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Disclaimers

The information contained herein is general in nature and is not intended, and should
not be construed, as legal, accounting, or tax advice or opinion provided by
CliftonLarsonAllen LLP to the user. The user also is cautioned that this material may
not be applicable to, or suitable for, the user’s specific circumstances or needs, and
may require consideration of non-tax and other tax factors if any action is to be
contemplated. The user should contact his or her CliftonLarsonAllen LLP or other tax
professional prior to taking any action based upon this information. CliftonLarsonAllen
LLP assumes no obligation to inform the user of any changes in tax laws or other
factors that could affect the information contained herein.

We promise to know you and hellp yon.




Learning Objectives
At the end of the session you will be able to:

e Understand how tax reform impacts housing and
mortgage lending

We promise to know you and hellp yon.



H.R.1 — Tax Cuts and Jobs Act (TCJA)

e H.R.1 Official Title: “An Act to provide for reconciliation
pursuant to titles Il and V of the concurrent resolution on
the budget for fiscal year 2018.”

e December 22, 2017: Signed into law by President Trump
(Public Law No. 115-97)

We promise to know you and hellp yon.




Home Mortgage
Interest Deduction




Home Mortgage Interest

Residential acquisition debt: Grandfathered if
incurred < 12-15-17

For new debt incurred after 12-14-17:
— Home acquisition debt limit of $750,000 ($375,000 MFS)
— Retains provisions for second home

Repeal home equity interest starting in 2018

Acquisition debt: incurred to acquire, build, or
substantially improve a residence

We promise to know you and hellp yon.




Home Mortgage Interest — Example 1

e March 2018: Abby is single and takes out a $500,000
mortgage loan to buy principal residence worth
$1,000,000

e April 2018: Abby takes out a $250,000 home equity
loan and uses the proceeds to build on to the
residence

e Both loans secured by the residence
e |s Abby’s deduction for interest on the loans limited?

We promise to know you and hellp yon.



Home Mortgage Interest — Example 1

e Home equity loan constitutes acquisition
indebtedness in this case

e Principal balance of debt = $750,000 ($S500,000 first
mortgage + $250,000 home equity loan), so no
limitation applies

We promise to know you and hellp yon.



Home Mortgage Interest — Example 2

e March 2018: Abby is single takes out a $500,000
mortgage loan to buy principal residence worth
$1,000,000

e April 2018: Abby takes out a $250,000 home equity
loan and uses the proceeds to buy stock held for
Investment

e Both loans secured by the residence
e |s Abby’s deduction for interest on the loans limited?

We promise to know you and hellp yon.



Home Mortgage Interest — Example 2

e Home equity loan is used to acquire investment
property

e |Investment interest deductible to the extent of
investment income

e Principal balance of mortgage is less than S750k limit

We promise to know you and hellp yon.




Home Mortgage Interest — Example 3

e Abby is single and inherits S1 million cash

e Abby wants to use half as a down payment on a $1.5
million house and wants to use the other half to buy
stocks

e |s Abby’s deduction for interest limited in this
scenario? If so, can anything be done differently to
avoid the limitation?

We promise to know you and hellp yon.



Home Mortgage Interest — Example 3

Acquisition indebtedness ($1.5M $1,000,000
purchase price - $0.5M down)

Mortgage debt limit $750,000
Indebtedness in excess of limit $250,000

e |nterest associated with the excess debt is non-
deductible personal expense

e Abby could borrow $250,000 to purchase stocks
and make a bigger down payment on the home —
permits investment interest treatment rather
than personal interest treatment

@ We promise to know you and hellp yon.




Home Mortgage Interest — Example 4

e March 2018: Abby is single and takes out a $500,000
mortgage loan to buy principal residence worth
$1,000,000

e April 2018: Abby takes out a $250,000 home equity
loan against the principal residence and uses the
proceeds to buy vacation home

e Neither loan is secured by the vacation home
e |s Abby’s deduction for interest on the loans limited?

We promise to know you and hellp yon.



Home Mortgage Interest — Example 4

e Home equity loan is not secured by the home
acquired using the loan proceeds and thus does not
constitute acquisition indebtedness

We promise to know you and hellp yon.




Home Mortgage Interest — Example 5

e March 2017: Abby is single and takes out a $100,000
home equity loan secured by her principal residence
to pay personal credit card debt. There is no other
debt on the property.

e |s Abby’s deduction for interest on the loan limited?

We promise to know you and hellp yon.



Home Mortgage Interest — Example 5

e Yes, home equity debt is not grandfathered.

We promise to know you and hellp yon.



Other Provisions
Impacting the
Mortgage Deduction




“Doubling” of the Standard Deduction

e MFJ= S$24,000 (from $12,700in2017)

e MFS= 512,000 (from $6,350)

e Single=512,000 (from $6,350)

e HofH=518,000 (from $9,350)

e Seniors = increase standard deduction by $1,300

e Urban-Brookings Tax Policy Center projects number of
itemizers will drop from 46.5M to 19.3M

e However, personal exemptions repealed
— $4,050 per taxpayer and dependent

We promise to know you and hellp yon.



