g CMPS
Mortgage & Real Estate Taxation <






n CMPS INSTITUTE
Improve your life through mortgage planning

&

Mortgage
& Real

Capital
Gains
Tax

Estate




Mortgage interest deduction

How tax basis works and why it matters

How to make better use of the primary
Learning residence exclusion to the capital gains

: : tax

ObJeCtlveS How the 3.8% investment tax works

How the capital gains tax works

How rental income, depreciation, capital

gains, and capital losses are taxed on

Investment properties

How the gift tax works

How to make better use of the annual

and lifetime exclusions to the gift tax

V Private loans between family members
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Are Your
Clients Better

Do Give D o n Give
or Worse Off . .
Clients Clients
Because of .
Helpful Tax Advice.
You?

Information.
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V Solve problems for CPAs and financial

Understand advisors that other real estate agents
the Language dondt know how to sc
of Financial V Help clients avoid bad ideas that put
Advisors & them in a worse tax situation
CPAs

V' Avoid legal liability



MRS INSTITUTE 2023 Marginal Tax Brackets

Married Filing Married Filing Head of
SingJe FlEE Jointly Separately Household

10% Up to $11,000 Up to $22,000 Up to $11,000 Up to $15,700

129 $11,001 - $22.,001 - $11,001 - $15,701 -

0 $44,725 $89,450 $44,725 $59,850
220 $44,726 - $89,451 - $44,726 - $59,851 -

0 $95,375 $190,750 $95,375 $95,350
4% $95,376 - $190,751 - $95,376 - $95,351 -

0 $182,100 $364,200 $182,100 $182,100
300 $182,101 - $364,201 - $182,101 - $182,101 -

0 $231,250 $462,500 $231,250 $231,250
350 $231,251 - $462,501 - $231,251 - $231,251 -

0 $578,125 $693,750 $346,875 $578,100
37% $578,126 or more $693,751 or more $346,876 or more $578,101 or more

Note: Tax brackets change frequently. Consult a CPA for details.
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$250,000 income
- $20,000 tax deduction
Tax
Deduction

$230,000 taxable income



Tax Deduction |
_ Marginal Tax Bracket:

Percentage Off Ink That Tells You

Coupon

Your % Off




After -Tax
Expense

$

$20,000 Interest Expense
l (- minus)

$4,800 Tax Benefit
(24% Discount x $20,000)

l (= equals)

$15,200 After-Tax
Mortgage Interest Expense



After -Tax
Rate

%

6.5 Interest Rate
l (- minus)

1.56 Tax Benefit
(24% Discount x 6.5)

l (= equals)

4.94 After-Tax
Mortgage Interest Rate



After -Tax Formula 100

- 0.24 (tax bracket expressed
as decimal)

0.76 (multiplier)



After -Tax Interest
Rate Formula

Interest Rate x Multiplier =

Net After-Tax Rate

6.5 tax deductible rate

X 0.76 Multiplier

4.94 after-tax rate



After -Tax Interest
Expense Formula

Interest Expense x Multiplier =

Net After-Tax Expense

$20,000 tax deductible expense

X 0.76 Multiplier

$15,200 after-tax expense
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V' Note: taxpayers who use the standard
deduction donot bene
deductions like mortgage interest or

Stande_lrd property taxes. Please see IRS

Deduction Publication 501 for more details.



Sales Price / Appraised Value
Estimated Real Estate Tax Rate
Estimated Effective Tax Rate

Below|
Lal%:
22.00%)

Purchase Price 400,000 |

3% down

l 5% down

FHA

427 max UL

40 max DL

Audra McMahon -|'1
A-Team

Service at the Highest Level gl (‘ﬁ
USDA |

Down Pavment 3.0%
Funding Fee 0.0%
First Loan

$12,000
$0
388,000

$20,000
$0
380,000

$14,000

i
400,000
400,000

Contact Information

First Loan Program
Interest Rate

Payment

30 Year
6.500%:
§2.452

30 Year
6.500%:
§2.402

30 Year
7.250%

§2.729

Audra MeMahon, CMPS, CDLP
Mobile: B16-507-6941

Email: Audra@AudraMcMahon.com
NMLS #268341

Second Loan Program
Interest Rate
Parment

N/A

N/A

0
0.000%

Notes

Total Mortgage Payment

PReal Estate Taxe:
Morteare Insurance
HOA Dues

Hazard Insurance

Total Housing Payment

Monthly Tax Write Off
Monthly Tax Savings

Effective Monthly Payvment

“Integest rates are sulbyect to change at any tume
*This illusteation is NOT a Loan
Esumate (LE). This is being provided as
an mdication of mrerest rates and payments
aszociated with the referenced loan scenanos
*Should you decide to apply with Fairway Independ,
Mortgage Company, a LE will be issued within
J busmess days of application. This LE

