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TAXPAYERS DEALING WITH TAX BILL BY PREPAYING THEIR
R E TAXES MAY BE MISSING THE BOAT!

One tax professional recommends paying their January mortgage payment by December 31st instead.  Here's why...
Norwell, MA, December 22, 2017.  A lot of taxpayers (and their tax advisors) are racing trying to figure out what to do now that the tax act has passed Congress.    One of the most frequent pieces of advice given is that taxpayers should "pre-pay their real estate taxes for 2018 before December 31, 2017" to get the tax deduction on their 2017 taxes.  

Charles Markham, a 25 year veteran tax professional in Norwell Massachusetts, advises that for many taxpayers, this strategy is not the right one. A simpler strategy may save some tax dollars before year's end.
Markham notes the following issue with prepaying your real estate taxes is that many taxpayer will still be subject to Alternative Minimum Tax ("AMT") in 2017.    Without going into the details, if a taxpayer is subject to AMT, prepaying real estate taxes in 2017, won't make a bit of difference.  
How can you know if you are subject to AMT?  Look on your 2016 taxes, if there's a number on Line 45 of Form 1040, you were subject to AMT and most likely will be again in 2017. You can just save the trip to your City or Town Hall to pre-pay those 2018 taxes.  
But might such a taxpayer not be subject to AMT in 2017?  "Well, that's true," says Markham, "and pre-paying won't hurt, and it could help, but if you pay real estate taxes via a mortgage escrow, this can complicate things with your mortgage company."  Markham notes you will then have to sort this out with your mortgage company who will likely either still send in the real estate tax payment anyway creating a refund situation at your city hall or they won't send it in which creates an "overage" in your escrow account, and you must determine how to get the money back.  "If you pay your real estate taxes via your mortgage company, there's a good chance that pre-paying them may be more hassle than it's worth. But perhaps they're the kind of the person that likes to sit on the phone and talk to people."
Instead, Markham recommends a simple alternative--pay the mortgage payment that is due on January 1st in late December, making sure the mortgage company actually has it posted before the end of December.  Don't just mail it in.  Why do this?  Because the January 1st payment is really paying December interest, Thus, people can pay thirteen months of interest in 2017.  Note you can only pay January's payment, not February's, March's, etc.
Why is this good idea?  Doesn't this just mean you'd only have eleven months of interest in 2018?  Well, under the new tax law, many taxpayers will never be itemizing again!  Do you want to see if you are one of those taxpayers?  Once again, refer back to the 2016 Form 1040.  Look at the Schedule A.   Taxpayers need to understand that in any given year, they either itemize on Schedule A OR they take the standard deduction--whichever is higher.  For 2018, the standard deduction has been dramatically raised from $12,600 to $24,000 if you are Married Filing Jointly.

Real Life Example:

Markham used one of his clients who are upper middle income to make his point. (See the attachments found at http://bit.ly/SchedA2016 and http://bit.ly/SchedA2018)   In 2016, this client had approximately $38,000 of itemized deductions (see line 29 of Schedule A).  The taxpayers are married filing jointly and the new standard deduction is $24,000 and $38,000 is more than $24,000 so one would assume they still be itemizing in 2018, right?  Well, not so fast.  Look at line 9 of Schedule A.  On the tax return that Markham is using as an example (Markham's practice is in Massachusetts) the number was $26,200, but in 2018 taxes will be limited to $10,000.  This means the total itemized deductions on this return would be around $22,000 (all things being equal) and the taxpayers will be taking the standard deduction since the $24,000 standard is more than $22,000.  Thus, get that mortgage interest in 2017.  In 2018, it would be wasted.  
So, getting your January 1st mortgage payment in so it's posted and on the books a few days before December 31 is probably one safe strategy that many taxpayers can make use of that will work for this tax season, and it won't mess up your escrow payments, and mortgage interest is typically not an issue with AMT.
###

Charles Markham, MST, has prepared taxes and represented taxpayers for 25 years in Massachusetts.  He is an Enrolled Agent and is licensed to practice before the United States Tax Court. More background is on his website, www.markhamandcompany.com

For additional information contact Charles Markham at 781-659-6600 or 781-206-4880 or via email at charles@markhamandcompany.com.  Mr. Markham is available for short interviews via phone, Skype or in person.  
