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Weigh taxes when buying, selling:

Almost any
time can be n
prime time lor
selling or buying
residuntial  real

- estate.

Tax considory-
tions, including
proposed legisla-
tien that may be
enacted, may in-
fluence your de-
ciaion on

wl\ulhur or whun
|

r——
MORE THAN
MONI

SiD ermA
Ph.

Sala prico of old home
Less: Seling expensas

One-time gain exclution
Adjusted sales price
Less adjusted tax basis of old homo

Realized gain (after one-tima sxchrion)

$320000  Adjusted sales prica of ofd homo $ 170,000 :

$ (25,000} Less purchesa price of new home {145,000} .
(125,000) {150,000} Gain not deferred (1axed cusrently) $ 25,000
170,000 Purchase prica of new home $ 145,000
(70,000} Leas deferrad galn ($100,000-325,000) {75,000)
$ 100,000 Tox bosis [a new home 3 70,000
———nnmen . i

il

to sell or
Selling a home often runultu ina
capital  gain, which may be
deferred or avoided in many cas.
es, hut sometimes results in a
loss, which is a noendeductible
personal loss,

Proposed legistation is under
consicleration  that, i pasecd,
would permit o loss on the sale of
# personal residence after 1995 to
be deducted a» a capital Joss,

The busie rule for computing
tox gain, or loss, on sale of 2 home
is s follows: Amount realized
(selling  price less sclling ex-
penses) minus  adjusted  banis
(cost plus improvements and ad-
ditions less any deferred gain as
discussed helow) equals goin or
loss.

Outright sale

Deferrnl of Gain — If you sell
your principal residence, you can
generally pestpone paying tax on
il or part of the gain if you buy a
replacement  home  within  two
years hefore or after the originad
residence is sold.

Gain fram the sale of the origi-
nul home is taxahle only to the ex-
tent that its adjusted sales price
exceeds the cost of the new home,
which also must be used as a
principal residence ~ the rent is
deferred,

Since the three-year statute of
limitations period will not begin

To qualify, you must have
owned nnd used the property as o
principal residence for three of
the five years immediately pro-
ceding the sale, An individual
may vlect an exclusion only once.

So, if either one of a married
couple has previously made an
election whilo single or in a previ-
ous marriage, no further elections
are nvailable to them or to thelr
Apouse.

1f motriage is contemplated be-
tween  eligible persons, people
aver 55 years of age and have nev-
er uned the exclusion, and If each
future spouse will be selllng his or
her residence, it may be advanta-
geous to sell the home before mar-
ringe and for each taxpoyer to
eleet to exchude up to $126,000 of
their respective gain while filing
us single taxpayers. After mar-
riage, the couple would he limlted
to enly one $125,000 exclusion.

being considered that, if passed,

would allow a 50-percent deduc.
tion for long-term capital gains
reported aftor 1994, but this date
may change. This would give a
taxpayer in the 39.6 porcent tax
bracket an effectivo copital gain
tax rate of 19.8 percent.

Installment sale

1f you are unnble to exclude the
capital gain or rall it over to a now
residence, you may want to use an
inatallment snlo to defer at least
part of the gain.

An [Installment sale  occurs
when yau, the soller, receive nt
least one payment after tho close
of tho taxable yeor in which the
property is sold. Unless you eloct
to be taxed on oll of the gain in
the year of tho sale, the gain s
recognized in the ratio of the gross
profit to the total contract prico as
payments are received.

An installment sale may be ad-
if capital goins tax ro-

. Deferral/Exclusion Combi
tion — You may elect the one-
time $125,000 exclusion, assum-
ing the requirements are met, and
defer any remaining gain.

For example, Mary, o single 65.
sear-ald taxpayer, has lived in hee
pri 'lpnl residence for 10 years
and ix selling it for $320,000. Her
adjusted tox basis in the property
is  $70,000 (original bnsis of
$50,000 plus improvements of
$20,000), and she will incur scll.
ing expenses (Including sales
commissions) of $25,000, Mary
plans to retire and purchase a
condominium for $145,000.

If she elects to use her one-time
exclusion, Mary's goin on her old
heme and busis in hee new home
would be computed as listed In
the accomponying chart.

The top federal tax rate on
long-term capitul gain is 28 per-
cent. Proposed tax legislation is

ductlon is adopted but the effec-
tive date is delayed. You may be
able to take ndvantage of the date,
In addition, the sale of property
in exchange for a property in ex-
change for a purchaser's promise
to mako fixed payments for the
seller's lifetime is a private annu-
ity.

A private annuity has some of
the income tax characteristics of
an installment sale but, because
the obligation terminates at
death, may have estate planning
advantages in some cases.

Other considerations

Some other things to consider
whun contemplating whether to
sell ar purchese a new home:

Death — There may be no cap-
ital gain or loss if o residence was
owned by the decedent, because of
the step-up or step-down, in o de-
cedent’s tax hasis to the fair mar-

ket value at death.

Divorco — Transfors between
spauses Incldent to divorce usual- |
ly cecapo current taxatlon.

But, divorced indlvfdun{s
shauld conaider thelr tax basis in
a resldence, whethor they have
Jeint and several liability that ro-
sulta from a sala of residonce dur- -
ing their maorriage, whether to
elect the $125,000 excluslon while
they are single and whother they
can separately roll aver thelr por- -
tion of any capital gain that is -
recogulzed. .

Charitable Contributlons — °
1t ia possible to glve a romaluder -
intereat In o resldonce, or sell:a;
resldence at a bargain price, to
qualified charity.

Rolocation Qutside tho Un
od States — The replacemont pié"
riod for deferring the gain on the
sale of n principal resldence can -
be extonded from two yeara to .
four yenrs under certain circum-
stances,

Spectal rules may apply if your -
home s at Jeast partially buaincss
ar investment property, you buy
more than one principal residence
within the two-year period for
guin deferral or you sell te a relat-
ed party such as a family mcmbur

These are just some thaughta to
conuider. Your tax advisor carn .
pravide more dotailed information |
and should ho consulted before
any action is taken.

Sid Mittra, Ph.D., CFP, is pro-
fessor of finance at Oaklund Uni-
versity in Rochester Hills and
owner of Mittra & Associates, a
Troy financial consulting Iirm<
This material was supplied by De- -
loitte & Touche. You can direct-.
queations or comments to Sid Mis-
tra, Ph.D., CFP by e-mail wﬂfl
smittraoconline.com.
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will be ohserved
April 24-30,
This  week
should be ob-
served by those
who wre worried
about how much
TV Americans
watch and those

African team but is a high-tech
expedition.

sponsible for the President’s cor-

Satellite and technol-
ogy will combine with the World
Wide Web to allow the world to
follow in the footsteps of the slx-

,person team as they make thelr fi-

nal assault an the world's highest
peak.

Kodak digital cameron will pro-
v:dv: Cllc lateat imuges from tho

respondence an
the Office of the

Vice President, the Office of the
First Lady, as well as the Office of
Mre. Gore." That page encour-
aged visitors to send mail
1800 Pcnm\y]vnnln Ave., Annan-

dale, VA 2200;
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The White House was said to -
be upset by the spoof site ss
somoone might confuse the two,
but hed no plans to do nnythlng
about it.

In closing, my sourco of infoz-
matlon on the apoof site has an '_
intercating alogan as part of his'"
signnturer “A rumor without a fey
to atand on will get around some .
other way."
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