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You probably dondt knowAmeticaniRgcoveryand of f i ci al
Reinvestment Act of 2009, but the economic stimulus bill signed into law by

President Obama in February 2009 offers a huge benefit to first-time

homebuyers who purchase their homes between January 1, 2009 and December

1, 2009. The benefit comes in the in the form of an income tax credit worth

$8,000 or 10% of the home's value, whichever is less. A big plus is that the

credit is refundable, meaning tax filers will see a refund of the full $8,000 i even

if the total amount they owe in income taxes is less than that amount.

Buyers may not have owned a home for the past three years to qualify as "first-
time" buyers. They must also live in the house for at least three years, or they
will be obligated to repay the credit. Additionally, there are income restrictions
limiting those who qualify.

In the following pages, we will explain the details of the tax credit and clear up
any questions or confusion you may have.

I f youbre getting redadwhetdiebuy tyYs
a new build or a resale house i you are eligible for the tax
credit. To qualify, youdve must h
anytime between January 1, 2009 and December 1, 2009.
Yesit hat 6 s [feawberic’tHey, we di dnét me
rules é wedbre just reporting them

e

The purchase date means the date of the closing, when the
title to the property officially transfers to the new
homeowner. The credit may not be claimed before the

closing date.

The term "first-time home buyer" has some legal flexibility, and is defined as a
buyer who has not owned a primary residence during the three-year period prior
to buying the new home for which they are receiving the tax credit.

So how does it work for married taxpayers? Say Jill has never owned a home,
but Bill bought a house and sold it a little over two years ago. In that case,
because Bill had been a homeowner, neither Jill nor bill qualifies for the tax
credit, because the law tests the homeownership history of both the homebuyer
and their spouse.

Nonresident aliens (as defined by the IRS), who have not owned a principal
residence in the previous three years and who meet the income limits test, may
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gualify for the tax credit. The IRS provides a definition of "nonresident alien” in
IRS Publication 519.

Determining the amount Your t ax cr edit ' i's equal to 10 pe
of your tax credit purchase price, up to a maximum of $8,000. That

means if you buy one of the many modestly priced

homes available for less than $80,000, your tax credit

will be equal to 10 percent of the purchase price. So

|l etds say Sally and Sam purcha
They would receive a $6,500 tax credit.

Now, there are some income limitations to consider.

Single taxpayers earning more than $75,000 and

married couples who file jointly and earn more than

$150,000 will see a reduced credit. Earnings, in this

case, are def i nmeodfiedbadjustethe | RS a
gross incomeo  MAGI.

The tax credit amount goes down to $0 for single taxpayers with MAGIs of more
than $95,000 or married couples with MAGIs of more than $170,000. The tax
credit is reduced proportionately for taxpayers with MAGIs between these
amounts.

To determiney our MAGI, you must first figure out
(AGI). AGI is equal to your income for a year, less certain deductions (known as
Aadj ust ment 4he-l onefnidbduveti onso), but before

deductions from Schedule A or personal exemptions.

Il tés stildl possible that you could qualify
MAGI is above the limit, depending on your income. Partial credits are available
for some taxpayers whose MAGIs exceed the phaseout limits.

EXAMPLE #1. Ben and Jen have a modified
adjusted gross income of $160,000. The applicable
phaseout to qualify for the tax credit is $150,000,

Emles and they are $10,000 over the limit.

The excess income amount ($10,000) is used to
E% \/.U form a fraction. The numerator is the excess
U = ‘ income amount ($10,000) and the denominator is
——— $20,000 (the phaseout range). In this example, the
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disallowed portion of the credit is 50% of $8,000, or $4,000. ($10,000 / $20,000
= 50% x $8,000 = $4,000). Stated another way, only 50% of the tax credit
amount would be allowed. In this example, the allowable credit also would be
$4,000 (50% x $8,000 = $4,000). If Ben and Jen had earned $170,000 or more,
the amount of their tax credit would have been reduced to 0.

Example #2. Assume that Chiropractor Craig has a modified adjusted gross
income of $88,000. C r a iingotns exceeds the application threshold by $13,000.

