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A Note from Paul - Home Ownership Issue

Over the past year, | have received several questions from clients con-
cerning homestead exemptions, deductibility of closing costs and the
mortgage interest deduction. To keep you better informed on such is-
sues, | have put together this issue focusing on tax issues surrounding
home ownership. In this issue, | will discuss: Ad Valorem Taxes, the
Homestead Exemption, Private Mortgage Insurance, the Mortgage Inter-
est Deduction, the deductibility of certain closing costs, and other mat-
ters concerning the purchase or sale of your home. Don’t forget | am of-
fering 20% off of your next tax return or service for every new client
that you refer me. As always, if you have questions, please feel free to
call me. - Paul

A Few Facts on Ad Valorem Tax

Property taxes, aso known as ad purposes.
valorem taxes, are the primary source

of funding for county government op-
erations. This revenue source also pro-
vided 23 percent of the statewide pub-
lic school budget in fiscal year 2000
and 63 percent of career technology
(vo-tech) center funding.

Property taxes are paid based on the
value of a taxpayer's property. The
county assessor, a locally-elected of-
ficeholder, determines the value of
most property in the county for tax

Taxpayers owning tangible personal
property in the state of Oklahoma must
file a property tax return with each
county where property was located on
Jan. 1 each year on or before the fol-
lowing March 15. Personal property
then is assessed at an amount between
10 percent and 15 percent of its fair
cash value.

Real property is also assessed as of Jan.

(Continued on page 2)

The Homestead Exemption

The Homestead Bxemption |

Don't forget about saving money on
other taxes such as your property tax.
Below are afew tipsfor filing Home-
stead Exemption.

What isthe Homestead Exemption?
Doesit save me money?

Homestead Exemption is an exemp-
tion of $1,000 of the assessed valua-
tion of a primary residence you own.

In tax year 2001, this can be a savings
of $88 to $139 depending on which area
of the county you are located. To Qual-
ify:

1. You must be the homeowner of re-
cord who resides on the property by
January 1.

2. The property deed must be notarized
on or before January 1 and filed with

(Continued on page 2)
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Filing your

homestead
exemption will save
you money on your
property tax bill.

Ad Valorem Tax, Continued

1. It is valued at its "use value' -- fair
cash value for the highest and best use for
which the property was actually used (or
classified for use) during the previous
calendar year. It is assessed at an amount
between 11 percent and 13.5 percent of
itsfair cash value.

Oklahoma offers a homestead exemption
for homeowners. This exemption reduces
$1,000 of the property's assessed value.
Taxpayers whose earn $20,000 or less
may receive an additional homestead ex-
emption of $1,000 (the "double home-

stead exemption”).

A taxpayer who is at least 65 years old,
or who is totally disabled, and whose in-
come does not exceed $12,000, may file
a clam for property tax relief for the
amount of property taxes paid over 1 per-
cent of his or income, up to a maximum
of $200.

Many questions regarding property tax
issues are handled at the county level.
Each of Oklahomas 77 counties has a
county tax assessor

Homestead Exemptions, Continued

(Continued from page 1)
the County Clerk's Office on or before
February 1.

3. You must be aresident of Oklahoma.

Homestead Exemption applica
tions are accepted at any time throughout
the year. However, the application must
be filed by March 15 to be approved for
the current year. Any application filed af-
ter March 15 can not be approved until
the following year.

" |nPerson: You may apply for Home-
stead Exemption at the Tulsa County
Assessor's Office between 8:30 am.
and 5:00 p.m. M-F. Our officeislo-
cated at 500 S. Denver, Room 215,
Tulsa, OK 74103.

® By Mail: You may download the
Homestead Exemption Application at
http://www.assessor.tul sacounty.org/
tca_hmstd_ex.htm and return it by
mail to the following address: Jack F.
Gordon, Tulsa County Assessor,
Attn: Homestead Dept., Tulsa
County, Admin. Bldg., Room 215,
500 S. Denver, Tulsa, OK 74103.

