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The new tax rules signed into law last December will
have significant impacts on the real estate market, but the
costs and benefits are unevenly shared across the nation.
Most changes affect residential housing, with reduced deductibility for home loan interest paid, and limits on state
and local tax expenses. The tax benefits accrued by investment and second home property owners took fewer hits.

The new tax law and its
impact on real estate owners

Primary Residence Homeowners
People who pay a fair amount of state income and property taxes lost tax benefits in two ways:
• The standard deduction rose to $12,000 for single filers and $24,000 for married filing jointly.
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Our financial reviews are always
complimentary, and we know
your time is valuable, so the bill is
on us. Sharing coffee gives us the
opportunity to get to know you
and your financial aspirations in
greater detail. This allows us to
recommend solutions that work
for you today, and also five, ten
or 30 years from now. Just mention this newsletter offer and we
will find a time to meet.
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Some property owners such as farmers and ranchers and other
business owners have gained the ability to immediately write
off the cost of new investments in personal property rather
than depreciating it over time. This new provision is a part of
the tax law for 5 years and then will taper off, unless Congress
extends it, so making long-term plans based on it carry some
risk, but assets bought in the near term will obtain the business
owner immediate tax relief!
Investment property owners can continue to deduct net interest expense, but naturally there is a complication: These owners must elect out of the new “interest disallowance tax rules.”
The new interest limit, effective in 2018, applies to existing
debt. The limit, and the real estate election, applies at the entity level, not the property level.
The depreciation rules for commercial real estate remain for

those who elect to use them. But they come with longer depreciation schedules (40 years for a nonresidential property, 30
years for a residential rental property, and 20 years for qualified
interior improvements.) This will change return-on-investment
(“ROI”) calculations, and whether you should to choose the
new real estate exception to the interest limit. (If you own investment property, please don’t try to figure out all this out on
your own. Call me for a referral to a seasoned tax advisor!)
Finally, the tax law gives a new tax deduction of twenty
(20) percent on income from pass-through businesses (LLCs,
S-Corps, et al). But true to Congressional form, exceptions,
qualifications and phase-outs abound. You must talk to your
tax advisor early this year about your options, because we can
almost guarantee that a change in your tax “profile” may be
necessary to minimize your tax bill!

WINTER 2018

• State and local taxes (or “SALT” in Congressional shorthand) can only be deducted up to
a combined $10,000 per year. These include all
such taxes: Property taxes, and either income
or sales taxes.
With a higher standard deduction, Moody’s Analytics
estimated that as many as 38 million Americans who may
have itemized under the old rules may opt for the higher
standard deduction under the new tax plan, which eliminates the advantage of deducting home loan interest. This
also changes the calculation you do to weigh whether you
should buy a home or rent. More Americans may choose
to remain renters solely because of these reduced tax advantages.
Current first-position home loans are grandfathered:
Mortgage interest debt incurred before December 15,
2017 carries the old home mortgage interest deduction,
up to $1,000,000 borrowed. Loans booked after that date
will earn the deduction on loan amounts up to $750,000.
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On the other hand, starting in 2018 the interest paid on a
home equity line of credit (“HELOC”) will no longer be deductible at all, with no grandfathering. This changes the
calculus on home improvements. (It also makes “cheating” by deducting interest on non-home HELOC borrowings like tuition or travel a moot point).
Flipping the hand back over, the deduction of mortgage
debt used to buy a second home survived. This may preserve property values in resort and vacation destinations.
High-Tax State Residents Feeling Blue
With lower deductibility for “SALT,” people with homes
in high-tax states like California, New York and Hawaii will
feel the loss most. Home values in such states could see a
reduction in property values as much as 10% to compensate for this reduced deduction, according to a National
Association of Realtors study.

Aloha!
For nearly two decades, Myers Capital has established itself as a leading mortgage and financial services
company. Located in downtown
Honolulu, Hawaii, we take an allencompassing approach to solving
your financing needs. We specialize
in providing residential and commercial mortgages, business financing, and real estate advisory services.
Whether you are a first time home
buyer, seasoned real estate investor,
or business owner who needs capital, we can help. As a team, we recognize that exceptional service is a
must and we hope to be your #1 resource in helping you achieve your
financial goals.
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Investment Property Owners
There is some good news for investors who buy, improve
and sell: Homeowners may still live in their primary residence for 24 months in a sixty-month period to claim the
primary residence’s tax exclusion of up to $250,000 if filing single and up to $500,000 if married filing jointly.
State and local taxes paid as part of an active business
venture, like rental property, continue to remain fully deductible, too.
Investment property owners may also still defer capital
gain taxes using 1031 tax-deferred exchanges. However,
the new tax law limits 1031 exchanges to real estate property. Exchanges of collectibles, aircraft, franchise rights,
rental cars, trucks, heavy equipment and other assets are
no longer eligible.
...continued on page 4.
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Smart Mortgage Shoppers
Value Great Guidance

