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NOTICE OF POTENTIAL RECAPTURE TAX 
PART I 

(To be reviewed and acknowledged by the Mortgagor(s) at time of Loan Application) 

 

Because you are receiving a mortgage credit certificate (“MCC”) in conjunction with your Mortgage Loan, you 
will receive the benefit of a federal tax credit for a portion of the interest paid on your Mortgage Loan as 
provided for in the MCC.  If you sell or otherwise dispose of your home during the next nine years, this 
benefit may be “recaptured". 

 
The recapture is accomplished by an increase in your federal income tax for the year in which you sell your 
home.  The recapture only applies, however, if you sell your home at a gain and if your income increases 
above specified levels. 
 
There would be no recapture tax due under the following situations: 
 
(1) If you dispose of your home more than 9 years after the closing date of your mortgage loan; or 
 
(2) If your home is disposed of as a result of your death; or 
 
(3) If you transfer your home to either your spouse or former spouse incident to divorce and you have 
no gain or loss included in your income under Section 1041 of the Internal Revenue Code; or 
 
(4)  If your dispose of your home at a loss. 
 
There are certain limitations or special rules relating to the recapture tax, some of which are described 
below: 
 
(1) If you give your home away (other than to your spouse or ex-spouse incident to divorce), you must 
determine your actual recapture tax as if your had sold your home for its fair market value. 
 
(2) If your home is destroyed by fire, storm, flood, or other casualty, there is generally no recapture tax 
if, within two years, you purchase additional property for use as your principal residence on the site of the 
home financed with your original mortgage loan to which the MCC relates. 
 
(3) In general (except as may be provided in future regulations), if two or more persons own a home 
and are jointly liable for the mortgage loan to which the MCC relates, the actual recapture tax is determined 
separately for them based on their respective interests in the home. 
 
(4) If you repay your loan in full during the nine-year recapture period and you sell your home during 
this period, your holding period percentage may be reduced under the special rule in Section 143(m)(4)(C)(ii) 
of the Internal Revenue Code. 
 
(5) Other special rules may apply in particular circumstances.  You may wish to consult with a tax 
advisor or the local office of the Internal Revenue Service when you sell or otherwise dispose of your home 
to determine the amount, if any, of your actual recapture tax. (See Section 143(m) of the Internal Revenue 
Code generally.) 
 
You may wish to consult a tax advisor or the local office of the Internal Revenue Service at the time you sell 
your home to determine the amount, if any, of the recapture tax.  Upon closing of your mortgage loan you will 
be given additional information that will be needed to calculate the recapture tax. 
 
THE UNDERSIGNED ACKNOWLEDGES THAT I (WE) HAVE READ AND UNDERSTAND THE ABOVE 
DISCLOSURE. 
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