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Issue: In response to the recent housing crisis, credit crunch and weakening economy, Congress
passed and the President signed the Housing and Economic Recovery Act of 2008 in July. The purpose
of this legislation is to stabilize the housing market and prevent a full economic recession.
Action: No action is requested from the Committees, this paper is only for informational purposes.
Background: Congress was facing immense pressure from individual constituents and businesses to
take action in response to the housing market crisis, credit crunch and weakening economy. Congress
responded by passing an omnibus housing bill intended to increase and stabilize the flow of capital to the
housing market, stem the tide of foreclosures, and incentivize buyers to come off the fence and purchase
a home.
Status/Summary: On July 30, 2008, President Bush signed H.R. 3221, the Housing and Economic
Recovery Act of 2008 (HERA). With overwhelming bipartisan support, the bill passed the House 272 –
152 and the Senate 72 – 13.
1 Permanent GSE and FHA loan limits increase in high-cost areas.
•
•

•
•
•
•

The national loan limit will remain at $417,000, and may be adjusted upward only on an annual
basis.
The regulator will look at every metropolitan statistical area (MSA) in the country and determine
115 percent of its median home price. If that number is above the national conforming loan limit,
that MSA will be designated a high-cost area and its new loan limit will be 115 percent of its
median home price. An example would be if an MSA’s median home price is $400,000, then its
loan limit would be $$460,000.
The loan limit is capped at 150 percent of the national conforming loan limit. This is currently
$625,500.
Because FHA has always used MSAs to set their loan limits the transition will be much easier.
The new FHA loan limit for an FHA is simply 115 percent of each MSA’s median home price.
The cap is 150% of the conforming loan limit and the floor is 65 percent of the conforming loan
limit.
The new loan limits both FHA and GSE will not go into effect until January 1, 2009.

2. New GSE Reform
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The legislation will create a world class regulator to oversee the safety and soundness of the
GSEs.
The Treasury now has authority to extend Fannie Mae and Freddie Mac credit or to purchase
equity in the GSEs to ensure their financial stability.

3. FHA Reform
•

The legislation will simplify FHA condo loans, reform the HECM program, increase FHA loan
down payment to 3.5 percent (currently 3 percent), and prevent FHA from insuring loans that
utilize seller-funded down payment assistance programs.

4. Homebuyer Tax Credit
•
•
•

•
•

The tax credit only applies to first-time homebuyers. The definition of a first-time homebuyer is a
homeowner who has no present ownership in a principal residence or has not had ownership of a
principal residence for at least 3-years.
The tax credit is 10% of the purchase price, capped at $7,500. The tax credit is reduced when
the buyers adjusted gross income (AGI) is over $75,000 ($150,000 married filing jointly). The
amount is reduced by the amount over the allowed AGI divided by $20,000.
The tax credit does need to be repaid, therefore working more as an interest free loan than a true
tax credit. The credit is repaid out of your taxes over 15-years.
o If the home is sold before the credit is paid back, payments are accelerated in the
following taxable years by the amount still owed on repayment over the original amount of
the credit. However, if your gain on the house does not exceed the amount still owed at
the time of sale, you will not owe any more repayment on the credit.
The home must be purchased between April 8, 2008 and June 30, 2009.The purchase must be of
an owner occupied primary residence.
You cannot get the credit is the property is purchased from a relative, the purchase is financed by
a tax exempt qualified mortgage issue/bond, the taxpayer is a nonresident alien, or if the taxpayer
disposes of the residence before the close of the taxable year.

5. FHA Rescue Program
•
•
•
•
•
•

Congress estimates that approximately 400,000 homeowners will be able to keep their home and
avoid foreclosure under this program.
Lenders and homeowners would have to voluntarily agree to the program.
Lenders would write down qualified mortgage to 85 percent of the current appraised value.
Borrowers would have to share up at least 50 percent of all future appreciation with FHA.
The program will go into effect on October 1, 2008 and is for loans that originated on or before
January 1, 2008.
For more information you may visit www.fha.gov

6. Loan Originator License Requirements
•
•

The legislation creates federal minimum requirements for loan originators.
The California DRE license appears to meet and exceed the federal requirements for loan
originators, though there will likely be some adjustments made at the state level in response to
the legislation.
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The federal law does require loan originators to meet minimum annual education requirements.
This should only apply to licensees that wish to be loan originators. This does not include an
annual renewal of the license so California’s four year renewal is okay.
The law also creates a federal registration for loan originators to prevent criminals from moving
from one state to another.

