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Dear Brass Tax Tool Box 2007 Participant:

In our fall Tool Box 2007 seminar, we made an error which many of you were
kind enough to point out to us. We thank you for your input. The error occurred
in the section, “Mortgage Interest Revisited.”

ERROR: AMT treatment of Qualified Housing Interest. The outline erroneously
said the Acquisition Debt is limited to $1,000,000 for Regular Tax purposes,
but there is no limit for AMT purposes. This is incorrect — the same
$1,000,000 applies for both tax calculations.

TWO PAGES CHANGE. Page 55 and page 59 from the Tool Box 2007 outline
have changed.

Page 55, in the row labeled “Limit on deductions”, in the column labeled
“Form 6251 (AMT)”, the information has changed.

Page 59, in Question #3, “Expensive Home”, the paragraph labeled “AMT
Issue” is deleted.

Both revised pages are included on the two pages following this letter.
We’re looking forward to seeing you soon at our year-end update seminar!

Dave and Mike
BRASS TAX Presentations

Brass Tax Presentation 800-388-8404 PIN 1040
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Answers & Discussion

CHART OF GENERAL CHARACTERISTICS FOR MORTGAGE INTEREST

Item

Schedule A

Form 6251 (AMT)

Name

Qualified Residence Interest

Qualified Housing Interest

Code Section

163(h)(3)

55(e)(1)

Qualified property

Principal residence and one other
personal-use residence

“Residence” is house, apartment,
condo, mobile home, boat, or
trailer with facility for sleeping,
cooking, and toilet. Temp Reg
1.163-10T(p)

Same

More Narrow — house, apartment,
condo, or mobile home not used

on transient basis - §56(e)(2)

Qualified Taxpayer Equitable Owner —i.e., T/P need Same
not necessarily be named on loan.
Other Qualification Paid during the Tax Year Same

Qualified Loan

Secured by the residence

No requirement that loan be
secured by residence as long as
funds used to buy, build, or
substantially improve the

residence

Limit on 1) Acquisition Debt (AD) is debt | Acquisition Debt — Same Limit
deductions: to buy, build or substantially

improve residence)

— interest on $1,000,000 of AD
($500,000 — MFS)

2) Equity Debt — Additional debt No provision

up to $100,000. ($50,000 — MFS)
Grandfather date October 13, 1987 July 1, 1982

(all debt was AD.)

NOTES ON RULES:

WARNING - IRS disqualifies a qualifying property where local law bars
residential use - e.g., a qualifying boat moored at a marina prohibiting
overnight sleeping.

PRINCIPAL RESIDENCE has same meaning in 1.163-10T(p) as in Sec 121. Also
note that one cannot have two principal residences at the same time.

TIMESHARES qualify as a second residence if held for personal use. (

NOTE: one might claim interest on several timeshares, if each

covered a different time period — however, this has never been tested.

A HOME UNDER CONSTRUCTION is considered a qualified residence for up to
24 months, but only if the residence becomes a qualified residence as of the
time the residence is ready for occupancy. (
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ANSWERS - MORTGAGES

1. ORIGINAL PURCHASE. T/P buys a new home for $400,000, paying $80,000
down and securing a first mortgage for $320,000. Lender charges a 1-point loan
origination fee, or $3,200. How do we handle the points?

a. Normally, we choose to write off the points immediately. They should be
shown as points on Form 1098, but it is possible this is not the case. Be careful
to distinguish the lines on Schedule A for amounts reported on Form 1098 vs.
amounts not listed on Form 1098.

b. ELECT TO AMORTIZE. Taxpayers who buy their first home later in the year
may not pay sufficient interest to be able to itemize their deductions. These folks
may elect to amortize the points instead, conserving some deductions for the
future. (

2. VA LOAN. As above, buyer buys a $400,000 home with only $20,000 down,
and secures a $380,000 loan. The $3,800 loan origination fee is paid by the
seller. How do we handle the points?

As mentioned above, Revenue Ruling 93-27 allows buyer to write off the points
in full, but the basis in the home is reduced by the $3,800 to $396,200
(increased, of course, by any of the closing costs which are considered to be
additions to basis).

3. EXPENSIVE HOME. T/P buys a $2,000,000 home, paying $500,000 down,
and secures a $1,500,000 mortgage. T/P also pays a $15,000 loan origination
fee. How do we handle the points?

PARTIAL WRITE-OFF. The points are prepaid interest, but we have exceeded
the $1,000,000 “cap” on AD for the loan. Only 2/3 of the loan is considered AD,
so 2/3 of the points are deductible. The other 1/3 is personal interest, and non-
deductible.

Does the answer change if 2 roommates buy the property as joint tenants,
splitting all costs equally?

FULL WRITE-OFF. Since each independent owner is responsible for only 50%
of the loan, neither owner has reached the $1,000,000 “cap.” Write off the points
entirely also.

CALIFORNIA NOTE — RDPs. If the owners are Registered Domestic
Partners, the California return is filed as if they are a couple, and the “cap” is
exceeded, whether they file MFJ or MFS. It's a “marriage penalty” issue.
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