Tax relief available at all stages of homeownership

TH tax time approaching millions of American
homeowners may be finding a reason to love

v V the Internal Revenue Service, at least accord-
ing to HomeStore.com Real Estate Analyst John Adams.
Tax laws give homeowners relief at all major stages of
homeownership, according to Adams: when buying,
improving or refinancing, and selling.

New homeowner tax breaks

Since interest is deductible the year it’s paid, new
homeowners can get almost immediate tax benefits after
the close of escrow. Among the write offs for new home-
owners are:

* The interest portion of the monthly loan payment.Your
lender should send you a year-end statement that
shows the amount of interest you paid.

* “Daily interest” charges you might have occurred if
escrow didn’t close on the first of the month. Lenders
will typically collect daily interest between the date of
closing and the end of the month. These costs can be
found on line 901 of your HUD settlement statement,
Adams says.

° Loan discount points and origination fees are
deductible to the buyer, regardless of who pays them.
“This is a particularly unusual deduction because you
get the benefit even if the seller paid your closing
costs. Because origination fees of one percent and
more are common, this can be a significant amount.”
These costs can be found on lines 901 and 802 of your
settlement statement.

¢ Real estate (or property) taxes assessed by county or
local authorities are also deductible.

Relief for improving and refinancing

A “Home Equity Loan” exception allows homeowners
to tap home equity for any purpose, Adams says. “If
you're in a 28 percent federal tax bracket, this can lower
your borrowing costs by almost one-third.”

For example, if you have a credit card balance of
$10,000 at 18 percent interest, you can obtain a home
equity loan for $10,000 and pay off the credit card. “This
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means the interest is now deductible and the rate on the
loan is likely to be prime plus one or two, usually much
lower than credit card rates. This works with all personal
debt—with one hitch. In every home equity loan, you've
pledged your house as collateral. Fail to pay and you can
lose your home.” ’

A windfall for home sellers

Homeowners who have owned and occupied their
principal residence for at least two of the past five years
can earn up to $500,000 on the sale of that property and
pay no federal income tax,Adams says.“You can do this
as often as every two years for the rest of your life...
Buy a fixer-upper in an up-and-coming neighborhood,
worl on it nights and weekends for two years, then sell
it at a nice profit and pocket the cash, totally free of
federal taxes. Most states recognize the federal exclusion,
so you can do this every two years.”

Of course, you should always talk with a qualified tax
advisor on issues related to tax benefits of homeowner-

ship, especially since the rules can regularly change and
may differ in your state. For questions about whether
you're ready for the benefits of buying, refinancing, or
selling your home, call your mortgage professional today.
#9

LOANSTAR FINANCIAL CORP.

www,loanstarfinancial.com
1495 Pacific Hwy, Ste 100 * San Diego, CA 92101

RE Broker, California Department of Real Estate » LoanStar Finandial License 401260171