In this example, the disallowed portion of the credit is 65% of $8,000, or $5,200.
($10,000 / $20,000 = 65% x $8,000 = $5,200). Stated another way, only 35%
of the tax credit amount would be allowed. In this example, the allowable credit
would be $2,800 (35% x $8,000 = $2,800). If Craig had earned $95,000 or
more, the amount of his tax credit would have been reduced to 0.

Please remember that these  are just examples to give you
a general idea of how the tax credit might be applied
in different circumstances. You should ALWAYS consult your
tax advisor for — advice regarding your specific circumstances.

What about a situation where you buy a first home
with someone other than your spouse? Can you both
claim the full tax credit on your separate tax returns?
No, you. canodt

If you and one or more non-spouse taxpayers
purchase a primary residence together, you must
allocate the total allowable tax credit among all the
buyers. Regardless of the number of buyers, the total
tax credit claimed by the combination of the

U in the oF amily pomeowner taxpayers cannot exceed the allowed tax
credit for that particular home purchase (i.e., 10% or $8,000).

Thebilli sndt r e a ldefining¢ha rulesdds alacating the tax credit
among the non-spouse taxpayers, other than to say it should be done "in such
manner as the Secretary may prescribe". Please make sure you consult with your
accountant or other tax professional to determine how these allocation rules
apply to your specific situation.

4| Page 602/595-8900 | AnnaBananaRealty.com LAY




_,' ! Tv Initially, you could not use the tax credit toward

NG your down payment on the home. However, due to
/ i )/ recent changes, the FHA will now allow homebuyers

to apply the $8,000 first-time homebuyer tax credit

toward the purchase costs of an FHA-insured home.

The way this works is that state housing finance
agencies and certain nonprofits fimonetizeo up to the
full amount of the tax credit (depending on the
amount of the mortgage) so that borrowers can immediately apply the funds to
their down payments via secondary financing provided by the HFA or the
nonprofit.

Currently, borrowers applying for an FHA-insured mortgage are required to make
a minimum 3.5 percent down payment on the purchase of their home. With the
changes, homebuyers using FHA-approved lenders can now apply the tax credit
to their down payment beyond that initi al 3.5 percent of appraised value

or their closing costs. This is great news because it can help you secure a lower
interest rate. In addition to the borrower's own cash investment, FHA allows
parents, employers and other governmental entities to contribute toward the
down payment.

One of the greatest things about participating
in the tax credit programist hat easyd s
You claim the tax credit on your 2008 or 2009
federal income tax return. Specifically,
homebuyers should complete IRS Form 5405
(Appendix A) to determine the amount of their
tax credit, and then claim this amount on Line
69 of their 1040 income tax return.

NO SPECIAL FORMS NEEDED o _
No other applications or forms are required,

and no preapproval is necessary. Still, you will want to be sure you qualify for
the credit under the income limits and first-time homebuyer tests.

Il t 6s wor t h (faxeredtnigdifferanafrom a fax deduction . A tax
credit is a dollar-for-dollar reduction in the amount of taxes you owe. That
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means that if you owed $8,000 in income taxes and received an $8,000 tax
credit, you would owe nothing to the IRS.

On the other hand, a tax deduction is subtracted from the amount of income

that is taxed. Using the same example, assume the taxpayer is in the 15 percent

tax bracket and owes $8,000 in income taxes. If the taxpayer receives an $8,000
deduction, the t ajruyldbg edudedby $1a200 (15ipadent dfi t vy w
$8,000), or lowered from $8,000 to $6,800.

Any home that will be used as a principal
residence will qualify for the tax credit.
This includes single-family detached
homes, attached homes like townhouses,
co-ops, and condominiums or any similar
type of new or existing dwelling. Some
houseboats and manufactured homes
(also known as mobile homes) even count
as principal residences.

This means that homes purchased as second homes, vacation homes, or
investment properties do not qualify for the tax credit.

