First-Time Homebuyer Credit Questions and Answers: Basic Information

Updated Nov. 6, 2009, to note new legislation. The new legislation extends and expands
the first-time homebuyer credit allowed by previous Acts. The new law:
= extends deadlines for purchasing and closing on a home
= authorizes the credit for long-time homeowners buying a replacement principal
residence
» raises the income limitations for homeowners claiming the credit

Q. Which home purchases qualify for the first-time homebuyer credit?

A. Any home purchased as your principal residence and located in the United States
gualifies. You must buy the home after April 8, 2008, and before May 1, 2010 (with closing
to take place before July 1), to qualify for the credit. For a home that you construct, the
purchase date is considered to be the first date you occupy the home.

For homes purchased after April 28, 2008, and before November 7, 2009, taxpayers
(including spouse, if married) who owned a principal residence at any time 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 spouse, if married) have not owned a home in the three
years prior to a purchase. For homes purchased after November 6, 2009, long-time
residents can also get the credit under a special rule for a qualifying replacement home. To
qualify, you must have owned and used the same home as your principal residence for at
least five consecutive years of the eight-year period ending on the date you buy your new
principal residence.

If you made an eligible purchase in 2008, you claim the first-time homebuyer credit on your
2008 tax return. For an eligible purchase in 2009, you can choose to claim the credit on
either your 2008 or 2009 income tax return. For an eligible purchase in 2010, you can
choose to claim the credit on either your 2009 or 2010 return. (1/27/09)

Q. If ataxpayer purchases a mobile home (manufactured home) with land and
gualifies for the credit, is the amount of the credit based on the combined cost of the
home and land?

A. Yes. The first-time homebuyer credit is ten percent of the purchase price of a principal
residence. The total purchase price (mobile home and land) is used to determine the
amount of the first-time homebuyer credit.

Q. Is ataxpayer who purchases a mobile home and places the home on leased land
eligible for the first-time homebuyer credit?

A. Yes. A mobile home may qualify as a principal residence and it is not necessary that the
taxpayer own the land to qualify for the first-time homebuyer credit.

Q. Can | apply for the credit if | bought a vacation home or rental property?
A. No. Vacation homes and rental property do not qualify for this credit.
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Q. What do | have to attach to my 2009 or 2010 return to prove that | bought a new
home in order to claim the credit?

A. If you claim the credit on a 2009 (or later) return, you must attach a copy of your
settlement statement. For most homebuyers, this will be a properly executed Form HUD-1,
Settlement Statement (U.S. Department of Housing and Urban Development) that includes:

If you purchased a mobile home and do not have a settlement statement, you should attach
a copy of your executed retail sales contract showing all parties’ names and signatures, the
property address, the purchase price and the date of purchase.

If you are claiming the credit for a newly constructed home and you do not have an
executed settlement statement, you should attach a copy of your certificate of occupancy
showing the name of the taxpayer, the property address, and the date of the certificate.

Q. What is the credit?

A. The first-time homebuyer credit is a tax credit for individuals and couples who purchase a
new home after April 8, 2008, and before May 1, 2010. There are several versions of the
credit depending upon when the home was purchased:

» For homes purchased in 2008, the credit, with some exceptions, must be repaid and
takes the form of a $7,500 interest-free loan.

» For homes purchased in 2009 prior to November 7, the credit is for a maximum of
$8,000 and, with some exceptions, does not have to be repaid, but it's only for new
home owners who have not owned a home in the prior three years.

= Beginning November 7, 2009, an additional category of new homebuyers, long-time
residents (who owned their own homes), was added. The credit for this group is a
maximum of $6,500, which, with some exceptions, does not have to be repaid.
(1/27/10)

Q. How much is the credit?

A. The credit is 10 percent of the purchase price of the home, with a maximum available
credit of $7,500 ($8,000 if you purchased your home in 2009 or early 2010) for either a
single taxpayer or a married couple filing a joint return, but only half of that amount for
married persons filing separate returns. The full credit is available for homes costing
$75,000 or more ($80,000 in 2009 or early 2010). Long-time homeowners who buy a
replacement home after Nov. 6, 2009, or in early 2010 may qualify for a credit of up to
$6,500, or $3,250 for a married person filing a separate return. (11/19/09)

Q. Who is considered to be a first-time homebuyer?

A. Taxpayers who have not owned another principal residence at any time during the three
years prior to the date of purchase are considered first-time homebuyers. For example, if
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 time from July 2, 2005,
through July 1, 2008.

