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FIRST-TIME HOMEBUYER TAX CREDIT
As Modified in the American Recovery and Reinvestment Act
Major Modifications Italicized

February 2009
FEATURE CREDIT AS CREATED JULY 2008 REVISED CREDIT - .
APPLIES TO ALL QUALIFIED EFFECTIVE FOR PURCHASES ON
PURCHASES ON OR AFTER APRILS, OR AFTER JANUARY 1, 2009 AND I ntrOd u Ctl O n
2008 BEFORE DECEMBER 1, 2000
Amountof | Lesser of 10 parcent of cost of home or Maximum credit amount . i
Credit $7500 increased to $8000 The Housing And Economic Recovery Act Of 2008
Eligible Any single family residence (including No change brought about some very interesting, and potentiall
Property :oT)dos. cg-ops, Tswnholdses} thatwill | All principal residences ligibla. lucrative, financial options for new homebuyerB. |
e Used as a principal residence, .
Refundable Yes, Reduces (or can eliminate) No change 2009,_Qongress expanqed that to make it even r_nore
income tax liability for the year of Purchasers will continue to beneficial by changing it from a “loan” to a “crédi
purchase. Any unused amount of tax | receive refund for unused amount and increasing the potential financial benefithe t
cradit refunded to purchaser. when tax return is filed. taxpayer. Obviously, there is a fair amount of
income Limit rrfjmdﬂfr?w?}:;gjbsrtiﬂtgff:;'f:;;‘fe No change confusion and misunderstanding concerning the Idetai
of no more than 575,000 {3150,000on | Same income limits continue to of this Tax Credit, so | have created this pampinlet
a joint return). Phases out above apply. order to help my clients understand more clearlgtwh
those caps (395,000 and $170,000). this tax credit entails.
First-time Yes. Purchaser (and purchaser’s Mo change
Homehuyer spouse) may not have owned a 5till available for first-time . . . . .
Only principal residence in 3 yaars previous | purchasers only. Three-year rule This e-Booklet is broken into three main sectiombe
to purchase. continues o 2pply. first being general questions concerning the taxicr
Revenue Bond | No credit allowed if home financed Purchasers who utilize revenue the second section being “what if’ type scenarkos)
Financing with state/local bond funding. bond financing can use credit. . .
Repayment | Yes. Portion (6.57% of credit or 5300) | Ne repayment for purchases on the third bemg the actual 2008 IRS Form 5405.
o be repaid each year for 15 years, or after January 1, 2009 and
starting with 2010 tax fling, before December 1, 2009 Please look through this e-Booklet and if you hamg
Recapture | If home sold before 15-year repayment | If home is sold within three years further questions, p|ease do not hesitate to contac
period ends, then outstanding balance |  of purchase, entire amount of
of repayment amount recaptured on credit is recaptured on sale.
sale. Applies only to homes purchased
in 2009.
Termination July 1, 2009 December 1, 2009
(But note program changes for 2009)
Purchases on or after April 5, 2008and |  All revisions are effective as of
Effective Date | before January 1, 2009. Repayment to January 1, 2009
begin for 2010 tax year.
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Q. Can you give me an example of how the partial xacredit is determined?

A. Just as an example, assume that a married chapla modified adjusted gross income of $160,008.applicable
phase-out to qualify for the tax credit is $150,08d the couple is $10,000 over this amount. Dig&é10,000 by the
phase-out range of $20,000 yields 0.5. When yotract0.5 from 1.0, the result is 0.5. To deterntmeamount of the
partial first-time home buyer tax credit that is#able to this couple, multiply $8,000 by 0.5. Tesult is $4,000.

Here's another example: assume that an individomdehbuyer has a modified adjusted gross incom&®{0H0. The
buyer’s income exceeds $75,000 by $13,000. Dividihg,000 by the phaseout range of $20,000 yiekfs. @hen you
subtract 0.65 from 1.0, the result is 0.35. Mujfipy $8,000 by 0.35 shows that the buyer is elegfor a partial tax credit
of $2,800.