Building your own fAcastleo? |t bweatant s! For
credit, a principal residence built by the homeowner is treated by the tax code as

having been fpurchasedo on the date the owner first occupies the house. In this

situation, you must take occupancy on or after January 1, 2009 but before

December 1, 2009.

In contrast, for newly constructed homes bought from a homebuilder, eligibility
for the tax credit is determined by the settlement date.

As mentioned earlier, the home cannot have been purch
person, 0 as defined by the |IRS.

Also, the home must be located in the United States. Property located outside
the U.S. is not eligible for the tax credit.

[NOTE: The definition of principal residence is identical to the one used to
determine whether you qualify for the $250,000/$500,000 capital gains tax
exclusion for principal residences.]

ANTA BANMANA
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The most significant difference between the 2009
tax credit and the one Congress enacted in July
2008 is that this one does not have to be

repaid .

Because it had to be repaid, the previous "credit"
was essentially an interest-free loan. This tax
incentive is a true tax credit and does not need to
Does NOT Need be repaio_l. However, homebuy(_ers_must use the
. home being purchased as a principal residence for
to be Repaid at least three years or face repayment of the tax
| credit amount. Certain other exceptions also apply.

The tax credit also is "refundable,” meaning that the homebuyer credit can be
claimed even if the taxpayer has little or no federal income tax liability to offset.
This typically involves the government sending the taxpayer a check for a portion
or even the total amount of the refundable tax credit.

For example, say Joan and John were expecting to owe $5,000 on their federal
income taxes before the tax credit, and had a tax withholding of $4,000 for the
year. Then they would owe the IRS $1,000 on April 15th. Remember, this is pre-
tax credit.

N OW éppase Joan and John have qualified for the $8,000 homebuyer tax
credit. As a result, they will receive a refund check for $7,000 (the $8,000 credit,
less the $1,000 they originally owed).

This refund of the first-time homebuyer credit will be made by the IRS to the
taxpayer only, not to a third party. In other words, any refund issued in response
to a claim for this credit cannot be assigned by a taxpayer to a third party
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Down Payment Unfortunately, the tax credit cannot be used

directly as part of your down payment.
Congress tried to devise a mechanism that
would make the funds available for the
closing costs, at least, but found that
prefunding the tax credit would require
cumbersome processes that would
necessarily involve the IRS in the purchase
and settlement phase of the home-buying
transaction.

However, you CAN reduce your tax
withholding (up to the amount of the credit for which you qualify.) This will allow
you to accumulate cash by raising your take-home pay, which you can apply to
your down payment.

You should adjust your withholding amount on your W-4 through your employer
or through your quarterly estimated tax payment. (IRS Publication 919 contains
the rules and guidelines for income tax withholding.) One note of caution: if your
income tax withholding is reduced and your tax-credit-qualified purchase does
not occur, you will then be on the hook to repay to the IRS for the outstanding
income tax, as well as possible interest charges and penalties.

Please be sure to consult with your tax advisor
to ensure that you file yo  ur return properly

The law does allow taxpayers to treat qualified home purchases in 2009 as if the
purchase occurred on December 31, 2008. This means
that your 2008 income limit (MAGI) would apply, and
accelerates the date you can claim your credit (i.e.,
reporting on your 2008 returns instead of your 2009
returns). A benefit of this election is that a 2009
homebuyer will be certain of their 2008 MAGI, thereby
helping the buyer know whether the income limit will

“ = reduce their credit amount.

Taxpayers who wish to claim their new home purchase
on their 2008 tax return but who have already submitted
their 2008 return to the IRS may file an amended 2008
return claiming the tax credit. You should consult with a

>80
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tax professional to determine how to arrange this.

Additionally, you can choose whether to treat your 2009 home purchase as
occurring either in 2008 or 2009, depending on which year your credit amount is
the largest. If the applicable income phaseout would reduce your homebuyer tax
credit amount in 2009 and a larger credit would be available using the 2008
MAGI amounts, then you can choose the year that offers the largest credit.

Homebuyers who purchased their homes in early 2009 and have already filed to
receive the $7,500 tax credit on their
2008 tax returns CAN claim the new
$8,000 tax credit instead. Do this by
filing an amended 2008 tax return
with a 1040X form.