In addition, under a special rule, long-time homeowners who buy a replacement home after
Nov. 6, 2009. or in early 2010 can also qualify. To qualify as a long-time resident, you must
have owned and used the same home as your principal residence for at least five
consecutive years of the eight-year period ending on the date you buy your new principal



residence. For an eligible taxpayer who, for example, bought a home on Nov. 30, 2009, the
eight-year period would run from Dec. 1, 2001, through Nov. 30, 2009. (1/27/10)

Q. Can a dependent on someone else’s tax return claim the first time homebuyer
credit if they otherwise qualify?

A. Different rules apply depending upon whether a dependent buys a home after Nov. 6,
2009, or on or before that date. Dependents are not eligible to claim the credit on any
purchase after Nov. 6, 2009. However, a dependent who buys a home on or before Nov. 6,
2009 may qualify for the credit. (11/19/09)

Q. Can aminor buy a home and claim the credit?
A. Usually, no. However, different rules apply to purchases after Nov. 6, 2009, and those on
or before that date.

Minors are generally barred from claiming the credit on home purchases after Nov. 6, 2009.
To qualify for the credit, a purchaser must be at least 18 years of age on the date of
purchase. For a married couple, only one spouse must meet this age requirement. A
dependent is not eligible for the credit, regardless of age.

For purchases on or before Nov. 6, 2009, the tax law does not bar a minor from buying a
home and claiming the credit. However, taxpayers who do not otherwise qualify for the
credit do not become eligible for the credit simply by using a minor child’s name. In addition,
under state law, children under the age of 18 generally are not bound by any contract they
sign and cannot be required to comply with the terms of the contract. Thus, it is extremely
unlikely that a seller of a home, or a lender if financing is required, would enter into a bona
fide sale of a home to a child. Merely using the child’s name to purchase a home does not
qualify the child for the credit if, in substance, the child is not a bona fide purchaser of a
home. (11/19/09)

Q. When do | have to buy a new home to get the credit?

A. The credit is available for eligible home purchases after April 8, 2008. You must enter
into a binding contract to buy the home before May 1, 2010 and close before July 1, 2010,
in order to obtain the credit. For a home you construct, the purchase date is considered to
be the date you first occupy the home. (11/19/09)

Q. How do I apply for the credit?

A. The credit is claimed on IRS Form 5405, First-Time Homebuyer Credit (revised
December 2009), and filed with your 2008, 2009 or 2010 federal income tax return. If you
have already filed a 2008 or a 2009 tax return without claiming the credit, you can amend
your return to claim the credit using Form 1040X with the December 2009 Form 5405
attached. Certain additional supporting documentation will be required when filing claim for
the credit with your 2009 or 2010 return or amended return. (1/27/10)

Q. Are there income limits?

A. Yes. The credit is reduced or eliminated for higher-income taxpayers. The credit is
phased out based on your modified adjusted gross income (MAGI). Different income limits
apply to purchases on or before Nov. 6, 2009 and those after that date.
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For purchases on or before Nov. 6, 2009, for a married couple filing a joint return, the
phase-out range is $150,000 to $170,000. For other taxpayers, the phase-out range is
$75,000 to $95,000. This means that the full credit is available for married couples filing a
joint return whose MAGI is $150,000 or less and for other taxpayers whose MAGI is
$75,000 or less.

For purchases after Nov. 6, 2009, for a married couple filing a joint return, the phase-out
range is $225,000 to $245,000. For other taxpayers, the phase-out range is $125,000 to
$145,000. This means that the full credit is available for married couples filing a joint return
whose MAGI is $225,000 or less and for other taxpayers whose MAGI is $125,000 or less.
(11/19/09)

Q. Can a taxpayer claim the first-time homebuyer credit after entering into a contract
for the purchase of aresidence but before closing on the purchase?