Please remember that these examples are intengeoMide a general idea of how the tax credit mightepplied in
different circumstances. You should always conguiltr tax advisor for information relating to youyregific
circumstances.

Q. Who is considered to be a first-time homebuyer?
A. Taxpayers who have not owned another princigsidence at any time during the three years prithié date of
purchase.

Q. Is a step-relative considered a related party?
A. Step-relatives are neither ancestors nor lideatendents and are therefore not related persoparposes of the
first-time homebuyer credit.

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

A. Any, new or resale, home purchased as the taxfsagrincipal residence and located in the UnBgates qualifies.
You must take title to the home before Dec. 1, 2009ualify for the credit. For a home that youwnstuct, the purchase
date is considered to be the first date you octhpyhome.

Taxpayers (including spouse, if married) who owagatincipal residence at any time during the tlyes's prior to the
date of purchase are not eligible for the crediisTneans that you can qualify for the credit ifiyfand your spouse, if
married) have not owned a home in the three ya@sto a purchase. If you make an eligible purehias2008, you
claim the first-time homebuyer credit on your 2@88 return. For an eligible purchase in 2009,
you can choose to claim the credit on either y@@8or 2009 income tax return.

Note that the definition of “principal residenca”identical to the one used to determine whether
you may qualify for the $250,000 / $500,000 capith tax exclusion for principal residences.

Q. When do | have to buy a new home to get the critd
A. The home must be purchased after April 8, 2@08, before Dec. 1, 2009, in order to obtain the
credit. For a home you construct, the purchaseidatensidered to be the date you first occupyhtirae.

Q. How do | claim the credit?
A. The credit is claimed on new IRS Form 5405, tFTiisne Homebuyer Credit, and filed with your 20086009 federal
income tax return on line 69 of your 1040.

Q. If a person does not actually make the paymentms a home that’s their primary residence, but the ded and
mortgage documents are in their name, can they b@ugsidered a first-time home buyer?

A. Yes. If a taxpayer purchases a home to be usedoaimary residence from an unrelated persorhasdhot owned a
home within the previous 36 months, the taxpayetiggble for the first-time homebuyer credit redgi@ss of who makes
the mortgage payment.

Q. If qualified, are homebuyers required to claim he first-time homebuyer credit?
A. No.
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Q. I don't owe taxes and/or my income is exempt fra tax and | do not have a filing requirement. Do Iqualify for
the credit?

A. The credit is fully refundable and, if you quwglas a first-time homebuyer, having tax-exempbme will not
preclude eligibility. Although there are maximunedme limits for qualifying first-time homebuyerkgte are no
minimum income criteria. Thus, someone with no de&dncome who qualifies as a first-time homebuyey file for the
sole purpose of claiming the credit for a refund.

Q. Would I be considered a first time homebuyer if owned a principle residence outside of the Unite&tates
within the previous three years?
“ A. Yes. A taxpayer who owned a principal residengtside of the United States within the last

‘ \ three years is not disqualified from taking thediréor a purchase within the United States.

o Q. Instead of buying a new home from a home buildei hired a contractor to construct a
L;\ _ home on a lot that | already own. Do | still qualify for the tax credit?
b 3

S~

A. Yes. For the purposes of the home buyer taxigr@grincipal residence that is constructed by
the home owner is treated by the tax code as hderg "purchased"” on the date the owner first
occupies the house. In this situation, the dafesifoccupancy must be on or after January 1, 2009
and before December 1, 2009.

In contrast, for newly-constructed homes boughtnfeohome builder, eligibility for the tax creditdetermined by the
settlement date.

Q. Can | claim the tax credit if | finance the purchase of my home under a mortgage revenue bond (MRB)
program?

A. Yes. The tax credit can be combined with the MiRiBne buyer program. Note that first-time home bsiyeno
purchased a home in 2008 may not claim the taxtdfetey are participating in an MRB program.

