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The Changing Landscape for Homeowners

 

 

 

The recently passed Tax Reform Law (2017 Tax Cuts and Jobs Act) was signed into
law on December 22, 2017 and it overhauls the Internal Revenue Code and provides
broad tax relief to workers, families and businesses of all sizes. There is also bucket of
Extender Provisions (Bipartisan Budget Act of 2018) that was recently retroactively
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applied to Tax Year 2017 only and will not apply to 2018 unless Congress decides to
extend them again.

TAX REFORM CHANGES               

Tax reform brought signi�cant changes for homeowners. Below are the key tax
provisions to keep in mind:

Home Mortgage Interest Deduction

The itemized deduction claimed on Schedule A for mortgage interest is now limited
to underlying debt of up to $750,000 ($375,000 for married �ling separately). The
prior limit of $1 million continues to apply for:

Debt incurred on or before December 15, 2017, and
Re�nancing existing debt that was incurred before December 15, 2017

If you enter into a binding contract before December 15, 2017, close before January 1,
2018 and purchase before April 1, 2018; the debt is treated as incurred before
December 15, 2017.

For pre-December 15, 2017 debt that is re�nanced:

You can use the higher limit up to the balance due on the date of re�nancing (i.e. if
more money is taken out, new borrowing carries a $750,000 limit)
The lower limit will apply if you extend the term of the loan (i.e. extend term from
15 to 20 years, $750,000 limit applies)

Under prior law, you could also deduct interest paid on home equity debt. There was
a cap of $100,000 on the underlying debt and the proceeds could be used for any
purpose. The IRS has recently indicated that the interest on home equity debt is still
deductible (under a loan cap of $1 million (pre-2018) / $750,000 (post-2017)), as
long as the loan proceeds are used to buy, build or substantially improve the
taxpayer’s home that secures the loan (such as installing a new kitchen). Whereas,
interest on the same loan that is used to pay personal expenses (like paying off credit
cards) would not be deductible.

State & Local Tax Deduction

The itemized deduction claimed on Schedule A for state and local taxes is now
limited to $10,000 ($5,000 for married �ling separately) on the aggregate of the
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following items. There was no limit under prior law.

State and local property taxes
State and local income taxes OR sales taxes

According to the IRS, prepaying 2018 state and local real property taxes in 2017 is
deductible in 2017 only if the property taxes have been assessed in 2017 under state
and local law (generally when the taxpayer becomes liable). Otherwise, the
deduction must be taken in 2018.

The new $10,000 limit is a big change in states with high taxes, such as California
and New York. However, state and local taxes are an alternative minimum (AMT) tax
adjustment and many taxpayers lost the value of the deduction if they paid AMT in
the past. To the extent state and local taxes apply to the taxpayer’s business, folks
should remember to deduct those taxes on Schedules C, E or F and not on Schedule A.
Also, when buying or selling a home, taxpayers can consider negotiating who covers
the real estate taxes.

EXTENDER PROVISIONS GOING AWAY IN 2018

Mortgage insurance premiums

Under prior law, there was an itemized deduction for the amount you paid for
mortgage insurance, which was considered interest for mortgage interest deduction
purposes. Taxpayers can consider asking the mortgage company to drop the
insurance if they have made timely payments for several years or possibly
re�nancing the loan altogether.

Energy related home improvements

Under prior law, homeowners who made energy ef�cient improvements to their
homes like energy-saving roofs, windows, skylights and doors could claim a credit
for 10% of amounts paid for quali�ed energy ef�ciency improvements and 100% of
amounts paid for quali�ed energy property like, high-ef�ciency water heaters, air
conditioning units, and furnaces for the taxpayer’s principal residence. Going
forward, homeowners can still take a credit for solar electric and solar water heating
type improvements.

TAX REFORM MEASURES TO HELP OFFSET LOST DEDUCTIONS

Tax Rates Reduced
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Under the new law, tax rates are being reduced and tax brackets are widened. Here is
a comparison:

Standard Deduction Increased

The standard deduction for folks not itemizing deductions on Schedule A is increased
to $24,000 for married �ling joint, $18,000 for head of household and $12,000 for
other �ling statuses. Prior to the change about 70% of taxpayers took the standard
deduction, so this percentage will rise. For folks who are itemizing deductions, there
is no longer a phase-out for high income earners. However, under the new law, the
personal exemption ($4,050 in 2017) for taxpayers, spouses and dependents is being
eliminated.

The higher standard deduction may provide a planning opportunity for taxpayers to
bunch deductions and itemize every other year to increase their deductions over a
two year period.

BOLSTER YOUR ROLE AS A TRUSTED ADVISOR

The tax changes included in the tax reform act and extender law present tax
practitioners with an opportunity to better serve and coach their clients. The
services can range from answering questions and education clients to providing
proactive tax planning, like running projections, looking at withholding allowances
on Form W-4 and calculating 2018 estimated taxes.

 —————

Mike D’Avolio, CPA, is senior tax analyst with the Intuit ProConnect. D’Avolio has been a
small-business tax expert for more than 20 years and serves as the primary liaison with the
Internal Revenue Service for tax law interpretation matters, manages all technical tax
information, and supports tax development and other groups by providing them with
current tax law developments, analysis of tax legislation and in-depth product testing.
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