If, however, you bought your home in
2008 and qualified for the $7,500 tax
credit, you CANNOT transfer to the
$8,000 plan. The bill applies only to
homes purchased between January 1,
2009 and December 1, 2009. Those who qualified under the 2008 plan for the
first-time homebuyer tax credit of up to $7,500 cannot increase their tax credit
beyond the $7,500 maximum. And, you will still be required to repay that tax
credit over time, as outlined in the text of the Housing and Economic Recovery
Act of 2008.

Lastly, you can claim the tax credit if you finance the purchase of your home
under a mortgage revenue bond (MRB) program. Note that first-time
homebuyers who purchased homes in 2008 may not claim the tax credit if they
are participating in an MRB program

ANTA BANMANA
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http://dpc.senate.gov/dpcdoc.cfm?doc_name=lb-110-2-123
http://dpc.senate.gov/dpcdoc.cfm?doc_name=lb-110-2-123
http://dpc.senate.gov/dpcdoc.cfm?doc_name=lb-110-2-123

About the Author

Anna fBananad K r u adnthedrnna Banana Realty in 2006 after more than

20 years as a real estate professional Wi
companies. Anna is valued and respected by both her clients and the Arizona

real estate community for her experience and expertise in the greater Phoenix

Metropolitan real estate market. She preserves that tradition by continuing to

work one-on-one with her staff and agents each day even as the company

grows.

Visit us on the Web: http://www.AnnaBananaRealty.com

Read Ann athps//9dd1f44.gctiverain.com/

Call us: 602/595-8900

eMail us: Anna.Banana@cox.net

10| Page 602/5958900 | AnnaBananaRealty.com L


http://www.annabananarealty.com/
http://9c11f41.activerain.com/

Appendix A
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First-Time Homebuyer Credit

» Attach to Form 1040

OME ho. 1545-0074

~008

Dopartmess of Ba Tieasury Azachment
IRl Paswrum Gwaen Sequince to. 163
Nayneil shown on sturn

Your social security numbor

General Information

A Address of home qualtying for the credit (d different from the address shawn on fetum)

B Date acquired (see instructions)

c uyouatechooslngtodnumheaeoumywmammlaamlnmmeboummoecanwm 2008, and before

December 1, 2008, check here (soe inntructions)

2 > []

X Credit

1 Enter the smaller of

® §7.500 (§5,000 # you purchased your home in 2008). but only hatf of that amount # married

filng separately, or
® 10% of the purchase pace of the home,

unmmomvmnnwounmohddmmmnlnmem. entar only your share of ths

amount ($ee Instructionsy .

2 Enter your modilied aqqusied gross mcome cseu nmdma

3 Isline 2 more than $75.000 §150,000 i married fing jointiy)?

No. Skip lines 3 through 5 and enter the amount from line 1 on line 6
Yes. Subtract $75.000 {$150,000 # mamed filing jointly) from the

amount on kine 2 and enter the result |

B Dmd-llme'mowwmrhlnunldcumd(vwmhdwlthmmnw
Do not enter more than 1.000 | oli'e
5 Mmlholbylnd . tolt

Genoral Instrucbons
Section references are to the Intermal Revenue Code,

Purpose of Form

Use Farm 5405 to claim the first-time homebuyer credit.
The cradit may glve you a refund even if you do not owe
any tax
For homes purchased In 2008, the credt operates

much ke an interest-free loan. You generally must repay
it over a 15-year pariod, For homes purchased in 2009,
you must repay the credit only if the home ceases to be
your main home within the 36-month period begimming on
the purchase date. See Repayment of Credit on page 2.

Who Can Claim the Credit

In general, you can clam the credt If you are a first-time
homebuyer. You are considered a frst-time homebuyer it
¢ You purchased your man home located in the United
States after April B, 2008. and before December 1, 2009,
® You fand your spouse |f mamied) did not own any other
main home durng the 3-year period ending on the date of
purchase.

