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Unit 20: Income Tax Issues in Real Estate Transactions
Lecture Outline

Learning Objectives:
Students should be able to

•
identify and describe the key provisions of the Taxpayer Relief Act of 1997, including the tax savings therefrom and the change in the use of IRA funds toward down payments;

•
describe the property tax and interest deductions available on both primary homes and second homes;

•
describe the opportunities for deductions and other tax considerations on points and closing costs;

•
describe capital gains and how they are taxed, and identify short-term and long-term gains;

•
identify and define active income, passive income, and portfolio income, and state the deductions allowed for active and passive income;

•
identify the formula and calculate taxable income for income-producing activities;

•
calculate the gain or loss on owner-occupied residential property and on property held for business or investment purposes;

•
describe depreciation, its causes, and the straight-line depreciation method, and explain how to calculate depreciable basis;

•
describe the process and requirements for Section 1031 (Like-Kind) Exchanges; and

•
describe the purpose and application of low-income housing tax incentives.
Key Terms:
active income 

adjusted basis 

appreciation

basis

boot

capital gains

capital losses

passive income

recaptured depreciation

straight-line depreciation

tax depreciation

tax shelter

tax-deferred exchanges

Lecture Outline:
I. Key Terms

II. Taxpayer Relief Act of 1997
A. Sale of primary/principal residence
B. Using IRA funds toward down payments
III. Deductions for homeowners
A. Principal/primary residence

B. Property taxes
C. Mortgage interest
D. Second homes
IV. Points and Closing Costs

E. Points

F. Closing costs
V. Capital Gains
1. Recapture of depreciation upon reversion
VI. Three classifications of income
VII. Calculating Taxable Income
VIII. Calculating the gain or loss

A. Income taxes on sale of property
B. Installment sales
IX. Depreciation

1. Physical deterioration
2. Functional obsolescence
3. External obsolescence
A. Straight-line depreciation method
1. Recovery periods

B. Calculating the depreciable basis

X. Like-Kind Exchanges (IrS section 1031 exchanges)

XI. Low-income housing tax incentives

XII. Key Point review

XIII. Unit 20 exam
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