FIRST-TIME HOMEBUYER TAX CREDIT

As Madified in the American Recovery and Reinvestment Act

Major Modifications Italicized

February 2009
FEATURE CREDIT AS CREATED JULY 2008 REVISED CREDIT -
APPLIES TO ALL QUALIFIED EFFECTIVE FOR PURCHASES ON
PURCHASES ON OR AFTER APRIL Y9, OR AFTER JANUARY 1, 2009 AND
2008 BEFORE DECEMBER 1, 2009
Amount of Lesser of 10 percent of cost of home or Maximum credit amount
Credit $7500 increased to $8000
Eligible Any single family residence (including No change
Property condos, co-ops, townhouses) that will All principal residences eligible.
be used as a principal residence.
Refundable Yes. Reduces (or can eliminate) No change

income tax liability for the year of
purchase. Any unused amount of tax
credit refunded to purchaser.

Purchasers will continue to
receive refund for unused amount
when tax return is filed.

Income Limit

Yes. Full amount of credit available for
individuals with adjusted gross income
of no more than $75,000 ($150,000 on

No change

Same income limits continue to

a joint return). Phases out above apply.
those caps ($95,000 and $170,000).
First-time Yes. Purchaser (and purchaser’s No change
Homebuyer spouse) may not have owned a Still available for first-time
Only principal residence in 3 years previous | purchasers only. Three-year rule

to purchase.

continues to apply.

Revenue Bond
Financing

No credit allowed if home financed
with state/local bond funding.

Purchasers who utilize revenue
bond financing can use credit.

Repayment

Yes. Portion (6.67% of credit or $500)
to be repaid each year for 15 years,
starting with 2010 tax filing.

No repayment for purchases on
or after January 1, 2009 and
before December 1, 2009

Recapture

If home sold before 15-year repayment
period ends, then outstanding balance
of repayment amount recaptured on

If home is sold within three years
of purchase, entire amount of
credit is recaptured on sale.

sale. Applies only to homes purchased
in 2009.
Termination July 1, 2009 December 1, 2009

{But note program changes for 2009)

Effective Date

Purchases on or after April 9, 2008 and
before January 1, 2009. Repayment to
begin for 2010 tax year.

All revisions are effective as of
January 1, 2009
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FIRST-TIME HOMEBUYER TAX CREDIT

Frequently Asked Questions

In 2008, Congress enacted a $7500 tax credit designed to be an incentive for first-time homebuyers to
purchase a home. The credit was designed as a mechanism to decrease the over-supply of homes for
sale.

For 2009, Congress has increased the credit to $8000 and made several additional improvements. This
revised $S8000 tax credit applies to purchases on or after January 1, 2009 and before December 1, 2009,

Tax Credits -- The Basics

1. What’s this new homebuyer tax incentive for 2009?

The 2008 $7500, repayable credit is increased to $8000 and the repayment feature is eliminated for
2009 purchasers. Any home that is purchased for $80,000 or more qualifies for the full 58000 amount.
If the house costs less than $80,000, the credit will be 10% of the cost. Thus, if an individual purchased a
home for $75,000, the credit would be $7500. It is available for the purchase of a principal residence
on or after January 1, 2009 and before December 1, 2009.

2. Whois eligible?

Only first-time homebuyers are eligible. A person is considered a first-time buyer if he/she has not had
any ownership interest in a home in the three years previous to the day of the 2009 purchase.

3. How does a tax credit work?

Every dollar of a tax credit reduces income taxes by a dollar. Credits are claimed on an individual’s
income tax return. Thus, a qualified purchaser would figure out all the income items and exemptions
and make all the calculations required to figure out his/her total tax due. Then, once the total tax owed
has been computed, tax credits are applied to reduce the total tax bill. So, if before taking any credits
on a tax return a person has total tax liability of $9500, an 58000 credit would wipe out all but $1500 of
the tax due. ($9,500 - $8000 = $1500)

4. So what happens if the purchaser is eligible for an $8000 credit but their entire income tax liability
for the year is only 56000?

This tax credit is what's called “refundable” credit. Thus, if the eligible purchaser’s total tax liability was
$6000, the IRS would send the purchaser a check for $2000. The refundable amount is the difference



between $8000 credit amount and the amount of tax liability. ($8000 - $6000 = $2000) Most taxpayers
determine their tax liability by referring to tables that the IRS prepares each year.

5. How does withholding affect my tax credit and my refund?

A few examples are provided at the end of this document. There are several steps in this calculation,
but most income tax software programs are equipped to make that determination.

6. Is there an income restriction?

Yes. The income restriction is based on the tax filing status the purchaser claims when filing his/her
income tax return. Individuals filing Form 1040 as Single (or Head of Household) are eligible for the

credit if their income is no more than $75,000. Married couples who file a Joint return may have income
of no more than $150,000.

7. Howis my “income” determined?

For most individuals, income is defined and calculated in the same manner as their Adjusted Gross
Income (AGI) on their 1040 income tax return. AGl includes items like wages, salaries, interest and
dividends, pension and retirement earnings, rental income and a host of other elements. AGl is the final
number that appears on the bottom line of the front page of an IRS Form 1040.

8. What if | worked abroad for part of the year?

Some individuals have earned income and/or receive housing allowances while working outside the US.
Their income will be adjusted to reflect those items to measure Modified Adjusted Gross Income
(MAGI). Their eligibility for the credit will be based on their MAGI.

9. Do individuals with incomes higher than the $75,000 or $150,000 limits lose all the benefit of the
credit?

Not always. The credit phases-out between $75,000 - $95,000 for singles and $150,000 - $170,000 for
married filing joint. The closer a buyer comes to the maximum phase-out amount, the smaller the credit
will be. The law provides a formula to gradually withdraw the credit. Thus, the credit will disappear
after an individual's income reaches $95,000 (single return) or $170,000 (joint return).

For example, if a married couple had income of $165,000, their credit would be reduced by 75% as

shown:
Couple’s income $165,000
Income limit 150,000
Excess income $15,000

The excess income amount ($15,000 in this example) is used to form a fraction. The numerator of the
fraction is the excess income amount ($15,000). The denominator is $20,000 (specified by the statute).






