- e ——— ——— i

July 21, 1994
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MONEY MANAGEMENT

THE TAX CONSEQUENCES OF SELLING OR RENTING YOUR HOME

Homeowners who want to
relocate or move to larger or
smaller quarters should deter-
mine whether i's in their best
interest to sell or rent their cur-
rent residence.

In making this decision, the
Nevada Society of CPAs urges
homeowners to consider the
impact their decision will have
on their tax bill and personal
financial situation.

WHY SELL?

Selling a principal residence
is the best — and often the only
— option for homeowners who
need the equity in their current
home for a down payment on a
new one.

Homeowners who realize
profits on a sale of their primary
residence may qualify for a
special tax break thatcan helpto
put their next home within finan-
cial reach:

The tax law allows home-
owners to defer taxes on their
real estate gainsif they purchase
or construct another residence
of equal or greater value within
two years before or two years
after the sale date of their princi-
pal residence.

So, for example, if you real-
ize $50,000 profit on the sale of
your home which is taxed at the
28 percent tax rate, you'll be
able todefer $14,000in taxes by
purchasing another home of
equal orgreater value within the
specified time period.

Older homeowners may
qualify for an even greater tax
break.

Generally, individuals who
are age 55 or older before the
date of the sale of their resi-
dence and have occupied the
residenceforthree outofthe last
five years mayexclude from their
income a gain of up to $125,000
($62,500 fora married individual
filing separately.)

This tax break is especially
advantageoustoindividuals who
choose to frade down fo a less
expensive resident and plan to
rely on the profits from the home
sale to support their retirement
lifestyle or other special needs.

RENTING A HOME
TEMPORARILY
A homeowner who puts his

(Continued from Page 6)
Mail, a mail-order catalog mar-
keted to African-American
women; Essence Licensing,
which currently offers a line of
eyewear, sewing pattems and
fashion hosiery; Essence Art
Reproductions, which markets
African-American art; and Es-
sence Television Productions,
which produces in part the Es-
sence Awards show, seen as a
prime-time special on Fox Broad-
(See Essence, Page 23)

orherformer principal residence
on the market and then encoun-
ters difficulty in selling it, may by
able to rent the residence for a
temporary period and still defer
gain on the sale. However, the
homeowner must demonstrate
that the rental is in contempla-
tion of the sale.

Otherwise, the personal resi-
dence is deemed to have been
converted toa rental property, in
which case the deferral of taxes
on the gain is not allowed.

For example, a homeowner
relocates as a result of a job
charge, putshisorherresidence
on the market, and buys a new

home in another city. After
several months, the old resi-
dence doesn't sell.

Preferring to have the house
occupied rather than empty
during the sales period, the
owner then decides to rent the
residence while continuing ef-
forts to sell it.

Under conditions like these,
the IRS typically views the
owner's rental action as a tem-
porary measure and is likely to
allow the gain on the sale of the
residence to be deferred.

On the other hand, if the
homeowner relocated and
rented out the former residence

without ever trying to sell it, the
former residence will most likely
be treated as a rental property
for tax purposes.
CONVERTING A
PERSONAL PROPERTY
TO A RENTAL PROPERTY

For some individuals, con-
veringaformerresidenceintoa
rental property may offergreater
financial rewards. It gives own-
ers the opportunity to generate
steady income.

What's more, although own-
ers cannot defer the gain on the
sale of a rental property, they
are entitled to a wide range of
tax deductions that can sharply

reduce their tax bill.

Mortgage interest, property
taxes, and costs associated with
operating and maintaining the
rental property, including insur-
ance premiums, repairs, and
depreciation, may be deducted
from rental income.

Net losses (generally up to
$25,000) can then be subtracted
from the owner's gross income.
Losses that cannot be deducted
in the year incurred can be car-
ried over into future tax years.

Since special tax rules apply
in the year a property is con-
verted to a rental, an owner may
want to consult with a tax profes-

sional, such as a CPA, before
making the conversion.

Finally, CPAs recommend
that you convert your former
residencetoa rentalonlyifyou're
prepared to take on the respon-
sibility of acting as landlord and
are certain the conversion will
not be detrimental o your finan-
cial well-being.
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Three great programs to help
first-time home buyers with

the down payment.

Affordable Gold Real Estate Loan

Affordable Gold requires only 5% down payment where only 1% needs to come
from your own funds. Up to 4% may come from family, friends or grants. Ask us
about the availability of grant money.

Community Home Buyer’s
Real Estate Loan

Again only 5% down payment is required, with only 3% needed from your own
funds. Up to 2% may come from family, friends or grants.

The 3%-Down Real Estate Loan

This program is PriMerit’s newest affordable loan product! Only 3% down
payment required. The seller may contribute to the closing costs, or closing costs
and prepaids may be financed. Mortgage insurance may be paid monthly rather

than up front.

The Bank That Listens

Completion of an informational seminar is required to qualify for these special
programs. Please call 365-3225, or stop by one of our PriMerit branches for more
details on our special home loans and borrower education seminars.

PRIMERIT BANK

The Largest Nevada-Based Financial Institution

PriMerit Bank, Federal Savings Bank

Home Office » 3300 W. Sahara Avenue « Las Vegas, NV 89102-6066 = 365-3225
Please refer to the yellow pages for a complete list of conveniently located PriMerit Bank branches.




