Foreclosed home tax gets waived, but few know of new law
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Lose your house to foreclo-
sure and it used to be you
could expect a big tax bill to
add to your woes,

The IRS viewed your can-
celed mortgage debt as extra

income and wanted its share.

With the newly enacted
Mortgage Forgiveness Debt
Relief Act of 2007, that some-
times-shocking tax hit is easier
to avoid,

But some critics, including
the IRS’ own government
watchdog, complain not

enough has been done to pub-
licize the tax break and how to
qualify for it.

Here's how it used to work:

Say a family owed $250,000
on their home when the
lender foreclosed. The lender
sells the home for $200,000
and writes off the rest. The

ily is stuck paying taxes on
the remaining $50,000 of
“"phantom income.”

The same applies in a short
sale, in which homeowners
sell for less than what they
owe,

The part of the mortgage
forgiven by the lender is sub-

ject 1o taxes.

“Not only do you not have a
house to live in anymore, but
you'd have a huge tax to pay,
too,” said Rolando Palacios,
director of tax services at the
Chicago-based Ci r_for
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Now, the IRS erases the
owed taxes provided certain
conditions are met: The new
law only applies to homes lost
in 2007, 2008 or 2009; the
house must be a primary resi-
dence; and the borrower must
have owed less than $2 million
on the mortgage.

In the past, to have foreclo-
sure-related taxes forgiven,
those who lost their homes
had to show-they were insal-
vent — meaning their debts

1 a
big hassle, says Palacios.
i Complcr s proces,
nig “ltwasa mn!ﬁnn’ alcu-

lation that not a lot of

taxpayers knew how to navi-

te, and certainly not
income people.”
And a person affected by
foreclosure couldn't always
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more than the value of the
mo

“There weren't too many
instances from 2001 to 2005
when someone owed more
than their property was
worth," Bripgs said. "It rarely

came u%"

It's a hot topic now, "
as [llinois had nearly 91,000
foreclosure filings in 2007,
according to Irvine, Calif.-
based online firm

While the new tax relief is
welcome, it hasn't been partic-
ularly well-explained,
according 1o the government's

- watchdog for the IRS

The Washington, D.C.-based
National Taxpaye:
its annual report to Congress

~describes the foreclosure tax

Lo
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counselor with the DuPage

Homeownership Center in
Wheaton, says some of her
clients pulling in big salaries
wouldn't have qualified to
have their tax debt fn‘mm.
“Plenty of arel-
atively income can get
into a §§d- situation,” says
Briggs. “You'd think a person
ing $100,000 a year would
be fine but there’s the $3,500

an

jsure tax debt wasn't
on the DuPage Homeowner-
ship Center’s radar until the
housing market crashed. That
was because until recently,
most homes could be sold for

90,000 foreclosures in 2007

“It’'s a big criticism that the
IRS doesn't do a good enough
job informing people,” says
Palacios.

The  National Taxpayer
Advocate recommended the
IRS publish a consolidated
guide on canceled debts and
provide more assislal;;e in

on and ne. A phone
mber ﬂyn}m also be
printed on tax return forms for

p who have questi
the advocate said.

In response, the IRS posted
a question and answer
section on its Web site, It
acknowledged clarity is

and says that n is
being taken to address the
CONCEMS.
The Center for Economic
is offering tax coun-
seling. Minois residents who’
lost homes and make less
than $26,000 as an individual
or $53,000 for a family of four
are le. The group also set
up a foreclosure hotline at
(312) 630-0248.