FHA Announces

2018

Maximum Conforming
Loan Limits
The Federal Housing Finance
Agency (FHFA) has set the
maximum 2018 conforming
loan limits for mortgages
bought by Fannie Mae and
Freddie Mac. For most of the
U.S., the maximum conforming loan limit for one-unit
properties will be $453,100,
up 6.8% from 2017. These
loan limits adjust each year to
reflect the change in the average U.S. home price.

Even tech-savvy millenials prefer professional input, versus an online app
Prospective homebuyers do mortgage research online, but when it comes to home financing,
most opt to handle their actual applications in the presence of an experienced loan officer.
A survey of nearly 2,000 adults conducted for the American Bankers Association (ABA) found
that 60 percent of Americans would rather apply for a mortgage in person, even though they
use the Internet to research their home loans. All the progress in making online loan applications less arduous has not won over very many people: Only 17 percent of respondents preferred to apply for a mortgage online, with the remaining 23 percent saying they were unsure.

Alaska, Hawaii, Guam, and
the U.S. Virgin Islands
These have their own calculations. Their baseline loan limit
will be $679,650 for one-unit
properties, with higher loan
limits in specific locations.
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The loss of interest deductibility for second

maxed out, we need to put a plan in place to

loans (home equity lines of credit and home

pay down some of the debt to regain that fi-

equity loans) is a downside of the new tax

nancial cushion.)

law, but their value as a tool for investing,

Borrowing to “gain a tax deduction” was

and for emergency cash flow management,
remains the same.
Even without the deduction, home equity
will likely remain one of the cheapest ways
to borrow money (upon approval).

never a good idea!
There are good and bad reasons to borrow money, and grabbing a tax deduction
was never a good one. A good reason is to
use the funds to finance appreciating assets,

Because these loans

such as real estate, or

are secured by real es-

a serious education

tate, interest rates are

that can improve your

much lower than unse-

earnings over time.

cured personal loans or

However, borrowing

credit cards. Many HE-

to fund travel or other

This need to work with a real person may stem from the fact that only 34 percent of respondents considered their knowledge about the mortgage process to be above average or excellent.
The survey also found people still struggling to overcome obstacles to homeownership. Twenty-one percent of respondents said student debt prevented them from purchasing a home—
among Millennials, that number was 39%.

LOCs offer rates start-

discretionary projects

ing near 5%. Personal

is rightly less attrac-

loan interest rates typi-

tive with the loss of

cally start well above

HELOC or home equi-

5%, and can go much

“Banks invest billions of dollars to offer their customers the latest technology,” said Bob Davis,
ABA Executive Vice President of Mortgage Markets, Financial Management and Public Policy.
“But at the end of the day, nothing compares to sitting across the table, face-to-face…when
you’re making the single most important investment of your life.”

ty loan deductibility.

higher.

If the loss of deduct-

vs.

High-cost area limits
For areas in which the local
median home value exceeds
the baseline conforming loan
limit (in high-cost metropolitan areas like San Francisco,
Los Angeles, Washington DC
or New York) the maximum
loan limit is up to 150% of
normal. Median home values
generally increased in highcost areas in 2017, so the new
ceiling loan limit for one-unit
properties in most high-cost
areas will be $679,650.

HELOC’s: Not Deductible, But Still
a Critical Homeowner’s Tool

Helping people get the most
out of the most important investment in their lives is what I
do! I have never felt that online
mortgage tools kept me from
fulfilling that mission.

Also, having a HELOC available provides a
great emergency cash flow cushion against
unexpected medical or other personal issues.
(If your HELOC is heavily utilized, or even

ibility leads to more
rational borrowing decisions (which I always
counsel) so much the better for your longterm financial health!

Source: American Bankers Association
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Thank you for reading
this newsletter and allowing me to stay in
touch. I hope you ﬁnd it
thought-provoking. Let
me know what ideas or
questions the articles
spark. I’m happy to provide guidance. Thank
you for the many referrals you have sent me.
Referrals from happy clients built my business. I
promise to give you, and
your friends and family,
the highest possible level
of service. Please contact
me whenever I can assist
you with home ﬁnancing
related questions!
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