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Bankruptcy Protection
There's a twist when it comes to bankruptcy protection. For bankruptcy 
cases �led after April 1, 2019, federal bankruptcy law shields a home from 
sale if the owner's equity does not exceed $25,150. For cases brought before 
then, the exemption is $23,675.67 In most states, homeowners are forced to 
use the state limits, which are often more favorable anyway. However, about 
one in three states allow either the federal or applicable state limit to be 
used.

Deducting the Homestead Exemption
A homestead tax or property tax is typically applied to homes based on the 
assessed value of the property by the local government tax assessor's o�ce. 
The homestead tax can be a percentage of the property's value or a �xed 
amount.

The homestead tax exemption may o�er ongoing reductions in property 
taxes depending on local state laws. These exemptions can help surviving 
spouses remain in their home after their income has been reduced by the 
death of their partner.

Homestead tax exemptions usually o�er a �xed discount on taxes, such as 
exempting the �rst $50,000 of the assessed value, with the remainder taxed 
at the normal rate. For example, using a $50,000 homestead exemption, a 
home valued at $150,000 would be taxed on only $100,000 of assessed 
value, and a home valued at $75,000 would then be taxed on only $25,000.

Fixed homestead tax exemptions essentially turn a property tax into a 
progressive tax that is more favorable to those with more modest homes.

To qualify for homestead exemption, homeowners must occupy the proper-
ty as their permanent residence. Homestead exemption cannot be claimed 
for any other property that may be located elsewhere.

Example of a Homestead Exemption
Let’s say the assessed value of your home is $300,000 and your property tax 
rate is 1%. Your property tax bill would equal $3,000. But if you were eligible 
for a homestead tax exemption of $50,000, the taxable value of your home 
would drop to $250,000, meaning your tax bill would drop to $2,500

Applying for a Homestead Exemption
For details on homestead tax exemptions, go directly to your county or local 
tax assessor website. Some states require you to �ll out an application. Make 
sure you comply with your state's application deadlines.

What Is the Homestead Exemption?
The homestead exemption is a legal provision that helps shield a home from 
some creditors following the death of a homeowner's spouse or the declara-
tion of bankruptcy. The homestead tax exemption can also provide surviving 
spouses with ongoing property tax relief, which is done on a graduated scale 
so that homes with lower assessed values bene�t the most.

The homestead exemption is helpful since it is designed to provide both 
physical shelter and �nancial protection, which can block the forced sale of a 
primary residence. However, the homestead exemption does not prevent or 
stop a bank foreclosure if the homeowner defaults on their mortgage. 
Foreclosure occurs when a bank takes possession of a home due to failure to 
make timely mortgage payments.

The homestead tax exemption helps to shield a portion of a home's value 
from property taxes. Homeowners may need to apply for the bene�t and 
should check with their local government how to do so.

How Homestead Exemption Works
The homestead exemption provision is found in every state or territory with 
some exceptions, such as New Jersey and Pennsylvania. Yet how the exemp-
tion is applied, and how much protection it a�ords against creditors, varies 
by state. The homestead exemption is an automatic bene�t in some states 
while, in others, homeowners must �le a claim with the state in order to 
receive it.

Since a homestead property is considered a person's primary residence, no 
exemptions can be claimed on other owned property, even residences. 
Further, if a surviving spouse moves their primary residence, they must re-�le 
for the exemption.

Protection from Creditors Under Homestead Exemption
The exemptions for homestead properties vary from state to state. More 
common is a limit for protection from creditors that ranges between $5,000 
and $500,000, depending on the state, with many states in the $30,000 to 
$50,000 range.

However, the protection limits are not for the value of the home, but for the 
homeowner's equity in it—the value of the property minus the balance of 
the mortgage and other �nancial claims on that property. If the equity held 
is less than the limit, the homeowner can't be forced to sell the property to 
bene�t creditors. If a homestead's equity exceeds the limits, however, 
creditors may force the sale, although the homesteader may be allowed to 
keep a portion of the proceeds.

Additionally, the protection for the homestead property does not apply for 
secured creditors, such as the bank that holds the mortgage on the home. 
Instead, the homeowner is protected only from unsecured creditors who 
may come after the home's value to satisfy claims against the homeowner's 
assets. 

The homestead exemption provides an exemption from property taxes on a home. The exemption also protects the value of residents' 
homes from property taxes, creditors, and circumstances that arise from the death of the homeowner's spouse. Homestead exemption 
ensures that a surviving spouse has shelter. The exemption only applies to a primary residence and cannot be claimed for another prop-
erty elsewhere. In some states, homestead protection is automatic; however, in others, homeowners must �le a claim for homestead 
exemption with the state.

HOMESTEAD EXEMPTION

SOURCE: INVESTOPEDIA  https://bit.ly/3tTOuJ4


