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INCOME DOCUMENTATION PROCESS AND TABLES

1.  Overview
Gross family income means total cash receipts, before taxes, received by a subscriber, spouse, and/or adult dependent, and unearned income for dependent children, whether or not they are enrolled in Basic Health.  All income documentation must show the following information:

· Dates for which the income was paid or earned;

· Recipient’s name and/or social security number;
· Gross income amounts.
· NOTE:  The name of the employer may or may not show on pay stubs.  Or the corporate business name may differ from the name of the local franchise owner.
2.  Wage/Benefit Documentation 
· When paid weekly, 4 consecutive pay stubs equals a month (never use 5).

· Income includes overtime (OT), housing allowance (except when the amount is added to and subtracted from the gross wage and it is clear the member does not receive the money), tips, stipends, etc.

· When preferred documentation, such as IRS 1040 or pay stubs, cannot be provided, acceptable alternatives might include:

· Signed, dated statement from employer.

· Signed, dated statement of zero income from applicant/member.

· Employment Security (ESD) should be checked but remember that out-of-state and federal employers and other states paying unemployment compensation usually do not report wages/earnings to our state.

· L&I issues four types of payments:  Time loss (workers’ compensation), Permanent Partial Disability (PPDP)  Crime Victims’ Compensation, L&I Disability Pension.  L& I time loss and Disability Pension are always income.  L & I time loss income is usually calculated by multiplying by 2 the amount shown on the line “Total benefits in the amount of $_______” from the “Payment Order”.  This is less than the monthly benefit amount as claimants are paid every 2 weeks (and not twice monthly).  If discrepancies show, check for another claim or other reason (claim closed?).  Supervisors have begun to print the report received by BH from L & I monthly.  
· Effective 7/1/06, Crime Victims Compensation is not  income. Income is documented by type on the L&I Payment Order.
· Effective 7/1/06, Permanent Partial Disability (PPD) is not income, regardless of amount or how it is distributed.  If F5 or F1 note indicates PPD, you will remove it when processing any adjustment on 7/1/06 or later.
· Effective 7/1/06, Insurance payments are not income, except  punitive damages. Punitive damages will be found on line 21 of the front page of the 1040.

· Effective 7/1/06, long term capital gains are no longer income. See schedule D for the breakdown.

· Effective 7/1/06, gambling, lottery, and other cash winnings are no longer counted if received more than 30 days prior to application date. Average these for 12 months when processing income on a continuous account.
3.  Self-Employment Documentation
· 1040 with all applicable schedules.

Schedule K-1 for S Corporations and Partnerships.  C Corporations do not issue a K-1.
· If not required to file a federal income tax form, or IRS documentation is not available, a Self-Employment/Rental Income Worksheet (HCA 24-301) with a twelve-month history of receipts and expenses.

· If the applicant/member has not owned or operated the business for all 12 months of the prior tax year, BH requires a Self-Employment/Rental Income Worksheet.  It must identify the months covered by the documentation.

· May or may not show a UBI# (Uniform Business Identifier).  A UBI is assigned to an individual and not to a business.  An individual may have several businesses but only one UBI#.

· Effective 10/1/03, deductions for depreciation and amortization are not allowed. Look for amortization on line 27 of the schedule C-detail on part V of page 2.
· Effective 7/1/06, deductions for business use of the home will be allowed if the percentage of the home used for business exceeds 50% of the home, or if there is a separate building on the residential property that is used for business only.  To qualify for the deduction, the member must provide Form 8829.  The amount showing on line 7 of the 8829 must be greater than 50% to allow the deduction for business use of the home. 
NOTE: Line 28 of the Form 8829 accounts for depreciation of the home that is being used for business. If there is an amount showing on line 28, deduct that amount from line 34 for the total allowable business use of the home deduction. 
· A net loss from self-employment will not be used to offset other income sources.
· Income from multiple rentals is calculated using a net profit or loss (remember we don’t allow depreciation).  They are considered part of the same business.
4.  Income Averaging
When determining gross family income, BH will average the income from the federal income tax return when available, unless current income documentation or written explanation shows that the member’s circumstances have changed since filing his/her income tax return.  BH should compare recent pay stubs with the 1040 to ensure a change of circumstance has not occurred.  The intent of income averaging is to make a more accurate determination of a person’s premium responsibility and their eligibility for the program.  

Note:  Year-To-Date (YTD) totals from pay stubs should not routinely be used to average income.  YTD can be a tool used to learn if a change in circumstance has occurred or to calculate some missing weeks from pay stubs that are not consecutive.  An average from pay stub YTD should only be done when:

· BH can verify the total time period covered by YTD (begin and end dates), and

· BH knows how many employers the applicant or member has.