If you constructed your maln home, you are trested as
having purchased # on the date you first occupied it
Main home. Your main home s the one you lve n most
of the time. It can be a house, houseboat, housetraller,
aooperative apartment, condominkm, or other type of
resdence.

Wito Connot Gl e Gredit

You cannot claim the cradit It any of the following apply.

1. Your modified adusted gross incorne Is $95.000 or
more ($170,000 or more f maeried filing jointly). See the
Instructions for line 2.

2. You are, or were, elighie to ciaim the District of
Columbla fiest-time homebuyer credit for any tax your,
Ths rule does not apply for a home purchased in 2009,

3. Your home financng comes from tax-exempt
mortgage reverue bonds. This rule does not apply for a
home purchased in 2009,

4. You are a2 nonresdent alien.

5. Your home s located outaide the United States.

6. You sell the homae, or it coases 1o bo your main
home, before the end of 2008

7. You aoquired youwr home by gifl or inhertance.

8. You scquired your home from o relnted person,

A melated persan includes;

a. Your spouse, ancastors , grandparants,
etc), or lineal descendants (chidren, gmndchllmm
etc)

b. A corporation in which you directly or ncirectly
own mare than 50% |n value of the outstanding stock
of the corporaton.

c. A partnership n which you diractly or indirectly
own more than S0 of the capttal interest or profts
interest.

For Paporwork Reduction Act Notice, see page 3

Cat, o 1 18800 Form 5405 oos ey, 2-2009
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ragn 2

For more information about related persons, see
Nondeductble Lass in Chapter 2 of Pub, 544, Sales and
Other itions of Assets, When determining whether
you acquired your main home from a miated person,
family members in that discussion {except tem 7) include
only the people mentioned in Ba above.

Amount of the Credit

Generally. the cradit is the smaller of:

o $7,500 ($8,000 ¢ you purchased your home in 2009),
but only half of that amount If mamad filing separately, or
¢ 10% of the purchase price of the home,

You are allowed the full amount of the creda if your
modified adjustod gross ncome (MAGH s $75.000 or less
{$150,000 or less 4 married filmg jointly). The phase-out of
the credit beging when your MAGI exceeds $75,000
(3150,000 Jf married filng pintly), The credt is aliminated
compiately when your MAG) reaches $95.000 {$170,000 if
misried filing jointly).

Repayment of Credit

Homes purchased in 2008, You genemlly must repay the
aredit over o 15-year period in 15 equal instalments. Tho
repayment perod begns in 2010 and you must include
the first instaliment as additional tax on your 2010 tax
return

if your home ceases 10 be your main home before the
15-yenr period s up, you must include all remaining
annual installments as additional tax on the return for the
tax year that happens. This includes situatons where you
aell tho home, you convert it to business or rental
property, or the home s destroyed. condemned. or
disposed of under threat of cond emnation

If you and your spouse claim the credit on a joint
return, each spouse |15 treated as having been allowed
hat of the credit for purposes of repaying the creddt,

Example 1. You clamod a $7,500 crod on your 2008
tax return. You must includs $300 (§7,500 = 15) as
acdditional tax on your 2010 tax return and on each tax
return for the next 14 years.

Example 2. You clamed a $7,500 credt on youwr 2008
tax return, In 2000, you sokt the home to your son. You
must include $7,500 as additional tax on your 2009 tax
return

Exceptions. The folowng nre exceptions 1o the
rapayment rule.
® if you sel the home to someane wha is not related 1o
you, the repayment in the yoar of sale s kmited to the
amount of gan on the sak. (See tem § under Who
Cannct Claim the Credit for the definition of a related
person) When figuring the gain, reduce the adjusted
basis of the home by the amount of the credit you did not
repay.

o If the home & destroyed, condemnod, or disposed of
unager threat of condemnation. and you acquie a new
main hame within 2 years of the event, you continue to
pay the instaliments over the remainder of the 15-year
repayment perod.

