January 2009 

RE: Tax Year 2008 First Time Home Buyer Credit

PROS

$7500 credit under the housing act

Effective for principal residences purchased after April 8th, 2008 and before July 1, 2009, the Housing Act grants a refundable “credit” to first time homebuyers.  Although it is called a credit, it is a loan that taxpayer must repay ratably over a 15-year period in the form of a “recapture.”

Amount of the credit

The credit is equal to 10% of the purchase price up to a credit of $7500.  For married individuals filing separately, the maximum credit $3750 (IRS Section 36(b)(1)(B)).  If two or more unmarried individuals purchase a principal residence, the total credit allowed to all individuals in the manner that the IRS prescribes. (Description not available yet from IRS as of January 16, 2009).

First Time Homebuyer Definition

An individual who had no present ownership interest in a principal residence during the THREE-year period ending on the date of the purchase of the principal residence to which the credit applies.

CONS

Recapture of credit

The credit must be recaptured ratably over a 15-year period beginning with the second tax year following the purchase.

NOTE: Essentially, the credit is an interest free loan from the US Treasury to first time homebuyers.

Accelerated Recapture

If a taxpayer disposes of the principal residence before the end of the recapture period, the taxpayer must recapture the un-recaptured amount.

Exceptions to recapture and acceleration of recapture


Taxpayer’s death – or divorce

Be sure to to consult a tax professional to see how this could apply to you.
