It is recommended that the employer be contacted for verification.

Examples of income that should be averaged include, but are not limited to the following list:

· Self-employment.

· Interest/dividend.

· Net gambling/lottery for continuous members.
· Effective 7/1/06 BH will use net income from short-term capital gains only. We will no longer count income from long-term capital gains. We will need to see the Schedule D to determine whether gain is long- or short-term. 
· Punitive damages
· Unemployment compensation when averaging wages from the 1040, and unemployment is a normal part of their income pattern (are seasonal workers.)
5.  Income Sources Not Reported on an IRS Form
· Child support.






· Housing allowance.

· Disability, L & I  Time Loss Compensation, etc.

· Social Security payments.

· Public assistance.
· Veteran’s benefits.

6.  Change in Circumstance
A change is circumstance in defined in Policy 3-09, 4.a.
Frequently Asked Questions (FAQ)
1:
When will we begin applying the new income rules?

When processing documents on July 1, 2006, and later.
2:
Why will self employment losses be shown as zero (0) effective 10/1/03?  Why won’t we deduct self employment losses from other sources of income?


Budget proviso language does not allow BH any flexibility and we have no authority to
define this language.

3:
Are “Other gains” from line 14 of IRS Form 1040 included as capital gains and counted as income effective 10/1/03?


No.  Other gains were not included in WAC language.

4:
BH will default to an average of income from the IRS Form 1040 whenever possible.  Why is it necessary to request the most recent 30 days of income documentation too?


To see if a member has experienced a change in circumstance.

5.
If an applicant or member sells their house and realizes a capital gain on their IRS Form 1040, will it be counted as income?


It depends.  Effective July 1, 2006, if the Schedule D shows the gain is a short-term capital gain, the income is counted.  If it shows the gain is a long-term capital gain, the income is not counted.
6:
Isn’t this considered a “sale of an asset?”


No.  Short-term capital gains are typically realized in conducting business, such as day trading or the sale of real estate (commonly called “house flipping.”
7:
How will I know when 12 months has passed on some income types?


Notes should always be clear about the action taken when calculating income.

8:
Is Section 179 expense considered depreciation?


Yes.  Section 179 expenses will show on the depreciation line.
9.        When looking at gross income from a PCW we ask for both pages of the remittance advice.  Do all providers get a 2 page remittance advice?

      There are a few providers who perform seasonal child care, and are considered self-employed.    They are not eligible for the PCW program, and their remittance advice contains only one page.   Do not unverify members for 2 pages, if they show the following service codes:  02920, 02921, 02923, 02924, 02925, 02927, 02928, 02929.  
10:
How do I recognize which SSPS service codes are not counted as income?


The codes currently are:

· 7920 Adult Residential Service-Agency Provider

· 7922 Transition-Employment/Day Program

· 7923 VPP-Licensed/Certified Provider

· 7924 Residential Service-IP

The recipient has no discretion over the way the funds are spent.  The payments “pass through” the recipient.


The payments are dedicated for specific services for developmentally disabled clients, such as residential care, day programs/training to prepare the client to enter the work force, or job coaching.  If payments are not spent on these services, they are stopped and it is reported to the Office of Financial Recovery (OFR).


The clients are receiving SSI payments and eligible for Medicaid.
	TYPE OF INCOME – EARNED
	DOCUMENTATION

	Wages, Salaries, Tips
	· Copy of pay stub(s)

· Signed and dated letter from the employer

	Net Self-employment Income (Nonfarm and Farm)
	· IRS 1040 and all applicable schedules for the most recent tax year

· K-1(s) if applicable

· BH Self-employment/Rental Income Worksheet

· Proof of income and expenses

	Net Rental Income
	· IRS 1040 and all applicable schedules for the most recent tax year

· K-1(s) if applicable

· BH Self-employment/Rental Income Worksheet

· Proof of income and expenses

	Stipend, Work Study, Assistantship
	· Copy of pay stub(s)

· Award letter

· Signed and dated statement from an institution of higher education

	Personal Care Worker Wages
	· DSHS SSPS Invoice Voucher and page 2 of DSHS Remittance Advice Form, or

· Both pages of DSHS Remittance Advice Form

	Adult Foster Home
	· IRS 1040 and all applicable schedules for the most recent tax year

· Both pages of DSHS SSPS Remittance Advice Form, or DSHS SSPS Invoice Voucher and page 2 of Remittance Advice Form

· BH Self-employment/Rental Income Worksheet

	TYPE OF INCOME - UNEARNED
	DOCUMENTATION

	Periodic payments from Social Security, Railroad Retirement, Military Pension or Retirement, Military Disability Payment, Government Employee Pension, Private Company Pension, L&I time loss (workers’ compensation),Unemployment Compensation, Strike Benefits from Union Funds
	· Pay stub
· Award letter or Benefits statement

· Cost of living allotment statement

· Signed and dated statement from payer

· Copy of check or bank statement ONLY when current award letter or benefit statement is on file

· L&I payment order

· Computer print-out from agency/payer (ESD, SSA, etc.)