SALT Deduction Limitation

e |temized deduction for taxes limited to S10k (S5k
MFES)
— State and local income tax (or sales tax),
— U.S. real property tax,
— U.S. personal property tax

e Applies to trusts and estates as well

@ We promise to know you and hellp yon.




SALT Deduction Limitation
e N/A to taxes incurred in a business or for the
production of income

e Payment of state income tax for 2018 in 2017
treated as payment on December 31, 2018

e Deduction an addback for AMT

We promise to know you and hellp yon.



SALT Deduction Limitation — Example 1
e Ryan is single and in 2018 pays:

— S10k in state income taxes

— S15k in property tax on raw land held for investment
e |s Ryan’s SALT deduction limited?

Income tax 10,000
Property tax 15,000
Total tax 25,000
Deduction limit 10,000
Disallowed tax expense 15,000

We promise to know you and hellp yon.



SALT Deduction Limitation — Example 1

e Open questions:

— How is disallowance allocated between income and
prop tax?

— |s section 266 election available to capitalize prop
tax?

We promise to know you and hellp yon.



SALT Deduction Limitation — Example 2

e |[n 2018 Ryan pays $10,000 in state income taxes
and pays $15,000 in property tax associated with a
rental property

e |s Ryan’s SALT deduction limited?

e No — property tax is associated with a trade or
business or production of income

We promise to know you and hellp yon.



Tax Planning Around
the New Standard
Deduction




Standard Deduction

e “Bunching” itemized deductions into one year can

maximize benefit from itemized deductions
— Prepay property tax (subject to AMT and SALT limit)
— Make charitable contributions in one year rather than

over time
¢ Donor advised fund?

— |If possible time medical, dental, and vision costs to
occur in same year

e Phase out on itemized deductions repealed

@ We promise to know you and hellp yon. 25

»



Standard Deduction - Example

e Matthew and Lisa file a joint return and expect to

have the following expenses for 2018 and 2019:
| 2018 2019

State income taxes 5,000 5,000
Real property taxes 3,000 3,000
Mortgage interest 10,000 10,000
Charitable contributions 6,000 6,000
Total itemized deductions 24,000 24,000
Standard deduction 24,000 24,000
Benefit from itemizing None None

We promise to know you and hellp yon.



Standard Deduction - Example

e Matthew and Lisa talk with their CPA and adopt a
bunching strategy, altering the timing of the

payments:
State income taxes 5,000 5,000
Real property taxes 4,500 1,500
Mortgage interest 10,000 10,000
Charitable contributions 12,000 0
Total itemized deductions 31,500 16,500
Standard deduction 24,000 24,000
Benefit from itemizing 7,500 None

We promise to know you and hellp yon.



Other Individual
Provisions




Other Individual Provisions

e Miscellaneous 2% of AGI deductions repealed,
including:
— Hobby loss expenses
— Unreimbursed employee business expenses
— Tax prep fees
— Professional dues

We promise to know you and hellp yon.



Tax Reform Impact on
Housing




JCT — Estimated Distribution of Homeowners
mmmm

Less than $10K 1,393 1,366 1,028

$10-520,000 2,470 2,380 1,603 1,461
$20-530,000 3,731 3,531 2,358 2,048
$30-540,000 4,799 4,574 3,017 2,716
$40-550,000 5,357 5,235 3,858 3,434
$50-575,000 13,309 13,111 10,908 10,156
$75-5100,000 10,998 10,930 10,282 10,094
$100-5200,000 22,666 23,516 27,405 28,341
$200-$500,000 7,716 8,328 14,013 16,365
S500K-S1M 1,030 1,110 1,949 2,269

S1M and over 493 536 795 884




JCT — Estimated Distribution of Itemizers
m-m-mm

Less than S10K

$10-520,000 547 154 100 360
$20-530,000 1,009 237 185 622
$30-540,000 1,671 410 250 904
$40-550,000 2,356 635 408 1,333
$50-575,000 6,933 2,136 1,753 4,890
$75-5100,000 6,752 2,442 2,224 5,844
$100-$200,000 17,790 6,513 7,676 20,821
$200-5500,000 7,745 4,185 6,410 16,043
S500K-$1M 1,038 791 1,329 2,343
S1M and over 488 443 613 868

We promise to know you and hellp yon.



JCT — Estimated Distribution of MID
m

Less than $10K >500 >500 >S500K
$10-520,000 105K $25M 42K S10M
$20-$30,000 244K S88M 73K S29M
$30-540,000 540K S$249M 143K S81M
$40-$50,000 961K $462M 281K S$127M
$50-575,000 3.967M $2.843B 1.343M S878M
$75-5100,000 4.563M $4.649B 1.826M $1.732B
$100-5200,000 14.227M $21.831B 5.402M $7.216B
$200-5500,000 6.575M $22.2798B 3.681M $8.954B
S500K-S1M 797K $4.866B 657K $3.610B

S1M and over 328K $2.579B 314K S2.377B




Questions?




Thanks for Participating!

Daniel Greenhagen
National Tax Office
CliftonLarsonAllen LLP

Daniel.Greenhagen@claconnect.com

612-376-4837

We promise to know you and hellp yon.