wiill inelude all charges associated with vour
loan application ncluding escrow amounts,
pre-paid interest, and all other settlement
service charpes. This Esttimate can change
At AT TME.
* Mesther Fairway, nor I are tax adwvisors, please ¢

vous tax speciahist to determine actual

tax implications for your sitnation




Sales Price [/ Appraised Value
Esmnmated Real Estare Tax Rare
Esnmared Effective Tax Rare

Purchase Price A0 _ OO I

Audra McMMahon
A-Tearm

Service gt the Highest | ewvel

Do Pavment 3.0r®
Funding Fee O
First L.oan

Contact Informaation

First Loan Program
Intereszt Flarte

FPavment

Andra MeMMahon, CRIPS, CIDILFP
Mlobale: B16-507-6541

Email: AundraGgaAndrablchabhon.com
MNMT.E ZFIZ26E541

Secomnd Loan Program
Interest Flate

FPayment

MNotes

Toral Mortgase Payvment

Feal Estate Taxe:
hiorrtgape Insurance
A TDhaes

Harzard Insucance

Total Housing Pavment

hicnthly Tax Wroe CHEf
Mdcnthly Tax Sawings

Effective Monthly Pavmaent

“Interest rates are suibject to change at any twme
*This illustraticon 1z INOYT a Loan

Estimate (LE). This iz beinpg prowided as

an indication of interest rates and pavments
associated with the referenced loan scenarios

*Should vou decide to apply with Faireray Independ.

Miortpape Company. a LE wnill e issued writhin
3 buziness days of applhcation. This LE

wrill 1ehade all charpe:s associated waith four
loan applhcation including escron: amouats,
pre-paid immterest. and all other settlement
sermice charpes. This Esttimate can change
AT A1y Turle.
* INeither Fairsray, nor I are tax adwisors, pleaze
wour tax specialist to determine actual
Tax implications for ToUL SaTaTioa




B CMPS'INSTITUTE Standard Deduction

01 (1o 2015) | New 2029

Increase in standard deduction

$6,350 Individual $13,850 Individual means that far less people are
likely to itemize.*

$12,000 Married $27,700 Married
FTHB: focus on non -tax benefits
of homeownership

*For example, assume your mortgage interest and property taxes are
$20,000 per year, and you are married filing jointly. This is less than the
$27,700 standard deduction, so you will likely take the standard deduction.



B CMPSINSTITUTE State & Local Taxes (SALT)

Old (pre -2018) | New (2023)

1) Reduces Incentive to Itemize.

2) Increases Cost of
Homeownership in High -cost
States.

No limit when  $10,000 limit when
deducting from deducting from
federal income tax federal income tax

Clients: focus on non -tax
benefits of homeownership
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Old (pre -2018) New (2023)

Few homebuyers are likely to
itemize. The ones who do itemize
wonot experience
Many homebuyers were likely to difference in buying vs. renting
itemize and experience the tax because they could have received a
benefits of paying mortgage interest large standard deduction anyway.
and property taxes vs. paying rent.
Caveat: see article called
The Hidden Benefit of
Higher Interest Rates
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Case Study:
Buy vs. Rent
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Buy Rent 200
Rent - $2,500 a0
urchase Price $400,000 -
yment % 3.00% - 400
nts & Closing Costs $3,100 - 200
spaid at Closing $7,000 - $0
viortgage Insurance - % 0 - 0 Buy sent
viortgage Insurance Added to Loan? No - -
3 Interest Rate 6.500% ) - 000
6.625
o $2741
Principal & Interest Payment $2,452.42 $2.500
Mortgage Insurance - % 0.580% 2000
Mortgage Insurance - $ $187.53
Property Taxes $533.33 -
Property Insurance $200.00 - 1o
Association Dues $0.00 -
nthly Expenses $0.00 - o
inthly Housing Expense (PITI) $3,373 $2,500 B Rem