Q. I purchased a home that qualifies for the firstime homebuyer credit. | will be renting two of thebedrooms and
reporting the rental income on Schedule E. Will | Il qualify for the credit if | use the home as myprincipal
residence?

A. Yes, if you meet all first-time homebuyer eliility requirements. See Form 5405, First-Time Homgdy Credit, for
more details.

Q. Is there any way for a home buyer to access tmeoney allocable to the credit sooner than waitinga file their
20009 tax return?

A. Yes. Prospective home buyers who believe theyiiguor the tax credit are permitted to reduceithncome tax
withholding. Reducing tax withholding (up to the @amt of the credit) will enable the buyer to accilateicash by
raising his/her take home pay. This money can beeapplied to the down-payment.

Buyers should adjust their withholding amount ogithV-4 via their employer or through their qualgerstimated tax
payment. IRS Publication 919 contains rules andejiries for income tax withholding. Prospective ledmiyers should
note that if income tax withholding is reduced #meltax credit qualified purchase does not octiem the individual
would be liable for repayment to the IRS of incoiewe and possible interest charges and penalties.

Further, rule changes made as part of the econstinicilus legislation allow home buyers to claim tée credit and
participate in a program financed by tax-exemptdsoisome state housing finance agencies have uteddorograms
that provide short-term credit acceleration lodnad thay be used to fund a down-payment. Prospeatine buyers
should inquire with their state housing financeraxyeto determine the availability of such a progiartheir community.

The National Council of State Housing Agencies (IMB%has compiled a list of such programs.

Q. Does the first-time homebuyer credit apply to hmes located in the U.S. Territories?
A. No.

Harvey McCorkle’s The First-Time Homebuyers Tax Credit Revealed” e-Booklet
HMcCorkle@CentralPennsylvaniaHomes.com 717825/

EXIT Realty Capital Area

Pg. 4



Q. I read that the tax credit is "refundable." What does that mean?

A. The fact that the credit is refundable meanstehome buyer credit can be claimed even itakpayer has little or
no federal income tax liability to offset. Typicalhis involves the government sending the taxpayeneck for a portion
or even all of the amount of the refundable taxlitre

For example, if a qualified home buyer expectedwitbstanding the tax credit, federal income tabliity of $5,000 and
had tax withholding of $4,000 for the year, thetheaut the tax credit the taxpayer would owe the 8300 on April
15th. Suppose now that the taxpayer qualifiedtfer$8,000 home buyer tax credit. As a result,dkpdyer would
receive a check for $7,000 ($8,000 minus the $1@&d).

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

A. Your income exceeds the phase-out range. Thammint filers with MAGI of $170,000 and abovedasther
taxpayers with MAGI of $95,000 and above.

B. You buy your home from a close relative. Thisludes your spouse, parent, grandparent, chigplasrdchild.
C. You do not use the home as your principal szsid.

D. You sell your home before the end of the year.

E. You are a nonresident alien.

F. You are, or were, eligible to claim the Distio¢ Columbia first-time homebuyer credit for
any taxable year. (This does not apply for a hoarelmased in 2009.)

Your home financing comes from tax-exempt mortgayenue bonds. (This does not apply for 3
home purchased in 2009.)

You owned a principal residence at any time dutimggthree years prior to the date of purchase of gew home. For
example, if you bought a home on July 1, 2008, gamnot take the credit for that home if you owreechad an
ownership interest in, another principal residesitcany time from July 2, 2005, through July 1, 2008

Q. Does previously inheriting a home and living irthe inherited home automatically disqualify an indvidual as a
first-time homebuyer with respect to a different hane that is purchased within the prescribed 2008 and009 time
frames?

