Woods v. Commissioner of Internal Revenue, 137 T. C. 159 (U. S. Tax Court
2011)

In Woods v. Commissioner, the U. S. Tax Court ruled that a taxpayer who entered
into a contract for deed and planned to use the First-Time Homebuyer Tax Credit for
renovations was eligible for the credit. The court clarified that ‘purchase’ under I. R.
C. sec. 36 includes equitable title, and ‘principal residence’ involves a prospective
analysis of intended occupancy. This decision expands the scope of eligibility for the
tax credit, impacting future interpretations of ‘purchase’ and ‘principal residence’
under tax law.

Parties

Joseph Melville Woods, Jr. , as the Petitioner, brought this case against the
Commissioner of Internal Revenue, as the Respondent, in the United States Tax
Court.

Facts

Joseph Melville Woods, Jr., who worked in Rice, Texas, since 1999, lived in Dallas,
approximately 50 miles away, and sought a permanent residence closer to his
workplace. In December 2008, Woods entered into a contract for deed with Capital
T Properties to purchase a house in Rice, Texas, for $75,000. He paid an initial
downpayment of $2,000 and took possession of the house, which required
renovations before being habitable. Woods planned to use the First-Time
Homebuyer Tax Credit (FTHBC) to fund these renovations. In January 2009, he
claimed the FTHBC on his 2008 Federal income tax return and received $7,500 in
February 2009, after which he began renovations. However, upon receiving a notice
of deficiency from the IRS in August 2009 denying the credit, Woods suspended the
renovations.

Procedural History

After the IRS issued a notice of deficiency to Woods in August 2009, denying his
claim for the FTHBC, Woods timely filed a petition with the U. S. Tax Court on
November 18, 2009, challenging the IRS’s determination. The Tax Court, under
Judge Haines, heard the case and issued a decision in favor of Woods on October 27,
2011.

Issue(s)

Whether Woods, who entered into a contract for deed and took possession of a
house in need of renovations, ‘purchased’ the house within the meaning of I. R. C.
sec. 367

Whether the house, which Woods intended to occupy as his principal residence after
renovations, qualified as his ‘principal residence’ under I. R. C. sec. 36?
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Rule(s) of Law

I. R. C. sec. 36(a) provides a refundable tax credit to a first-time homebuyer of a
principal residence in the United States. I. R. C. sec. 36(c)(1) defines a ‘first-time
homebuyer’ as any individual without a present ownership interest in a principal
residence during the 3-year period ending on the date of the purchase of the
principal residence. I. R. C. sec. 36(c)(2) defines ‘principal residence’ as having the
same meaning as in I. R. C. sec. 121. Under Texas property law, a contract for deed
transfers equitable title to the buyer, which is considered a ‘purchase’ for Federal
tax purposes.

Holding

The Tax Court held that Woods ‘purchased’ the Rice house in 2008 under I. R. C.
sec. 36 because he acquired equitable title through the contract for deed. The court
further held that the Rice house qualified as Woods’s ‘principal residence’ under I.
R. C. sec. 36 because Woods intended to occupy it as his principal residence once
the necessary renovations were complete.

Reasoning

The court analyzed the contract for deed under Texas property law, citing Musgrave
v. Commissioner and Criswell v. European Crossroads Shopping Ctr. , Ltd. , to
determine that Woods acquired equitable title to the Rice house in 2008. The court
emphasized that the contract for deed was a financing arrangement, and equitable
title passed to Woods upon signing, despite legal title remaining with Capital T until
the final installment payment. Regarding the ‘principal residence’ requirement, the
court distinguished I. R. C. sec. 36 from I. R. C. sec. 121, noting that sec. 36 requires
a prospective analysis of whether the taxpayer will occupy the house as a principal
residence. The court found Woods’s testimony credible and persuasive that he
intended to use the Rice house as his principal residence after renovations,
supported by his actions and the purpose of purchasing the home to be closer to his
workplace. The court also considered the recapture provision in I. R. C. sec. 36(f) as
a safety net that protects the fisc if the taxpayer fails to maintain the home as a
principal residence during the recapture period.

Disposition

The U. S. Tax Court entered a decision in favor of Woods, affirming his entitlement
to the First-Time Homebuyer Tax Credit of $7,500 for the tax year 2008.

Significance/Impact

Woods v. Commissioner clarifies the interpretation of ‘purchase’ and ‘principal
residence’ under I. R. C. sec. 36, expanding eligibility for the First-Time Homebuyer
Tax Credit. The decision underscores the importance of equitable title in
determining ‘purchase’ under Federal tax law and establishes that ‘principal
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residence’ involves a prospective analysis of intended occupancy. This ruling
impacts how taxpayers and the IRS assess eligibility for the FTHBC, particularly in
cases involving contracts for deed and renovations, and may influence future
legislative and judicial interpretations of similar tax provisions.
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