First-Time Homebuyer Credit Questions and Answers: Basic Information

. What is the credit?

& The first-time homebuyer credit is a new tax credit included in the recently enacted Housing and Economic Recovery
Lot of 2008 . For homes purchased in 2008, the credit operates like an interest-free loan becauss it must be repaid over
a 18-year period.

The credit was expandsd in 20008 for homes purchased in 20008, increasing the amount of the credit and sliminating the
reguirement o repay the credil, unless the homes ceases to e your principal residence within the 35-month pericd
eginning on the purchase date.

. How much is the credit?

& The credit is 10 percent of the purchase price of the homs. with a maximum available credit of 57500 (S5.000 if you
purchased your home in 2002} for either a single taxpayer or a married couple filing a joint rebtum, but only half of that
amount for married persons filing separate returns. The full credit is available for homes costing $75.000 or more
(F80.000 if purchased after Dec. 31, 2008, and before Dec. 1, 2005).

Z. Which home purchases gualify for the first-timme homebuyer credit?

& Any homes purchased as the taxpayer's principal residence and located in the United States gualifies. You must buy
the home afier Aprid &, 2008, and before Dec. 1. 2008, to qualify for the eredit. For a home that you construct, the
purchase dafe is considered fo be the first date you ococupy the home.

Taxpayers (imcluding spouse, if married) who owned a prancipal residence at any timme during the three years prior to the
date of purchase are not eligible for the credit. This means that you can qualify for the credit if you (and your spousse, if
married) have mnot owned & home in the three years prior to & purchase. If you make an eligikble purchase im 2005, you

claim the first-timme homebuyer credit om your 2008 fax retum. For an eligible purchases in 2009, you can choose to claim
the credit on either your 2008 or 2009 income tax retun.

&, Can | apply for the credit if | bought a vacation home or remtal property ™
& Mo, Vacation homes and rental property do not gualify for this credit.
&, Who is considered to be a first-time homebuyer?

& Ta=zpayers who have not owned another princigal residence at any tims during the three years pricr to the date of
purchase.

G, When do | have to buy a new home to get the credit™

& The home must be purchased after April 8. 2008, and before Dec. 1, 2008, in order to obtain the credit. For a home
you construct the purchasse date is considered to be the date you first cccupy the home.

2. How do | appely for the credit?

&, The credit is claimed on new IRS Form 54205, First+Time Homebuyer Credit, and fled with youwr 2008 or 2006 federal
income tax returm.

&, Are there imcome limits?

& Yes. The credit is reduced or eliminated for higher-incomes taxpayers. The credit is phased out based on your
modified adjusted gross income (MAGSI). For a married couple filing a joint retum. the phase-out ranges is 5150.000 to
F170,000. For other taxpayers, the phase-out range is S75.000 to F55.000. This means that the full credit is available
for married couples filing a joint return whose MAGI s 150,000 or less and for other taxpayers whose MAG] is 575,000
or less.

. Can a taxpayer claim the firsttime homebuyer credit after entering into a contract for the purchase of a
residence but before closing on the purchase ¥

& Mo, Taspayers cannot claim the credit before there is a completed sale and purchass of the residence. The sale and
purchase are generally completad at the time of closing on the purchass. (New F72°909)

Z. Can a taxpayer claim the firsttime homebuyer credit if the purchase is pursuant to a seller financing
arramngemeent (for example, a contract for deed, installm ent land sale contract, or long-te m land contract],
and the seller retains legal title to secure the tazpayer's payment obligations?

& the tsxpayer obtains the "benefits and burdens” of cwnership of a residencs im & s=ller fimancng arrangemsnt, than
the taxpayer can claim the credit even though the seller retains legal tdle. Faciors that indicate that a teaxgpayer has the
benefits and burdens of ownership include: 1. the nght of possession, 2. the right to cbiainm legal tile upon full payment
of the purchase price, 2. the right to construct improvements, 4. the cbligation fo pay property taxes, 5. the risk of loss,
8. the responsibility to insure the property and 7. the duty to maintain the property. (New 7/2909)

&l purchased a hame that qualifies for the firsttime homebuyer credit. | will be renting two of the
bedrooms and reporting the rental imncome onm Schedule E. WIill | still qualify for the credit if l use the home as
my principal residence?

& Yes, if you meet all first-tims homes buyer eligibility reqguiremants. Ses Fomm 5408, First-Tims Homes buyer Credil, for
mare details.

. If tew o unmarried people buy a house together, how do they determine how much each may take of the
craedit?®

& IRS MNodfice 2008-12 prowvides guidance for allocatimg the first-time homebuyer credit between taxpayers who are not
married.




3.l am a single co-owner of a home. How do l get this credit?
&, Depending on the year of purchase,. you will claim the credit on either your 2008 or 20059 federal income fax refturn.

