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.,Some people who had
foreclosures, loan
mod1ﬁcat1ons and
short sales may .
quahfy for ¢ excmptlon

,KENNETH R. HARNEY
REPORTING FROM " ¢ .‘
WASHINGTON i .

R

'With hundreds of thou-
sands of homéeowners hav-
ing negotiated loan modifi-.
cations or short sales or
beenforecloseduponduring
the last year, the Internal
Revenue Service has issued
fresh. guidance .on how to.
handle ‘canceled ‘mortgage -
debt in the upcommg tax
season. ' :

It'sa huge issue, w1de1y/
vnusunderstood by consum- -
ersand mvolves potent1a]ly
‘billions of dollars’of tax 11a-
bility.. -~ .
‘Usually, when a credltor
cancels debts, such:as un- -
paid: balances on_student’
loansor credit cards, the for-
given amounts are treated
asordinary, taxable income
by the Internal Revenue '
‘Code. 2 :

But under s’ special: ex-.
emption adopted by Con-
gress covering distressed
hom ,y;‘mortgages ‘many
r's can escape the ulti- -
ma double whammy: get-'
tmg h1t with extrataxes be-:
cause your mortgage went
seriously’ dehnquent or you i
lostyourhouse L

In 1ts latest gmdance the

L
[

j"r‘.the contrary, _there ire.
‘sential - tests you' need to

pass: to’ ‘qualify: The' debt
your: lender canceled must

‘have ‘been used by your“to )

buy, build or substant1ally

-improve your prmclpal resi-

dence.”
There’s alot packed into

these words, s0.it’s impor-.
tant toparse them carefully.

' Start with thehouseitself. It
can’t be your second: home,
an  investment condo a
weekend ‘retreat or a sea-
sonal homeé you occupy for
“lessthan'halfthe year. It ¢ah
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only beyourmainresidence, .

and you need do uments to
proveit:

'can:celed as part of a modifi-

cation; short sale.or foreclo-
sure cannot have been used

for something other than

-acquiring or.: constructmg
the houise or making capital
'unprovements to it. Bt

- Refinanced mortgage

',:debt'\u d for tuition, vaca-

‘tions, buying cars or paying

off. cred1t ‘card ‘bills: won’t‘

make the grade

‘The IRS offers a hypo-
thet1ca1 example ofhow bor-
" rowers can mess. up ‘their
chances fortax relief. Atax-

; ,payer took outa ﬁrst mort-

5 Next th unpaid mort- 5
gage: balance your ‘lender

owne efinanced the mort- :

relief on the full $115 0009"

~under: Congress special ex-

remptlon‘J Noway, accordlng
IRS. He:

- gage to $850,000. The loan co

balance atthe t1me oftheres:

fi was down t0.$740,000; and

the owner used the $110 000
in cash—out proceeds tobuy

-.anew car and pay off: credlt B

card debts,

“Bad move. A year or two
later — pre sumably wellinto
‘the recessmn and ‘Housihg

bust — the home value had -

plunged to between $700,000
and $750,000. . ,

The. -owner then per-
suaded his bank to’ allow a
short sale 'for $735,000' and
to cancel. the remalnmg
$115 000 ofunpa1d debt.

_carand ¢redi
" —neither of which counts as
“qualified pnnelpal res1—
;dence” debt. . .
Greg: A. Ros1ca a tax‘_
partner - with accoun‘tmg‘.
‘giant Ernst &. Young, said

misunderstandings of the
“rules about mortgage debt.
‘forgiveness ‘are ‘common.

ard: balances

People often don’t ‘know
that the moneytheyused for

vacations. ;and other pur-

poses do not qualify under

‘IRSrules,hesaid.

Taxpayers who . walk\
away from their houses may

‘be liable for taxes, Rosica.
said, if at some pomt the
,property “no.. longer was.

their primary residence” —

, say they rented it out after
~their last. payment and be-
- forethe foreclosure — effec-
L t1ve1y convertlng the House
-into: rental ‘property, not

their pnnc:pal home.
The " IRS lughhghted

. * some other key points in its
" guidance: ' :
[ ] Mortgage cancellatlon

reliefis capped at $2 million

“for single and married tax-
“payers, $1 million for mar-,
ried owners . ﬁhng sepa-
rately. i

‘ lAnyone who has had'

‘mortgage debt canceled as

part, of a loan mod1f1cat10n
or foreclosure should go to

"~ IRS.gov" . and". ‘download

Form 982 and IRS Pubhca-
tion 4681 for additional filing
details. ‘Or they. can  call

balances typically provide

. borrowers with ‘a year-end

IRS form '1099-C cancella-
tion of debt statement; in-
cluding:the amount of the
loan forglven and the fair

‘market value of the proper-

ty.

Ifyouhave had m_ort gage
debt canceled but haven't
received a 1099-C from your
lender; request it ‘to .avoid

{ federal tax hassles

kenharney@earthhnk net
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.(800) TAX-FORM to re-
quest copies. Lenders who -
‘write off unpaid mortgage
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