Rent vs. Buy Calculator
400k Purchase vs. $2500 Monthly Rent



Rent VS. Buy

Other Assumptions

. 0,

Tax Bracket 22.00% 25000

ls Mortgage Insurance Tax Deductible? No - 20000

Annual House Price Appreciation 4.000% 15000

Timeframe / Holding Period (years) 7 10000

E_xpenses to Sell House (commissions, 6.000% 5000

transfer tax, etc.) “
Rate of Return on Cash Invested in Lieu of . 0

Down Payment Lt Rent

WWW.CMPSINSTITUTE.ORG




Rent VS. Buy

i $143,975 125000
100000

100000
75000
50000 50000

$24,061
B Futére Value of H = [net proceeds)
B Furure ValudBasgash Invested in Lisu of DowrRantent
$0
0
Buy Rent

WWW.CMPSINSTITUTE.ORG




Mortgage Interest, Points &
Mortgage Insurance



< <

A

Qualifled Residence

Actual Residence
V sleeping space
V toilet & bath facilities

V' cooking or kitchen
equip.
Used by Tax Payer
Elected by Tax Payer

House 4. Boat
Condo 5. House
Mobile Home Trailer

2"d Homes If Rented Out

V Personal use for at least
14 days per year

V At least 10% of the
number of days for which
it is rented at fair market
value
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Second Home
Rented Out

200 days rented out
X
10%

Must Live in the Home for
20 Days

(If you want to deduct the interest)



How Many Qualiflied Homes?

A taxpayer can have up to two
gualified homes for tax purposes

V' One primary residence, plus

\VV One vacation home

A taxpayer can choose

which home(s) he/she

Wi shes to

gualified residence for
tax purposes.

n

e |



15t Lien or Subordinate Lien
HELOC or Closexhd Mortgage

Buy. Build. Improve.

Acquisition
Indebtedness
($750,000)




Acquisition Indebtedness lllustration

$500k Purchase Price
$100k Orig. Mortgage
$50k Balance Later On

New $400k C/O Refinance

(NOT for home improvements):

$50k Deductible as Acg. Int.
$350k NOT DEDUCTIBLE



Acquisition Indebtedness lllustration

- New $400k C/O Refinance
$500k Purchase Price

$100k Orig. Mortgage
$50k Balance Later On

(for home improvements):

$400k Deductible as Acqg. Int.



WHEN IS MORTGAGE INTEREST TAX DEDUCTIBLE?

Contrary to popular belief, mortgage interest is not always tax deductible. Here's the inside scoop:

1. DO YOU ITEMIZE YOUR TAX DEDUCTIONS?

You cannot take the mortgage interest deduction if you are taking the standard deduction. In 2020, the standard deduction is $12,400 for single taxpayers, $18,650 for heads of
household, and $24,800 for married taxpayers filing a joint return. Please see a CPA for details.

2.1S YOUR HOME A "QUALIFIED RESIDENCE"?
Mortgage interest is only deductible if the mortgage is attached to a "qualified residence". Taxpayers can generally deduct the mortgage interest on two qualified homes:
« One Primary Residence; and,

« One Vacation Home

3. 1S YOUR MORTGAGE CLASSIFIED AS "ACQUISITION INDEBTEDNESS"? $400,000 Mortgage

Your mortgage or home equity line of credit is considered "acquisition indebtedness" if it was used to buy,
build or improve a qualified residence. Generally, you can deduct the interest on mortgage balances up to .

. . Buy. Build. Improve.
$750,000 of Acquisition Indebtedness. Here are two examples:

+ Jane buys her $500,000 primary residence using a $400,000 mortgage. Jane would be able to deduct the
interest on the $400,000 mortgage as acquisition indebtedness because (1) the mortgage was to buy a

Acquisition
qualified residence; and, (2) the mortgage falls within the $750,000 limit. Indebtedness
+ Janice buys her $500,000 primary residence with cash. A year later, Janice does a cash-out refinance and ($750,000)

puts a $400,000 mortgage on the home. The funds are not used for home improvements. Janice would
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Is It smart to pull cash out of a primary
home to purchase a vacation home ?



$400,000 "\ Buy. Build. Improve.
Cash-out e

Refinance /

_ Acquisition
(primary) Indebtedness
($750,000)




$400,000 ﬁ Buy Build. Improve.
Purchase Loan

(vacation home)

Acquisition
Indebtedness
($750,000)
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Is it smartto pay cash for a house?



Cash "\ Buy. Build. Improve.

Purchase: :
Mortgage /
2 Years Later Acquisition
Indebtedness

($750,000)




Cash

Purchase:

Mortgage
Within 90
Days

Buy. Build. Improve.

Acquisition
Indebtedness
($750,000)
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