Taxes

Home Sweet Tax-Advantaged Home

Dreams of painting the walls, landscaping the yard, building equity and paying relatively low interest enticed
many Texans to shop for homes in recent years. According to the National Association of REALTORS®,
more than 531,000 single-family homes, apartment condos and co-ops were purchased in the Lone Star
State last year alone, a 6.2 ercent increase over the previous year.

New homeowners and those who’ve owned the roof over their heads for years qualify for several tax breaks
when it comes to filing their income tax return, say members of the Texas Society of Certified Public
Accountants.

When You Buy Your Home

When you buy a home, you incur costs that may qualify as tax deductions. For example, points you pay on a
mortgage to buy, build or improve your personal residence are fully deductible the year you pay them. Points
are deductible, even if the seller paid some or all of the points, if they are subtracted from the purchase price
on computing its basis. However, in order to deduct points and other qualified expenses, you need to itemize
your deductions.

While You Own Your Home

The biggest tax break associated with owning a home is the ability to deduct the interest you pay on the
mortgage for your principal residence (and second home). This amount is generally shown on Form 1098,
received annually from your lender. Late payment charges — which are additional interest — are also
deductible.

Real estate property taxes are also deductible. New homeowners should be sure to deduct any pro-rated
taxes collected at closing. These items are not always included on Form 1098, but should be itemized on
your real estate closing statement (HUD-1).

If you refinance your mortgage, you may be able to write off the points paid for the new loan. However,
points paid for refinancing must be deducted ratable over the life of the loan, rather than as a lump sum in
the year they were paid.

There are two exceptions to this rule. First, homeowners who refinance more than once may deduct all
remaining undeducted points on the prior refinanced loan in the year of the current refinancing. Second, the
portion of the points allocable to the proceeds of a refinancing used for improvements may be deducted in
the year paid.

If you borrow money against the value of your home in the form of a home equity loan, you can deduct
interest paid on amounts up to $100,000 of indebtedness.

What if your home is damaged or destroyed? If a sudden, unexpected event such as a fire, storm,
vandalism, or theft, results in a loss to your property, the portion of the loss that is not covered by insurance
is deductible. You must reduce the amount of the loss by $100 and 10 percent of your adjusted gross
income before deducting it.

When You Sell Your Home

When you sell your principal home for a profit, you won't be taxed or even required to report the sale of your
home unless your gain is more than $500,000 for married taxpayers filing jointly or $250,000 for single filers.
To qualify, you must have owned and used your home as your principal residence for at least two of the five
years immediately preceding the date of the sale. Generally, you can claim this exclusion only once in any
two-year period. Another bonus: To qualify for the tax benefit, you don’'t have to buy another home with the
sale proceeds.

Homeowners who must sell their principal home before meeting the ownership and residency requirements
may be eligible for a partial exclusion if the sale was necessitated by a change in employment, health or
unforeseen circumstances.



What's Not Deductible

While there are many homeowners’ tax breaks, there are some expenses you must bear on your own.
These include general closing costs and commissions paid to mortgage brokers and real estate agents as
well as the cost of homeowners’ insurance or private mortgage insurance to buy, build or improve your
personal residence. Also not deductible are homeowner association and co-op dues and local assessments
that increase the value of your neighborhood, such as new sidewalks.

Keep in mind, too, that the amount of your adjusted gross income can affect your ability to claim certain
deductions. Your CPA can explain this in more detail.

For more financial tips about your home, including insurance and estate planning information, visit
www.valueyourmoney.org. While there, sign up to receive a free monthly electronic newsletter.
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