A. Yes, an ownership interest in a prior princigegidence would preclude the taxpayer from beimgickered a first-
time homebuyer. As long as the taxpayer owned ard the prior home as his principal residence, ltigeis not a first-
time homebuyer. There is no exception for taxpayérs did not buy their prior residences.

Q. lam not a U.S. citizen. Can | claim the tax crdit?

A. Maybe. Anyone who is not a nonresident aliend@fined by the IRS), who has not owned a prindipsidence in the
previous three years and who meets the incomesli#t may claim the tax credit for a qualified leopouirchase. The
IRS provides a definition of "nonresident alien'IRS Publication 519.

Q. | purchased a home in early 2009 and have alregdiled to receive the $7,500 tax credit on my 20G&x returns.
How can | claim the new $8,000 tax credit instead?

A. Home buyers in this situation may file an ameh@e08 tax return with a 1040X form. You should sahwith a tax
advisor to ensure you file this return properly.

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

A. If, within 36 months of the date of purchases groperty is no longer used as the taxpayer'sipahresidence, the
taxpayer is required to repay the credit. Repayragthe full amount of the credit is due at thatd the income tax
return for the year the home ceased to be the yaxisgorincipal residence is due. The full amourthe credit is
reflected as additional tax on that year's taxrrettiorm 5405 and its instructions will be revisedtax year 2009 to
include this information.
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Scenario 1. If a single person (Taxpayer A) qualifies as adt-time homebuyer at the time he/she purchases a home with
Taxpayer B that is not a first-time homebuyer and later that year they marry each other, is the credit still allowed?

A. Eligibility for the first-time homebuyer credit is det@ined on the date of purchase. If Taxpayer A, a first-timedhuyer,
buys a house and then later that year marries Taxpayer B, raittarie homebuyer, the credit is allowable to Taxpayer A.
Taxpayer A may take the maximum credit.

Scenario 2. Taxpayer A is a single first-time home buyer. Taxgyer B (parent) cosigns for A and does not qualify. Both
names are on the mortgage. Can Taxpayer A claim the credit anid,so, how much?

A. Yes. Taxpayer B is not a first-time homebuyer and cannah@al portion of the credit, but A may claim the entire credit
($7,500 for purchase in 2008; $8,000 for purchase @@R0f the home was purchased as Taxpayer A's primary residen

Scenario 3. A taxpayer owned her principal residence. Several yeaago, she decided to relocate to a rented apartment,
but did not sell the former residence. Instead, she rented it owd tenants. Now the taxpayer plans to buy another house
and make it her new principal residence. Does she qualify fahe first-time homebuyer credit?

A. A taxpayer who owned rental property within the pastdhrears is still eligible for the credit. The taxpayer cannat hav
owned and used a home as his or her principal residence thighizist three years.

Scenario 4. If husband and wife wanted to sell the home ththe wife owned when they got married, and the husband
had not owned a home within the past three years, could haiglify as a first-time homebuyer for the credit even though
the wife would not qualify?

A. No. The purchase date determines whether a taxpayer istanigdtomebuyer. Since the wife had ownership interest in a
principal residence within the prior three years, neither taxpaggrtake the first-time homebuyer credit. Section 36(c)(1) of
the Internal Revenue Code requires that the taxpayer and the taxppgeise not have an ownership interest in a principal
residence within the prior three years from the date of purciibheehusband may not take the credit even if he filed on a
separate return.

Scenario 5. Taxpayer purchased a home on April 24, 2008, udshe was separated from her husband. Later in the year,
they reconciled and were living together at the end of 2008. Shasnot owned a home since 2004 but he owned sold his
home in 2006. They remained married the entire time. Is the tgayer eligible for the first-time homebuyer credit?