	Periodic Annuity payments
	· Statement from institution

· 1040
· Copy of check or bank statement ONLY when current award letter or benefit statement is on file



	Public Assistance, Alimony, Child Support, Military Family Allotments
	· Award letter or computer print-out from DSHS

· Leave & Earnings Statement

· Court document(s) or DCS (Div of Child Support) statement

· Copy of check or bank statement ONLY when current award letter or benefit statement is on file

· Signed and dated statement from the parent paying child support

	Dividends & Interest 
	· Statement from investment firm, bank or financial institution

· IRS 1040 and all applicable schedules for the most recent tax year

	Net Royalties, Net Gambling or Net Lottery Winnings (Do not include gambling or lottery winnings received more than 30 days prior to application)
	· Copy of contract

· Copy of check

· IRS 1040 and all applicable schedules for the most recent tax year
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	TYPE OF INCOME – UNEARNED
	DOCUMENTATION

	Lump Sum Inheritances, Estates, Trusts
	· Court document(s)

· Statement from trustee, bank or financial institution

· Copy of check

· IRS 1040 and all applicable schedules for the most recent tax year
· K-1(s) if applicable

	Net Short-Term Capital Gain(s)
	· IRS 1040 and schedule D for the most recent tax year

	Punitive Damages
	· Line 21 of the Form 1040
· Court documents, if no 1040 has been filed

	OTHER INCOME
	DOCUMENTATION

	Income for which documentation is unattainable
	· BH Income Worksheet, signed and dated

· Signed & dated statement from applicant/member or payer

· Copy of check(s) with signed & dated statement

	Zero Income Statement
	· BH Income Worksheet, signed & dated

· Signed & dated statement from applicant/member


	INCOME DOES NOT INCLUDE THE FOLLOWING TYPES OF MONEY RECEIVED

	Any assets drawn down as withdrawals from a bank, the sale of property, a house or a car.

	Withdrawals from an IRA or savings account.

	Income EARNED by a dependent child.

	Tax refunds, gifts, loans.

	Noncash receipts, such as the employer-paid or union-paid portion of health insurance or other employee fringe benefits, food or housing received in lieu of wages, the value of food or fuel produced and consumed on farms, the imputed value of rent from owner-occupied nonfarm or farm housing, goods or services received due to payments a trust makes to a third party, and such noncash benefit programs as Medicare, Medicaid, food stamps, school lunches, state supplementary payment income that is specifically dedicated to reimburse for services received, and housing assistance.

	Income earned by dependent children with the exception of distributions from a corporation, partnership, or business.

	Income of a family member who resides in another household when such income is not available to the subscriber or dependents seeking enrollment in BH.

	College or university scholarships, grants and fellowships; VA school benefits.

	Payments from the Department of Social and Health Services (DSHS) Adoption Support Program authorized under RCW 26.33.320 and 74.13.100 through 74.13.145.

	Early withdrawals from pensions, annuities, 401K plans, Keogh plans (self employed pension), or 457 plans (deferred compensation) 

	Retroactive settlements (back pay) from child support, alimony, Social Security, railroad retirement, military pension or retirement pay, military disability pension or payments, government employee pensions, private pensions, workers compensation, unemployment compensation, and strike benefits from union funds.**

	Crime Victims Compensation (Effective 7/1/06)

	Long-Term Capital Gains (Effective 7/1/06)

	Insurance Settlements (except for punitive damages) Effective 7/1/06

	Gambling/Lottery/Cash winnings received more than 30 days prior to enrollment (Effective 7/1/06)

	L&I PPD Payments (Effective 7/1/06)


*Withdrawals are made prior to the member’s eligibility to receive the monies as a periodic/monthly payment.

**BH would have divided the settlement by the number of months or years covered by the payment to determine the periodic/monthly payment.  The periodic/monthly payment is the most accurate picture of the income and when the payment is not continued, BH does not count the back pay.
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