APPENDIX G

HOW TO CALCULATE MCC CREDIT AND ADJUST W4 FORM
Calculating the MCC Tax Credit.  The MCC federal income tax credit is based on the interest paid on a mortgage loan. In Riverside County, the MCC federal income tax credit is equal to 20% of the interest paid on the mortgage loan.

Example:  A Sample Mortgage Loan Analysis with MCC credit (next page) is to be used with the example.  The sample shows the MCC credit which is equal to 20% of the interest paid for each year of the 30 year mortgage loan.  In the first year of ownership, the interest paid on the mortgage loan equals $10,000.00, ($100,000.00 x 10% = $10,000.00).  Twenty percent of that interest is the MCC credit, which amounts to $2,000.00, ($10,000.00 x 20% = $2,000.00).  Every year the amount of interest paid will decrease, thus the MCC credit will decrease over time.
This example can be translated into the following formula:

MCC Credit = Mortgage Loan Amount x Interest Rate x 20% MCC Rate
Adjusting the Borrowers W4 Form.  The MCC tax credit may be taken throughout the year by the borrower(s), therefore, the W4 Form must be adjusted accordingly.

Using the first example of a $2,000.00 federal income tax credit, we can determine the amount of credit earned each month by dividing by 12 months, ($2,000/12 = approx. $167.00 per month).  When taking the credit throughout the year the borrower must add additional withholding allowances to their W4 Form.  The borrower must add the number of withholding allowances that approximate their MCC credit.  In our example, the MCC credit amounts to $167.00 per month.  By adding additional withholding allowances, the borrower will not be taxed as heavily and should see an increase in their paycheck equal to the amount of their monthly credit.  You can calculate the credit weekly, bi-weekly, monthly, etc. to suit the borrowers payroll needs.  All Participating Lenders should obtain a copy of Circular E for adjusting W4 Forms.  Circular E is available at any IRS office.  The following example illustrates this calculation.  

Important:  Inform the borrower that they need to be aware of the amount of credit being earned every year.  The borrower will have to adjust their W4 Form to reflect the decreasing credit if necessary.

Example:  Mr. Smith has borrowed $100,000 at 10% interest to purchase his house.  He has received an MCC and his credit is $2,000 for the first year (see chart).  Mr. Smith is single with no children (claims 1 on his W4 Form) and earns $2,200 per month ($26,400 per year).  On the following page is an excerpt from an IRS Circular E which shows the federal income tax withholdings according to the number of withholding allowances claimed on a W4 Form.  According to the Circular E, Mr. Smith pays $305 per month in federal income tax.  When we apply his $167 MCC credit the amount is reduced to $138 ($305 - $167 = $138).  The amount of federal income tax withheld from Mr. Smith's paycheck is reduced by $138.  To determine the number of withholding allowances to claim, find the number (in the same row) that comes closest to $138.  The new tax amount falls between 6 and 7 withholding allowances on his W4 Form; Mr. Smith's paycheck should be increased approximately $138 every month ($305 - $167 = $138).  The remainder of the credit can be claimed at the end of the year at tax time.  Should Mr. Smith's MCC credit exceed his tax liability at the end of the year, he can carry forward any remaining credit for up to three years.
	Sample Mortgage Loan Analysis with MCC Credit

	Principal


    $100,000.00

Annual Interest Rate
            10.00%

Term (years)

      
       30
	Start date



4/30/90

Yearly Payment

        $10,607.92

No. of Payments


        30

	Payment No.
	Payment Dates
	Beginning Balance
	Interest
	Principal
	Ending balance
	Cumulative Interest
	MCC CREDIT

	1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30
	4/90

4/91

4/92

4/93

4/94

4/95

4/96

4/97

4/98

4/99

4/00

4/01

4/02

4/03

4/04

4/05

4/06

4/07

4/08

4/09

4/10

4/11

4/12

4/13

4/14

4/15

4/16

4/17

4/18

4/19
	$100,000.00

99392.08

98723.36

97987.77

97178.62

96288.56

95309.49

94232.51

93047.84

91744.70

90311.24

88734.44

86999.96

85092.03

82993.31

80684.72

78145.27

75351.87

72279.13

68899.12

65181.11

61091.29

56592.50

51643.82

46200.28

40212.38

33625.69

26380.34

18410.45

9643.57
	$10,000.00

9939.21

9872.34

9798.78

9717.86

9628.86

9530.95

9423.25

9304.78

9174.47

9031.12

8873.44

8700.00

8509.20

8299.33

8068.47

7814.53

7535.19

7227.91

6889.91

6518.11

6109.13

5659.25

5164.38

4620.03

4021.24

3362.57

2638.03

1841.04

964.36
	$607.92

668.72

735.59

809.15

890.06

979.07

1076.98

1184.67

1303.14

1433.45

1576.80

1734.48

1907.93

2098.72

2308.59

2539.45

2793.40

3072.74

3380.01

3718.01

4089.81

4498.80

4948.68

5443.54

5987.90

6586.69

7245.36

7969.89

8766.88

9643.57
	$99,392.08

98732.36

97987.77

97178.62

96288.56

95309.49

94232.51

93047.84

91744.70

90311.24

88734.44

86999.96

85092.03

82993.31

80684.72

78145.27

75351.87

72279.13

68899.12

65181.11

61091.29

56592.50

51643.82

46200.28

40212.38

33625.69

26380.34

18410.45

9643.57

0.00
	$10,000.00

19939.21

29811.54

39610.32

49328.18

58957.04

68487.99

77911.24

87216.02

96390.49

105421.62

114295.06

122995.06

131504.26

139803.59

147872.06

155656.59

163221.78

170449.69

177339.60

183857.71

189966.84

195626.09

200790.47

205410.50

209431.74

212794.31

215432.34

217273.39

218237.74
	$2000.00

1990.88

1980.85

1969.82

1957.68

1944.33

1929.64

1913.49

1895.72

1876.17

1854.67

1831.02

1805.00

1776.38

1744.90

1710.27

1672.18

1630.28

1584.19

1533.49

 1477.72

 1416.37

 1348.89

 1274.66

1193.00

1103.19

1004.39

895.70

776.16

444.65


Circular E (Sample):
	SINGLE Persons - MONTHLY Payroll Period      (For Wages paid After December 1991)

	And the wages are-
	And the number of withholding allowances claimed is -

	At least
	But less than
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	
	
	The amount of income tax to be withheld shall be -

	$1,800

1,840

1,880

1,920

1,960

2,000

2,040

2,080

2,120

2,160

2,200

2,240

2,280

2,320

2,360
	$1,840

1,880

1,920

1,960

2,000

2,040

2,080

2,120

2,160

2,200

2,240

2,280

2,320

2,360

2,400
	$257

263

269

280

292

303

314

325

336

348

359

370

381

392

404
	$228

234

240

246

252

258

264

272

283

294

305

316

328

339

350
	$199

205

211

217

223

229

235

241

247

253

259

265

274

285

296
	$171

177

183

189

195

201

207

213

219

225

231

237

243

249

255
	$142

148

154

160

166

172

178

184

190

196

202

208

214

220

226
	$113

119

125

131

137

143

149

155

161

167

173

179

185

191

197
	$84

90

96

102

108

114

120

126

132

138

144

150

156

162

168
	$56

62

68

74

80

86

92

98

104

110

116

122

128

134

140
	$27

33

39

45

51

57

63

69

75

81

87

93

99

105

111
	$0

4

10

16

22

28

34

40

46

52

58

64

70

76

82
	$0

0

0

0

0

0

5

11

17

23

29

35

41

47

53
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