A. No. Taxpayers cannot claim the credit before there is a completed sale and purchase of
the residence. The sale and purchase are generally completed at the time of closing on the
purchase. (7/2/09)

Q. Can a taxpayer claim the first-time homebuyer credit if the purchase is pursuant to
a seller financing arrangement (for example, a contract for deed, installment land sale
contract, or long-term land contract), and the seller retains legal title to secure the
taxpayer's payment obligations?

A. If the taxpayer obtains the "benefits and burdens" of ownership of a residence in a seller
financing arrangement, then the taxpayer can claim the credit even though the seller retains
legal title. Factors that indicate that a taxpayer has the benefits and burdens of ownership
include: 1. the right of possession, 2. the right to obtain legal title upon full payment of the
purchase price, 3. the right to construct improvements, 4. the obligation to pay property
taxes, 5. the risk of loss, 6. the responsibility to insure the property and 7. the duty to
maintain the property. (7/2/09)

Q. | purchased a home that qualifies for the first-time homebuyer credit. | will be
renting two of the bedrooms and reporting the rental income on Schedule E. Will |
still qualify for the credit if | use the home as my principal residence?

A. Yes, if you meet all first-time homebuyer eligibility requirements. See Form 5405, First-
Time Homebuyer Credit, for more detalils.

Q. If two unmarried people buy a house together, how do they determine how much
each may take of the credit?

A. IRS Notice 2009-12 provides guidance for allocating the first-time homebuyer credit
between taxpayers who are not married.

Q. lam asingle co-owner of a home. How do | get this credit?
A. Depending on the year of purchase, you will claim the credit on your 2008, 2009 or 2010
federal income tax return. (11/19/09)

Q. ldon’t owe taxes and/or my income is exempt from tax and |1 do not have afiling
reguirement. Do | gualify for the credit?

A. The credit is fully refundable and, if you qualify as a first-time homebuyer, having tax-
exempt income will not preclude eligibility. Although there are maximum income limits for




qualifying first-time homebuyers, there are no minimum income criteria. Thus, someone with
no taxable income who qualifies as a first-time homebuyer may file for the sole purpose of
claiming the credit for a refund.

Q. Who cannot take the credit?
A. If any of the following describe you, you cannot take the credit, even if you buy a new
home:

= Your income exceeds the phase-out range.

* You buy your home from a close relative. This includes your spouse, parent,

grandparent, child or grandchild.
* You do not use the home as your principal residence.
* You are a nonresident alien.

Also, if the home is purchased after November 6, 2009, and you are a minor, you are
generally barred from claiming the credit. To qualify for the credit, a purchaser must be at
least 18 years of age on the date of purchase. For a married couple, only one spouse must
meet this age requirement. A dependent is not eligible for the credit, regardless of age. For
more information on this, please see the Q and A "Can a minor buy a home and claim the
credit?" (1/27/10)

Q. Does previously inheriting a home and living in it automatically disqualify me as a
first-time homebuyer if | buy a different home on or before Nov. 6, 2009?

A. Yes, an ownership interest in a prior principal residence would bar you from being
considered a first-time homebuyer. As long as you owned and used the prior home as your
principal residence, you are not a first-time homebuyer. There is no exception for taxpayers
who did not buy their prior residences. (11/19/09)

Q. If I claim the first-time homebuyer credit in 2009 and stop using the property as my
main home before the 36 month period expires after | purchase, how is the credit
repaid and how long would | have to repay it?

A. If, within 36 months of the date of purchase, the property is no longer used as your
principal residence, you are required to repay the credit. Repayment of the full amount of
the credit is due at the time the income tax return for the year the home ceased to be your
principal residence is due. The full amount of the credit is reflected as additional tax on that
year's tax return. See Form 5405 and its instructions about repayment of the credit. (5/6/09,
1/27/10)

Related Items:
= First-Time Homebuyer Credit Questions and Answers: Claiming the Credit on Your
Tax Return
= First-Time Homebuyer Credit Questions and Answers: Homes Purchased in 2008
= First-Time Homebuyer Credit Questions and Answers: Homes Purchased in 2009
= First-Time Homebuyer Credit: Scenarios
= First-Time Homebuyer Credit
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