7. VA Loan Limits
•

Temporarily increases the VA home loan guarantee program’s loan limits to the same level as the
Stimulus I loan limits, $729,750, until the December 31, 2008.

8. Mortgage Revenue Bond Authority
•

Authorizes $10 billion in mortgage revenue bonds for refinancing subprime mortgages.

9. Modification of $250,000/$500,000 Exclusion
•
•
•
•

The modification will only apply to second homes or rental properties that are converted to a
principal residence.
Gains on the property while it was not the principal residence will be taxed as investment gains at
the capital gains rate. Gains on the property while it is a principal residence will be eligible for the
$250,000/$500,000 exclusion.
This does not take into consideration what the property was used for prior to January 1, 2009.
An Example of how this will work is:
Charlie, whose tax filing status is single, bought a vacation property on March 1, 2009. On
March 1, 2012, she converts the property to her principal residence. On March 1, 2014, she
sells the property for $700,000, realizing a gain of $300,000. Thus, she has owned the
property for 5 years and used it as a principal residence for 2 years. On these facts, 40% of
the gain (2/5) is eligible for the $250,000/$500,000 exclusion. (2 years use as a principal
residence divided by 5 years of ownership). The remainder of the gain (60%) will be taxed at
the capital gains rate that applies in the year of sale.
If Charlie, owned the property prior to January 1, 2009, that time would not be taken into
consideration under this legislation.
We strongly encourage everyone member to direct their clients to their own tax consultant to
ensure they are following the tax code properly.

10. FIRPTA Fix
•

Home sellers will now have the option of providing the non-foreign affidavit to either the home
buyer, or a qualified closing entity such as title or escrow.

11. National Affordable Housing Trust Fund
•
•
•

Creates a trust fund for the purpose of developing affordable housing.
During the first few years the Trust Fund will be used to cover the costs of the FHA Rescue
program.
The Trust Fund will be funded by profits from the GSEs.

12. Community Development Block Grant Funding
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The legislation provides nearly $4 billion in grants for states and localities to purchase and
redevelop foreclosed properties.
These funds can be used to purchase, manage, repair and resell foreclosed and abandoned
properties
After purchase the homes must be used to assist individuals and families with incomes at or
below 120% of area median income. 25% of funds must be used for households with incomes at
or below 50% of are median income.
The goal of the program is to allow states and localities to purchase bulk tracks of homes which
have been foreclosed or abandoned and avoid the problems that can be created when whole
neighborhoods are decimated by foreclosures.
Funds must be committed within 18 months.

13. Additional Property Tax Deduction
•
•

For the 2008 tax year, ALL homeowners will be able to deduct property taxes.
Under current law, homeowners have to itemize their deductions to deduct property taxes;
however, HERA will allow up to $500 ($1,000 on a joint return) for all individuals who utilize the
standard deduction and do not itemize.

Status/Outlook:
C.A.R. & NAR Position: Both C.A.R. and NAR supported the passage of HERA.
California Congressional Delegation Votes:
Yeas:
Barbara Boxer
Dianne Feinstein
Joe Baca
Xavier Becerra
Mary Bono Mack
Ken Calvert
Lois Capps
Dennis Cardoza
Susan Davis
David Dreier
Sam Farr
Bob Filner
Jane Harman
Michael Honda
Barbara Lee
Jerry Lewis
Daniel Lungren
Doris Matsui
Jerry McNerney
Gary Miller
Grace Napolitano
Nancy Pelosi
Lucille Roybal-Allard
Linda Sanchez
Adam Schiff
Brad Sherman
Fortney “Pete” Stark
Ellen Tauscher
Maxine Waters
Diane Watson
Lynn Woolsey
Nays:
Brian Bilbray
Darrell Issa
George Radanovich

John Doolittle
Kevin McCarthy
Dana Rohrabacher
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Howard Berman
John Campbell
Jim Costa
Anna Eshoo
Elton Gallegly
Duncan Hunter
Zoe Lofgren
Buck McKeon
George Miller
Laura Richardson
Loretta Sanchez
Jackie Speier
Mike Thompson
Henry Waxman

Walter Herger
Devin Nunes
Ed Royce

