Extending home-buyer tax credit to all is on the table

By Lew Sichelman
WASHINGTON (MarketWatch) -- Question: Is there any possibility that the tax credit for first-time home buyers will be expanded to also include repeat purchasers who already own a house but would like to move up? I understand there has been some movement in Congress along these lines.

Answer: There is not yet any legislation along the lines you suggest, but the Democratic Leadership Council has recommended such a move. The first-time buyer tax credit was designed to spark home buying among those who have yet to join the ranks of homeowners, and the DLC says a similar $8,000 credit for move-up buyers would do the same thing for those who want to move up the housing ladder.

"Getting homes moving again is crucial to speed the nation's recovery," says Bruce Reed, the council's new chief executive officer.

At an estimated cost of $11.4 billion, the DLC would expand the credit to all buyers, regardless of whether they owned a home previously. But it also recommends limiting it to just this year to "force" those who want to take advantage of the government's largesse to do so right away.

If that's the case, Congress only has a short window to act, or the credit would be all but meaningless. In addition to the time it takes for would-be buyers to find a new place, it takes extra weeks these days to find and qualify for a mortgage, thanks to the banking crisis. And, of course, weeks or at least days must be added onto that for inspections, appraisals and other lender requirements.

But you and others might not have to wait for Congress, because the definition of first-time buyer under the current credit is pretty liberal. As long as you haven't owned a home for the previous three years, you qualify for the credit.

Meanwhile, the Department of Housing and Urban Development is taking steps to help cash-strapped first-timers take advantage of the credit by allowing lenders to advance the money they would have claimed on their 2009 tax returns in the form of a short-term loan at closing. In effect, HUD is "monetizing" the credit so buyers can use the funds as part of their down payments and/or to cover their housing costs.

Under rules that will be published shortly -- if they haven't been already -- the Federal Housing Administration will allow "trusted" FHA-approved lenders, HUD-approved nonprofits and state and local housing agencies to make the credit available as cash at settlement through bridge loans that must be paid back when buyers receive their tax refunds.

At the same time, a number of states already have taken steps to monetize the tax credit, which was enacted as part of February's massive stimulus package. According to an online information clearinghouse established by the National Council of State Housing Agencies, Delaware, New Mexico, Pennsylvania, Tennessee, Colorado, Idaho, New Jersey, Missouri and Ohio are among those that have began programs which allow buyers to turn the credit into cash.

Delaware State Housing Agency provides up to $10,000 in down-payment and closing-cost assistance to those who qualify for the first-time home-buyer tax credit through its Second Mortgage Assistance Loan program. In conjunction with the program, the agency has lowered its 30-year fixed-rate mortgage interest rate to 5.5%, with zero origination points.

The Tax Credit Loan Program from the New Mexico Mortgage Finance Agency provides a first-time home buyer with a loan of 8% of the sales price or $6,500, whichever is less, to cover down payment and closing costs. The home buyer uses the $8,000 tax refund to pay off the loan, which is interest-free as long as it is paid back by June 30, 2010.

First-timers using the Pennsylvania Housing Finance Agency's home buyer program can receive a loan to cover down payment and closing costs with a second mortgage for the lesser of 10% of the purchase price or $6,000 for newly constructed homes or $5,000 for existing homes. The agency's Tax Credit Advance Loan Program, however, requires borrowers to invest at least $1,000 of their own funds towards the purchase of their first home. Funding is limited, and the program is being provided on a first-come, first-served basis. Payback provisions are the same as those in New Mexico.

In Tennessee, home buyers can receive 3.5% of the purchase price through a second mortgage loan provided by the state housing development agency. The First-Time Homebuyer Credit Down Payment/Closing Cost Loan Assistance Program is interest-free until June 1, 2010. Buyers must have a minimum credit score of 620 and complete home buyer education before they can receive the loan to close on the home.

Colorado buyers who qualify for the federal credit can receive a similar zero-interest second mortgage equal to 3.5% of the purchase price or $6,000, whichever is less. If it is not repaid by June 30, 2010, however, the rate jumps to 8% with a 10-year repayment term. An administrative fee of $350 is charged the borrower at closing, but $250 of that is refunded if the loan is repaid by the June 30 deadline.

In Idaho, the state housing and finance association is offering a short-term tax credit second mortgage of up to $7,000 to qualified buyers that must be paid back with the buyer's tax refund. To qualify, participants most have a FICO score of at least 640 and a total debt-to-income ratio of no more than 45%.

In New Jersey, first-time buyers can obtain a loan from the state's housing and mortgage finance agency to meet their down-payment and closing-cost requirements. The loan cannot exceed $5,000 ($4,000 for married persons filing separately) or the tax credit cash the borrower reasonably expects to get back from Uncle Sam. The borrower pledges to apply the refund toward repayment of the state loan.

The Missouri Housing Development Commission is offering a second mortgage worth up to 6% of the purchase price, or a maximum of $6,750, to cover the down payment and closing costs. The tax credit advance loan is paired with a 30-year fixed-rate first mortgage from MHDC. The repayment terms and fees are similar to Colorado's.

Ohio's housing finance agency has initiated a Homebuyer Tax Credit Advantage program for those taking part in it's first-time home-buyer initiative. Borrowers must have a credit score of 600 or better to obtain a loan of up to 3% of the purchase price, the proceeds of which can be used for a down payment and closing costs.

However, California is more generous than most states. Buyers of new homes in the Golden State are now eligible for as much as a $10,000 credit on their state tax returns. That's in addition to the federal credit, which means those who qualify can earn a credit of up to $18,000. The deal is available to anyone who buys a newly constructed house between March 1, 2009 and Feb. 28, 2010, or whenever funding is exhausted, whichever comes first.

A total of $100 million -- the equivalent of 10,000 purchases at the maximum credit -- has been allocated for the credit. The credit has proven so popular that some state legislators want to triple the allocation.

Nationally syndicated columnist Lew Sichelman has been covering the housing market for more than 35 years. Because of the volume of mail he receives, he cannot answer individual questions, nor can all questions be answered in this space.

