THE FOLLOWING INFORMATION WAS MADE AVAILABLE TO ME BY RUSS BOOTH,

 THE PRESIDENT OF THE NATIONAL ASSOCIATION OF REALTORS.

 MY MEMBERSHIP IN THIS ORANIZATION IS JUST ONE OF THE SOURCES OF EDUCATION

 I INVEST IN TO BETTER SERVE YOU. I HOPE YOU FIND THIS INFORMATION BENEFICIAL. 

PENALTY-FREE WITHDRAWAL FROM INDIVIDUAL RETIREMENT ACCOUNTS (IRA’S) 
· The new law allows penalty-free withdrawal from IRA’s for 1st time buyers, up to $10,000.  

· Withdrawals can be made from current IRA’s, beginning 1/1/98.  A 1st time buyer is an individual

(and his/her spouse) who has had no ownership interest in a home during the previous 2 years.  

· The 1st time buyer must use the distribution from the IRA before the close of the 120th day from the date the payment is received to pay qualified acquisition costs for a principal residence.   

· IRA withdrawals from spouses, parents, children, grandchildren or ancestors are all eligible, but can not total more than $10,000.

· Withdrawals from the new “Roth IRA” can be made both tax-free and penalty-free if the account is held 5 years.  Even though these new “Roth IRA’s” can be created starting in 1998, the tax-free withdrawal feature will not be in effect until after 2002.

ESTATE TAX RELIEF
The unified estate and gift tax credit of $600,000 for an estate was increased to $1 million. The increase is phased in over 10 years:


1998


$625,000


1999


$650,000


2000 & 2001

$675,000


2002 & 2003

$700,000


2004


$850,000


2005


$950,000


2006


$1 million

· Exclusion created for up to $1.3 million of value in “qualified family-owned business interests” from a decedent’s taxable estate, if the interests comprise more than 50% of the decedent’s estate and if other requirements are met.

· A qualified family-owned business is any interest in a trade or business if ownership is held at least 50% by one family, 70% by two families, 90% by three families, as long as the decedents family owns at least 30% of the trade or business.

· Both the original owners and the heirs must materially participate in the business for specified time periods.

· The increased exemption amount and the family business exemptions can be used together, but the total exemption cannot exceed $1.3 million.

· Effective for decedents dying after December 31, 1997.

$500,000 EXCLUSION ON SALE OF PRINCIPAL RESIDENCE

· Couples filing a joint tax return can exclude up to $500,000 of gain on sale of principal residence.  Single return filers can exclude up to $250,000.  

· Any gain in excess of $500,000 for a couple or $250,000 for single filers will be taxable at the capital gains rate.

· This is effective on sales made on or after May 7, 1997.

· The home must have been used as a principal place of residence for 2 of the preceding 5 years.

· Exclusion does not apply to vacation or 2nd home properties. 

· There is a formula to use for partial exclusion for those who can not satisfy the 2 year requirement. 

· This provision replaces and improves rollover and $125,000 exclusion rules.

· There are no requirements to roll over proceeds and reinvest.  Thus, homeowners have options to trade up or down on a tax-free basis.

CAPITAL GAIN PROVISIONS AND DEPRECIATION RECAPTURE
· The rates have been decreased from a maximum of 28% to 20% (for 28% and above taxpayers) or 10% (for 15% tax bracket taxpayers)

· Assets held for more than 18 months qualify for the reduced rates, while those assets held for more than 12 months but not more than 18 months continue to be taxed at a maximum rate of 28%.

· Recaptured depreciation is no longer taxed as a capital gain but is subject to a higher rate of 25%.  Thus, the recapture amount receives a cut from 28% to 25%.

· The capital gains rates are further reduced to 18% (for 28% and above tax bracket taxpayers) or 8% (for 15% tax bracket taxpayers) for assets sold in or after the year 2006, provided these assets are: purchased on or after 1/1/2001 or “marked-to-market” on 1/1/2001.

· The steps for treating any asset as “marked-to-market” are:


Determine Fair Market Value:
For both stocks and real estate, the fair market value as of 1/1/2001, must be established.  For marketable securities, regular published stock market quotes will establish value.  While the legislation does not specify a method for determining fair market value for real estate, an appraisal will probably suffice.


Imputed Sale:  The asset is considered sold on 1/1/2001 at its fair market value, and


Tax Treatment: 
The “mark-to-market” transaction is reported on your  tax return.  Any gain is recognized and the appropriate capital gains tax (20% for 28% and above tax bracket taxpayers or 10% for 15% tax bracket taxpayers) is paid, but no loss is claimed.

Because there is only 2 percentage point difference (18% vs. 20%) in the rates, it is unlikely that this provision will be a widespread benefit.  As a general rule, its utility would be greatest for assets with little appreciated value as of 1/1/2001 and least for those assets with substantial appreciated value on that date.  Nevertheless, a careful present value analysis should be performed to analyze the financial consequences of securing the lowered tax rate for post-2001 appreciation at the cost of paying tax on the pre-2001 appreciation on April 15, 2002.

 REMINDER:
I STAY ABREAST OF TAX LAW CHANGES AND AM HAPPY TO PROVIDE THIS UPDATE BUT I AM NOT A TAX PROFESSIONAL.  FOR FURTHER INFORMATION OR QUESTIONS PLEASE CONSULT YOUR ACCOUNTANT.