o It, an part of o divorce settiement, the home 16
transferred to a spouse or former spouse, the spouse
who recalves the home is responsble for making all
subsequent Instaliment payments,

e If you ¢, any remaining annual installmants are not
due. If you filed a joint rotumn and then you die, your
surviving spouse would be required to repay his or her
haif of the remainng repayment amount,

Homes purchased in 2009, You must repay tho crodit
only i the home ceases to be your main home wihin the
36.-month penod beginning on the purchase date. Ths
Inciudes stuations wherg you sall the home. you corwvert
It to business or rental propeny, or the home S
destroyed, condemned, or dispased of under threat of
condemnation. You repay the cradit by Includng # as
acditional tax on the retumn for the yoar the home ceases
to be your main home. If the home continues 1o be your
main home for at least 36 months begnning on the
purchase date, you do not have to repay any of the
cradit.

If you and your spouse claim the credit on a pnt
returmn, pach spouse (s treated as having boen allowed
haif of the credit for purposes of repaying the credit,

Exceptions. The loflowing are exceptions to the
repayment rule
® if you sell the home to someone who s not related 1o
you, the repayment in the year of sale is hmited to the
amount of gain on the sale. {See item B undor Who
Cannot Claim the Credit for the definttion of 3 related
person.) When figuring the gan, reduce the ndjusted
basis of the home by the amount of tha credit.
e It the home s destroyed, condemned, or dsposed of
under threat of condemnatan, and you pequine a new
main home within 2 years of the event, you ¢o not have
to repay the credil.
o If, s part of a dvorce setflement, the hame |s
transferred to a spouse or formar spouse. the spouse
who 1eceives the home S responsible for repaying the
credit.
o i you de, repayment of the credit s not required. If you
filed a [oint retum and then you die, youwr surviving spouse
would be required to repay his or ber haif of the credt,

Specific Instructions

Part | General Information

Line B. Entar the date you acquired the home. This is the
date you purchased It (or the date you lirst occupied it |
you constructed your main homo)

Line C. You can choose to claim the credit on your 2008
Form 1040 for a main home purchased after December
33, 2008, and before December 1. 2000, ¥ you make this
choice, check the box.

Part Il Credit

Line 1. if two or more unmamed indviduais buy & main
home, they can allacate the credit among the individual
ownors using any reasonable method. The total amount
adocated cannot excesd the smaller of $7.500 ($8.000 if
you purchased your hame In 2009) or 10% of the
purchase price. See Purchase price on page 3,

Note. A reasonable method Is any method that doas not
nlocate all or a part of the credit to a co-owner who s
not eligible to claim that part of the cradit,
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Purchase price. The purchase price (s the adjusted
basia of your haome on the date you purchased . This
inchudes certain settlement or closing costs {such as legat
foes and recording feed) and youwr down payment and
debt (such as 5 first or second mortgage or notes you
gave the seller n payment for the home), It you buld, or
aontract to builkd, & new homo, your purchaso price can
nclude costs of construction. For more indormation about
adusted basis, see Pub, 551, Basis of Assets
Line 2. Youw modified adjusted gross income @ the
amount from Form 1040, Iine 38, ncreased by the total of
any.

o Exchmion of meame rom Puarto Rico, and
o Amount from Form 25585, lines 45 and 53; Form
2555-E2, line 18; and Form 4563, lines 15,

Paperwork Reduction Act Notice, We ask for the
nformation on this form to carry out the Intemal Revenue
laws af the Un2ad States. You are required to give us the
Information. We need it 10 enswre that you are complyng
with these aws and 1o allow us to figure and collect the
right amount of tax.

You are not required to provide the information
requanted on a form that s subject to the Paperwork
Reduction Act uniess the form displays a valid OMB
control number, Boaks ar records relating to a form or its
Instructions must be retaned as long as their contents
may become materinl n the administration of any Internal
Rovenue law. Generally, tax returms and retum information
are confidential, as required by section 6103.

The average time and expenses required to complete
and file this form will vary dependng on individunl
crcumstances. For the astmated averages, see the
Instructions for your income tax returmn.

if you have suggestons for making this form simpler,
we would be happy to hear from you. See the instructions
for your income tax retum.



