" First Time Homebuyer Tax Credit

QVERVIEW

The recent housing bill, H.R. 3221, the MHousing
ond Economic Recovery Adt of 2008 passed by
Congress is intended to spur home ownership while
giving first time homebyyers a tax credi for
purchasing ¢ home. The stipulation to the bill is
that the hox credit is fo be poid back interest free
over lifteen years or upon the sale of a buyer's
home. I a buyer sels thair home ond doss not
have encugh equity 1o rapay the loon, # is forgiven.

PROGRAM DETANS

What is the amount of the credit?
H.R. 3221, the Housing and
Ecanomic Recovery Act of
2008 allows first ime home
buyers to take o $7,500 tox
credit fram the purchase of o
single-tomily home, town.
home, or condominium
apartment,

whe may claim the credi?
Any homebuyer who has not
owned a home duning the
past three years and is o L5, citizen whe files taxes
is eligible ta paricipote in Whis progrom. [Some
homebuyers who are not citizers may olso qualify;
ask your mongage advisor far more information. )

To qualify, buyers must actuglly close on the sale of
the home on or after Apsit 9, 2008 ond before luly
1, 2009, The original aligibility period expired in
Aprif 2009, but following & major grossroots
campaign from WAMB members, the pariod wos
extended to enable hame builders to include the
cradit in their sales ond marketing next spring and
info the early summer; the peak hamebuying
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Ara there any income restrictions?

Yes. Single or head-of-household filers can <laim
the bull $7.5G0 credit if 1heir adjusted gross income
[AGI) is tess than $75,000. For morried couples
filing @ joint return, the income limit doubles to
1150,400.

Single or head-ot-hausehold lxpoyers who eaen
between $75,000 and $25,000 are eligibie 1o
receive a partial first time homebuyer tax credit. The
same applies to mared couples who earn between
$150,000 and $170,000.

The credit is not avoilable jor single taxpayers
whose AG! is graater than $25,300 and
morried couples with on AGE axceading

$170,000.

Whet is the differance betwesn a tax
credit and o tax deduction?

A tax credit is o dollor-for-doflar reduc-
tion ir what the taxpeyer owes. Thot
meors thet o taxpayer who owes
$7,500 in income taxes and who
raceives o 37,500 tax credit would ows
nothing to the {RS.

A refundable credit maans thai if o loxpaver poys
tess than $7,500 in fadaral income taxes, the
govarnment will write them a check for the
difference. For exampla, if $5.000 in fedargl toxes
is owed, the texpayer would pay nothing ond a
$2,500 payment would be received from the IRS, If
o qualifying homebuyer were owad a $1,000 tax
refund, they would receive $8,500.

A tax deduchion is subtracted from the amount of
income thet is taxed. Using tha same example,
assume the taxpoyer is in the 15% tox bracket and
awes $7,500 in income toxas. If the taxpoyer
recaives o 37,500 deduction, the faxpayer’s tax
liability would be reduced by $1,125 (15% of
$7.,500), or lawered from $7,500 1o 34,375,
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' First Time Homebuyer Tax Credit

When can o buyer doim the credit?

Buyers can toke the tox credit on their 2008 or
2009 tox return. Those who close in 2008 take the
credit on their 2008 return. Buyers in 2009 have
the option of toking the credi on their 2008 or
2009 retumns.

Doas the credit amount differ based on tox
filing status?

No. The credit is in general equal to $7,500 for o
qualilied homa purchasa, whether the home buyer
files foxes as o single or married taxpayer. Howaver,
if o household files its taxes a3 "marriad fifing
separotely” {in effect, filing *wo retums}, then the
credit of $7,500 is claimed os o $3,75C credit on
each of the two returns.

Are there any circumstonces under which
buyers whase incomas are at or helow the
$75,000 limit for singles ar the $150,000 limit
for morred taxpayars might not be able to
clarm the fult §7,500 tax credits

in general, the tox cradit is equal to 10% of the
qualified home purchase price, but the credit
amount is copped of limited at $7,500. For mos
first fime homabuyers, this means the credit will
equal $7,500. For homebuyers purchasing a home
pricad less than $75,000, the credit will equal 10%
of the purchase price.

What is the payback provision?

The credit essentially serves os on interest-free loan
to be repaid over fifieen yeors. For example, o
homebuyer claiming a $7,500 credit would repay
the credit at $500 per year. If the homeowner sold
the home, then the remaining credit would be due
from the profit of 1he hame sale,

If there is insufficierd profit, 1hen the remaining
credit payback weould be forgiven.
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Tha homeowner does not have to bagin making
repaymants on the credit until two yeors ofier the
credit is cloimed. So if the tax credit is cloimed or
the 2008 tax return, ¢ $500 payment is not due
until the 20190 tax retum is Hled.

Why must the money he repaid?

The intent of Congress was to provids as farge a
financiol resourca ns possible for homebuyers in
the year that they purchase o home. In addition ta
helping first ime homebuyers, this will maximize the
stimulus far the housing market and the economy,
will help stabilize home prices and will increase
home sales. The repayment requirement reduces
the impact on the LS. Treasury and ossumas theat
hoimebuyers will benefit from stabilized ond,
evaniually, rising future housing prices.

Because the money must be repaid, isn't the
first fime homebuyer prograrm really u zero-
inferest oan rather than a traditional tax
cradit?

Yes. Becouse the 1ox credit must be repaid, it
operates like a zero-interest loan. Assyming an
interast rgte of 7%, that means the hameowner
saves up to 34,200 in inferest payments over the
15-yenr repayment period. Compared 1o $7,500
financed through o 30-year mortgage with o 7%
imerest role, the homebuyer tox credit soves
homebuyers more than 38,100 in interest
payments. The progrom is callad a tox cradit
because it operates through the tox code and is
administered by the IRS. Also Yike o tax credit, it
provides o reduction in fox liobkility in the year it is
claimed.

Your Dreoms. Cur Expertise.

ErBO0E Alping Mhodgoge, LG, Fasd Hinaing Lok Busem and kenms subjedt fo change withourt notion. RAetiimen Lo omwonh vy by stobe, courdy, ood poapsdy g, 5ol b rgvisw ol et amlfor collolenl,
ni oll opplicoris villl gualify frr lirmecing, B b epechs o e aeake o romoed dealsion whan selgcing el wing o ar pedal; nube wee e compars loan ppes whar raking o Mrancing declion. For mae

infornoticn, plemse go b wew ledorlt o gy iamsdin | pin



