 
Question: An applicant’s name is on her mother’s savings account to ensure that she can access the funds for her mother’s care.  The applicant does not contribute to the account and her mother does not live with her. What portion of the account is counted as the applicant’s asset?
Answer:  If the Grantee can document that the account is not owned in part or whole by the applicant, no portion of the income in the account should be counted. 
Revocable Trust Accessible to Family Members

Question:  An applicant lives alone.  He has placed $20,000 in trust to his grandson to be available to the grandson upon his death.  The trust is revocable, that is, the applicant has control of the principal and interest in the account and can amend the trust or remove the funds at any time.  Should the Grantee count the trust when calculating the applicant’s income? 
Answer:  Yes. The Grantee should add the $20,000 to the applicant’s net family assets or the actual income received on the trust to actual income from assets.

Payment of Principal Amounts from a Trust

Question: An applicant receives funds from a non-revocable trust established by his parents for his support.  Last year he received $18,000 from the trust.  The attorney managing the trust reported that $3,500 of the funds distributed was interest income and $14,500 was from principal.  Jared receives a payment of $1,500 each month (an amount that includes both principal and interest from the trust).  How is this income treated?
Answer: The Grantee will count the entire $18,000 the applicant received as annual income.

Special Needs Trust

Question: An applicant lives with his wife and his 55-year-old son who is a person with disabilities.  The parents have established a special-needs trust to provide income for their son after they are gone. The trust is not revocable. Neither the parents nor the son currently have access to the principal or interest.  How is this trust treated when considering eligibility?
Answer: In calculating the income of the applicant, the Grantee should disregard the trust.

Calculating the Cash Value of an Annuity

Question: An applicant reports holding an annuity from which she will not receive payments for another 15 years when she turns 65.  The annuity is a fixed annuity, with a current value of $20,400 earning interest at an annual rate of 4.5%.  The applicant could withdraw the current balance in the account, but would pay a surrender penalty of $3,000.  If the annuity is withdrawn, then the applicant will owe $1,200 in tax penalties.  How do you calculate cash value of the annuity?
Answer:  The important information for calculating cash value is the current value, $20,400; the surrender fee, $3,000; and the tax penalties, $1,200.  If the applicant withdrew the cash from the annuity, after paying the surrender fee and tax penalty, then the amount of cash received would be $16,200.  The cash value, $16,200, is recorded as an asset.  The anticipated income of the asset should also be calculated:  $20,400 x .045 = $918. 

Lump Sum Additions to Family Assets (One-Time Payment)

Question: An applicant states that she won $500 in the lottery and received it in one payment.  How is this income treated?
Answer: Do not count the $500 as income.  
Question: The resident of an assisted unit won $75,000 in one payment in the lottery.  She buys a car with some of the money, and puts the remaining amount of $24,000 in the bank.  The resident receives her first bank statement and notices that the income on this asset is $205 per month.  Should the Grantee expect the tenant to report the income?
Answer: The tenant must report the increase in income because the family has experienced a cumulative increase in income of more than $200 per month.  The Grantee should perform an interim recertification and count the greater of the actual or imputed income on this asset (since the net family assets are greater than $5,000).
Balances Held in an IRA or 401K Retirement Account

Question: An applicant’s 401K account balance is $35,000.  He is able to terminate his participation in the retirement plan without quitting his job; but, if he did so, he would lose a part of his employer’s contribution and would pay a penalty fee.  How is the 401K treated?
Answer: The total cash the applicant could withdraw, $18,000, is the amount that is counted as an asset.
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