Tax Tricks & Tips,

By Michele Knight, CPA

The purchase and sale of your home is one of the most exhilarating, and stressful, events you’ll face.  The tax ramifications behind it don’t have to exhilarating OR stressful!  Over the years, the tax law behind home purchases and sales has changed time and time again, and I hope to clarify any misconceptions for anyone faced with this situation.

Purchasing a home has very little impact on your taxes, other then the usual deductions for mortgage interest expense and real estate taxes (I’ll cover those more in depth in a future article regarding Itemized Deductions).  One trick: sometimes you pay real estate taxes at the time of closing, and those are not reported to you by your mortgage broker at year end.  So, if you buy a house during the year, make sure to bring a copy of your closing statement to your tax preparer.

Selling a residence has other consequences that you need to be aware of.  The most important factor is the length of time you owned your home.  If you have owned your home less then 2 years, you will have to pay tax on any gain (the difference between your sales price and your purchase price, less any closing costs).  These gains are subject to the lower capital gains rates, but can still be significant if you had any significant appreciation.  If you owned your home for 2 years or more, you will not have to pay taxes on the home as long as your gains were not more then $250,000 (or $500,000 for a married couple).

Of course, there’s always exceptions, the most notable being the avoidance of some of the short-term gain if you sell the house due to medical reasons, divorce, or unforeseen employment circumstance.  The most important lesson being: if you’re not selling your house for one of the reasons listed, make sure to hold it 2 years or you run the risk of a hefty tax bill.

Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