What isthe Senior Valuation Limita-
tion?
The Senior Valuation Limitation locks in
the taxable value for those who apply and
meet the following requirements:
1. Head-of-household (as defined be-
low) must be age 65 or older prior to
January 1, of the current year.
2. Head-of-household must be an
owner of and occupy the Homestead
property on January 1, of the current
year.
3. Head-of-household must have a
VALID Homestead Exemption on file.
4. Gross household income (as de-
fined below) cannot exceed $25,000
for the preceding calendar year.
5. The Assessor’s Office must com-
plete the Oklahoma Tax Commission
Form 994 to verify income for the pre-
ceding calendar year.
An application for Senior Valuation Limi-
tation must be filed between January 1 and
March 15, or within 30 days from the date
issued on the "Notice of Changein As-
sessed Vaue of Real Estate’.

Disclosure: The information provided in this newsletter is of a general nature and isn't intended to address the circumstances of
any particular individual, business or other entity. Please consult your CPA or Attorney if you have questions or concerns.
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Private Mortgage Insurance

The basics of private mortgage insur-
ance (PM1)
If your down payment on a home is less

than 20 percent of the appraised value or
sale price, you must obtain private mort-
gage insurance, known as PMI, with your
lender. This will enable you to obtain a
mortgage with a lower down payment be-
cause your lender is now protected
against any default on the loan.

If you have been
in your house a
while and and still
paying PMI, you
might have enough
equity to stop it

PMI charges vary depending on the size
of the down payment and the loan, but
they typically amount to about one-half
of 1 percent of the loan. Mortgage insur-
ance premiums are not tax deductible.
Example:
Let's say you put down 10 percent or
$10,000 on a $100,000 house. The
lender multiplies the 90 percent loan,
or $90,000, by .005. The resultisan
annual PMI of $450, which isdi-
vided into monthly payments of
$37.50.

Most home buyers need PMI because 20

percent of the sale price on ahomeisalot
of money; for instance, that's $20,000 on
a$100,000 home. Home buyers must
maintain the PMI premiums until they
cross that one-fifth-of-principal threshold,
a process that can take yearsin longer-
term mortgages.

Get rid of private mortgage insurance
(PM1).
If you're paying PMI and your home has
appreciated in value since the closing of
your mortgage, or you have been able to
make substantial payments, its time to do
a bit more investigation. The magic num-
ber required by lenders to avoid paying
private mortgage insurance is 80 percent
of the value of your home. Once you've
gotten the mortgage down to that, it's time
to pay a visit to your lender to discuss
canceling this policy.

Keep track of your payments on
the principal of the mortgage. When you

(Continued on page 4)

|Tax Imelications of Buxing or SeIIing a House I

Because you will be able to meet
the amount to justify doing so,
you probably will itemize your
deductions rather than take the
standard deduction. Your inter-
est and property taxes will both
be deductible. Remember to de-
duct any interest and taxes paid
(not just put aside as a reserve)
at closing that may not be re-
flected on any Form 1098s. Also,
don’t forget to take any points
you paid at closing. You can am-
ortize them over the life of the
loan or deduct them all at once
on Line 12 of your Schedule A.
Remember that other fees paid
at closing, such as origination
fees or credit checks, are not de-
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ductible.

For those of you that have been
in your home for a while and now
plan to down-size, good news -
the capital gains taxes of yester-
year no longer apply in most in-
stances. When you sell the
house, you can exclude as much
as $250,000 in gain ($500,000 on
a joint return) if it was your prin-
cipal residence for two of the last
five years. The old rules about re-
placing the house or being age 55
no longer apply. If you qualify,
you need never buy another
house to get the exclusion.
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PMI, Continued

reach the point where the loan-to-value ratio
hits 80 percent, notify the lender that it istime
to discontinue the PMI premiums. The Home-
owners Protection Act of 1998, which took ef-
fect in 1999, requires lenders to tell the buyer
at closing how many years and months it will
take for them to reach that 80 percent level
and cancel PMI. Lenders must automatically
cancel PMI when the balance hits 78 percent.
Note: The law does alow lendersto
continue requiring PM1 all the way down to 50
percent equity for so-called high-risk borrow-
ers. Traditionally, those loans that are consid-
ered riskier include reduced documentation
loans, in which customers provide less proof
of income and other information during the
approval process. Loans for people with spotty
credit histories and higher debt-to-income ra-
tios also fal into this category. Additionally,
some FHA loans require payment of PMI
throughout the entire life of the loan.

When considering making the
big move, refinancing, or if you
are unsure about the tax ramifica-
tions of homeownership, please
feel freeto give mecall for a
quick, personalized review.