A. No. The purchase date determines whether a taxpayer istinigdhomebuyer. Since the husband had ownership interest in
a principal residence within the prior three years, and the taxpagee legally married, neither taxpayer may take the first-
time homebuyer credit. Section 36(c)(1) requires that the taxpageathe taxpayer's spouse not have an ownership interest in a
principal residence within the prior three years from the dapei@hase. While individuals do not have to be married tthget
credit, marriage (and legal separation) imputes ownership @vaéops home upon the other spouse. The wife may not take the
credit even if she filed on a separate return.

Scenario 6. | have been estranged from my spouse for over threeay®and file married filing separate. | don’t know if

my spouse has owned a main home in the last three yearsf bhave not. If | buy a house in 2009 that otherwise

qualifies for the first-time homebuyer credit, can | claim the credt?

A. Section 36(c)(1) requires that the taxpayer and the taxpapetse not have an ownership interest in a principal residence
within the three years prior to the date of purchase. Whilgithaals do not have to be married to get the credit, marrage (
legal separation) imputes ownership of a previous home tgoother spouse. If your spouse has not owned a main home i
the last three years, then you may claim the credit.

Scenario 7. | am separated from my spouse and considered unmad, and qualify for the unmarried head of household
filing status. My spouse has owned a main home in thadit three years, but | have not. If | buy a home on May,12009,

that otherwise qualifies, can | claim the first-time homebugr credit?

A. No. Section 36(c)(1) requires that the taxpayer and the taXpapouse not have an ownership interest in a principal
residence within the three years prior to the date of purchasie Mdividuals do not have to be married to get the credit,
marriage (and legal separation) imputes ownership of a prevasae upon the other spouse. The taxpayer may not take the
credit even if filed on a separate return.

Scenario 8. A qualifying taxpayer bought a home in Augus2008 that needed a lot of work before occupying. They
finished the renovations and moved in the home in Januarg009. Can they claim the $8,000, as they did not occughet
home until 2009?

A. No. Taxpayers who purchase an existing home and renovaisofterty before moving in are eligible for the first-time
homebuyer credit based on the date of purchase, not the date gdmoeu
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(Rev. February 2009)

Department of the Treasury
Internal Revenue Service

First-Time Homebuyer Credit

» Attach to Form 1040

OMB No. 1545-0074

2008

Attachment
Sequence No. 163

Name(s) shown on return

Your social security number
. .

General Information

A Address of home qualifying for the credit (if different from the address shown on return)

B Date acquired (see instructions)

C If you are choosing to claim the credit on your 2008 return for a main home bought after December 31, 2008, and before

December 1, 2009, check here (see instructions) .

>

ZRI Credit

1 Enter the smaller of:

e $7,500 ($8,000 if you purchased your home in 2009), but only half of that amount if married

filing separately, or
® 10% of the purchase price of the home.

If someone other than a spouse also held an interest in the home, enter only your share of this

amount (see instructions) .

2 Enter your modified adjusted gross income (see |nstruct|ons) .

3 s line 2 more than $75,000 ($150,000 if married filing jointly)?
No. Skip lines 3 through 5 and enter the amount from line 1 on line 6.
Yes. Subtract $75,000 ($150,000 if married filing jointly) from the

amount on line 2 and enter the result .

4 Divide line 3 by $20,000 and enter the result as a decrmal (rounded to at least three places).

2

3

Do not enter more than 1.000 4 X
5 Multiply line 1 by line 4 . R 5
6 Subtract line 5 from line 1. This is your credlt Enter here and on Form 1040 Ilne 69 ... 6

General Instructions
Section references are to the Internal Revenue Code.

Purpose of Form

Use Form 5405 to claim the first-time homebuyer credit.
The credit may give you a refund even if you do not owe
any tax.

For homes purchased in 2008, the credit operates
much like an interest-free loan. You generally must repay
it over a 15-year period. For homes purchased in 2009,
you must repay the credit only if the home ceases to be
your main home within the 36-month period beginning on
the purchase date. See Repayment of Credit on page 2.

