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You probably donôt know it by its official name, the American Recovery and 
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 ï 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. 

If youôre getting ready to buy your first home ï whether itôs 

a new build or a resale house ï you are eligible for the tax 
credit. To qualify, youôve must have purchased the home 
anytime between January 1, 2009 and December 1, 2009. 

Yes ï thatôs correct. December 1 st . Hey, we didnôt make the 
rules é weôre just reporting them, factually. 

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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qualify for the tax credit. The IRS provides a definition of "nonresident alien" in 
IRS Publication 519. 

Your tax credit is equal to 10 percent of the homeôs 
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 
letôs say Sally and Sam purchase a home for $65,000. 
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 defined by the IRS as ñmodified adjusted 
gross incomeò or 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 determine your MAGI, you must first figure out your ñadjusted gross incomeò 
(AGI). AGI is equal to your income for a year, less certain deductions (known as 
ñadjustmentsò or ñabove-the-line deductionsò), but before you subtract itemized 

deductions from Schedule A or personal exemptions. 

Itôs still possible that you could qualify for a portion of the tax credit, even if your 

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

The excess income amount ($10,000) is used to 
form a fraction. The numerator is the excess 

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. Craigôs income 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 canôt. 

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 

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

The bill isnôt real clear about defining the rules for allocating 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.  
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Initially, you could not use the tax credit toward 

your down payment on the home. However, due to 

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 ñmonetizeò 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 program is that itôs so easy. 

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 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.  

Itôs worth noting that a tax credit  is different from a tax 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 taxpayerôs tax liability would be reduced by $1,200 (15 percent of 

$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 ñcastleò? It counts! For the purposes of the homebuyer tax 

credit, a principal residence built by the homeowner is treated by the tax code as 
having been ñpurchasedò 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 purchased from a ñrelated 
person,ò 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.] 



7 | Page 602/595-8900 | AnnaBananaRealty.com  

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 
be repaid. However, homebuyers must use the 
home being purchased as a principal residence for 

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. 

NOW é suppose 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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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 
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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 

  

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
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About the Author 

Anna ñBananaò Kruchten launched Anna Banana Realty in 2006 after more than 
20 years as a real estate professional with one of Arizonaôs top real estate 
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 Annaôs blog: http://9c11f41.activerain.com/ 

Call us: 602/595-8900 

eMail us: Anna.Banana@cox.net 
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