G ldon™t owe taes andfior my imcome is exemnm pt from tax amd | do not hawve a filimng reguiresment. Do | gua lify
for the credit?

&, The credit is fully refundable and, if you gqualify as a first-time homebuwyer, having tax-exempt income will ot precieds
eligibility. Athowugh there are maximum income limits for gqualifying first-time homebuyers, therse are mo minimoem incomme

criteria. Thus, someons with no taxable imcome who qualifies as & firsi-time homebuyer may file for the scle purposs of

claiming the cred® for a refund.

. Does the first-time homebuyer credit apply to homes located in the U.S. Temitories™
& Mo

G Wouwuld | be considered a firsttime homebuyer ifl owned a principal residence cutside of the United States
weithin the previous three years™

& Wes. A faxpayesr who owned a principal residence outside of the United States withim the last three years is not
disqualified from taking the credit for a purchas=s within the United States.

. If gualified, are homebuyers reguired to claim the first-time home buyer cre dig™?

& Mo

G Wheo cannot take the credit?

& IF amy of the following describe you, you canmot fakse the credit, even if you buy & mew home:

& Yaour incomes exceseds the phass-out rang=s. This means joint filers with MAG]I of 170,000 and abowve and aother
taxpayers with M&aG of 385,000 and abowe .

= “You buy your home from a close relative. This includes your spouse, parent, grandparent. child or grandchild.
® “You do not usse the home as your principal residemnce.

& Yaou sl your home before the end of the year.

® “You are a nonresident alien.

& You ars, or were, eligible to claim the District of Columbia first-tme homebuyer credit for any axable year. (This
does not apply for @ home purchased in 2008.)

= “Yaour home financing comes from tax-exempt mortgage revenue bonds. (T his does not apply for & home
purchased in 2008.)

= Yaou owned a principal residence at any time during the three years prior to the date of purchass of your mew
home. For example. f you bought a home on July 1. 2008, you cannot take the credit for that home if you
owned, or had an ownership interest in, another principal residence at any tims from July 2. 2008, through July
1. 2008.

G Does prewviously inheritimg a home and living in the imherited home avtomatically disgualify an
individwal as a first-timme homebuyer with respect to a different home that is purchased within the prescribed
2008 amd 2009 time frames?

& Wes, an ownership mierest im a prior principal residence would preclude the taxgpayer from being considered a
first-time homebuyer. As long as the faxpayer owned and used the prior homs as his principal residence, then he is not
a first-imme homebuyer. Thers is no excepfion for faxpayers who did mot buy their prior residences. (050508

3. Is a stepaelative considered a related party

A Step-relatives are neither ancestors nor lineal descendents and are thersefore not related persons for purposss of the
first—time homebuyer credit. (OS/08502%

. I 1 glaim the firsttime homebuyer credit im 2009 and stop using the property as my main home before the
36 month pericd expires after | purchase  how is the credit repaid and how long wouwld | hawve to repay it?

&, within 25 months of the date of purchass, the property = no longsr used as the taxpayer's principal residence, the
taxpayer is required to repay the credit. Repayment of the full amount of the credit is dus at that time the incomes tax
return for the year the homs csased o be the tazpayer's principal residence is duese. The full amount of the credit is
reflected as additiomal tax on that year's tax return. Form 5405 and its instructions will be revised for ta=x year 2008 to
include information about re payment of the credit. (050505 )

. If a person does not actually make the paymemnts om a home that's their primary residence, but the de asd
and mortgage documents are in their names, can they be considered a first-timme home buyesr?®

& Yes, If a taxpayer purchases a home to be used as a primary residence from an unrelated parsomn and has not owned
a home within the previous 28 months, the tfacpayer is eligiblke for the first-time home buyer credit regardiess of who
makes the mortgage paymemnt. (0S/08508%

. Do taxpayers affected by Hurricane Kaftrima or other disasters gualify as first-time homebuyers if
their principal residence [i.e. main home) became uninhabitable moare tham three years ago and they have
mot form ally disposed of the uninhabitable home or purchased or bwuilt a new home in the imnterine?

&, A first-time homebuyer is an individual {and the individual's spouss, if married) who has mot had an ownership
interast in a primcipal residence {(within the meaning of Section 121 of the Internal Revenue Code) during the three
y=ars before the date a new primcipal residence is purchased. Applying Section 121, a taxpayer can be a first-tims
homebuyer if the faspaysr has not ownad and used a property as a principal residences at any ims during the three
y=ars before the date of purchase of the mnew residence. T axpayers affected by Hurricame HKatrina who hawve ownead bt
not used their propery as a principal residence within the last three years may e eligible for the first-timse homsbuysr
credit when they purchasse a new principal resdence. (O5/0O7/08)
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