Who Can Claim the Credit

In general, you can claim the credit if you are a first-time
homebuyer. You are considered a first-time homebuyer if:

® You purchased your main home located in the United
States after April 8, 2008, and before December 1, 2009.

® You (and your spouse if married) did not own any other
main home during the 3-year period ending on the date of
purchase.

If you constructed your main home, you are treated as
having purchased it on the date you first occupied it.

Main home. Your main home is the one you live in most
of the time. It can be a house, houseboat, housetrailer,
cooperative apartment, condominium, or other type of
residence.

Who Cannot Claim the Credit

You cannot claim the credit if any of the following apply.

1. Your modified adjusted gross income is $95,000 or
more ($170,000 or more if married filing jointly). See the
instructions for line 2.

2. You are, or were, eligible to claim the District of
Columbia first-time homebuyer credit for any tax year.
This rule does not apply for a home purchased in 2009.

3. Your home financing comes from tax-exempt
mortgage revenue bonds. This rule does not apply for a
home purchased in 2009.

4. You are a nonresident alien.

5. Your home is located outside the United States.

6. You sell the home, or it ceases to be your main
home, before the end of 2008.

7. You acquired your home by gift or inheritance.

8. You acquired your home from a related person.

A related person includes:

a. Your spouse, ancestors (parents, grandparents,
etc.), or lineal descendants (children, grandchildren,
etc.).

b. A corporation in which you directly or indirectly
own more than 50% in value of the outstanding stock
of the corporation.

c. A partnership in which you directly or indirectly
own more than 50% of the capital interest or profits
interest.

For Paperwork Reduction Act Notice, see page 3.

Cat. No. 11880l Form 5405 (2008) (Rev. 2-2009)
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For more information about related persons, see
Nondeductible Loss in Chapter 2 of Pub. 544, Sales and
Other Dispositions of Assets. When determining whether
you acquired your main home from a related person,
family members in that discussion (except item 7) include
only the people mentioned in 8a above.

Amount of the Credit

Generally, the credit is the smaller of:

e $7,500 ($8,000 if you purchased your home in 2009),
but only half of that amount if married filing separately, or

® 10% of the purchase price of the home.

You are allowed the full amount of the credit if your
modified adjusted gross income (MAGI) is $75,000 or less
($150,000 or less if married filing jointly). The phase-out of
the credit begins when your MAGI exceeds $75,000
($150,000 if married filing jointly). The credit is eliminated
completely when your MAGI reaches $95,000 ($170,000 if
married filing jointly).

Repayment of Credit

Homes purchased in 2008. You generally must repay the
credit over a 15-year period in 15 equal installments. The
repayment period begins in 2010 and you must include
the first installment as additional tax on your 2010 tax
return.

If your home ceases to be your main home before the
15-year period is up, you must include all remaining
annual installments as additional tax on the return for the
tax year that happens. This includes situations where you
sell the home, you convert it to business or rental
property, or the home is destroyed, condemned, or
disposed of under threat of condemnation.

If you and your spouse claim the credit on a joint
return, each spouse is treated as having been allowed
half of the credit for purposes of repaying the credit.

Example 1. You claimed a $7,500 credit on your 2008
tax return. You must include $500 ($7,500 + 15) as
additional tax on your 2010 tax return and on each tax
return for the next 14 years.

Example 2. You claimed a $7,500 credit on your 2008
tax return. In 2009, you sold the home to your son. You
must include $7,500 as additional tax on your 2009 tax
return.

Exceptions. The following are exceptions to the
repayment rule.

o [f you sell the home to someone who is not related to
you, the repayment in the year of sale is limited to the
amount of gain on the sale. (See item 8 under Who
Cannot Claim the Credit for the definition of a related
person.) When figuring the gain, reduce the adjusted
basis of the home by the amount of the credit you did not
repay.

e |f the home is destroyed, condemned, or disposed of
under threat of condemnation, and you acquire a new
main home within 2 years of the event, you continue to
pay the installments over the remainder of the 15-year
repayment period.

e |f, as part of a divorce settlement, the home is
transferred to a spouse or former spouse, the spouse
who receives the home is responsible for making all
subsequent installment payments.

e [f you die, any remaining annual installments are not
due. If you filed a joint return and then you die, your
surviving spouse would be required to repay his or her
half of the remaining repayment amount.

Homes purchased in 2009. You must repay the credit
only if the home ceases to be your main home within the
36-month period beginning on the purchase date. This
includes situations where you sell the home, you convert
it to business or rental property, or the home is
destroyed, condemned, or disposed of under threat of
condemnation. You repay the credit by including it as
additional tax on the return for the year the home ceases
to be your main home. If the home continues to be your
main home for at least 36 months beginning on the
purchase date, you do not have to repay any of the
credit.

If you and your spouse claim the credit on a joint
return, each spouse is treated as having been allowed
half of the credit for purposes of repaying the credit.

Exceptions. The following are exceptions to the
repayment rule.

e |f you sell the home to someone who is not related to
you, the repayment in the year of sale is limited to the
amount of gain on the sale. (See item 8 under Who
Cannot Claim the Credit for the definition of a related
person.) When figuring the gain, reduce the adjusted
basis of the home by the amount of the credit.

e |f the home is destroyed, condemned, or disposed of
under threat of condemnation, and you acquire a new
main home within 2 years of the event, you do not have
to repay the credit.

e [f, as part of a divorce settlement, the home is
transferred to a spouse or former spouse, the spouse
who receives the home is responsible for repaying the
credit.

e [f you die, repayment of the credit is not required. If you
filed a joint return and then you die, your surviving spouse
would be required to repay his or her half of the credit.

Specific Instructions

Part | General Information

Line B. Enter the date you acquired the home. This is the
date you purchased it (or the date you first occupied it if
you constructed your main home).

Line C. You can choose to claim the credit on your 2008
Form 1040 for a main home purchased after December
31, 2008, and before December 1, 2009. If you make this
choice, check the box.

Part Il Credit

Line 1. If two or more unmarried individuals buy a main
home, they can allocate the credit among the individual
owners using any reasonable method. The total amount
allocated cannot exceed the smaller of $7,500 ($8,000 if
you purchased your home in 2009) or 10% of the
purchase price. See Purchase price on page 3.

Note. A reasonable method is any method that does not
allocate all or a part of the credit to a co-owner who is
not eligible to claim that part of the credit.
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Purchase price. The purchase price is the adjusted
basis of your home on the date you purchased it. This
includes certain settlement or closing costs (such as legal
fees and recording fees) and your down payment and
debt (such as a first or second mortgage or notes you
gave the seller in payment for the home). If you build, or
contract to build, a new home, your purchase price can
include costs of construction. For more information about
adjusted basis, see Pub. 551, Basis of Assets.

Line 2. Your modified adjusted gross income is the
amount from Form 1040, line 38, increased by the total of
any:

® Exclusion of income from Puerto Rico, and

® Amount from Form 2555, lines 45 and 50; Form
2555-EZ, line 18; and Form 4563, line 15.

Paperwork Reduction Act Notice. We ask for the
information on this form to carry out the Internal Revenue
laws of the United States. You are required to give us the
information. We need it to ensure that you are complying
with these laws and to allow us to figure and collect the
right amount of tax.

You are not required to provide the information
requested on a form that is subject to the Paperwork
Reduction Act unless the form displays a valid OMB
control number. Books or records relating to a form or its
instructions must be retained as long as their contents
may become material in the administration of any Internal
Revenue law. Generally, tax returns and return information
are confidential, as required by section 6103.

The average time and expenses required to complete
and file this form will vary depending on individual
circumstances. For the estimated averages, see the
instructions for your income tax return.

If you have suggestions for making this form simpler,
we would be happy to hear from you. See the instructions
for your income tax return.



