Polish Up Your Fixer Upper

September 2, 2007

Dear Dave: My home is a bit ‘beat up’ after raising 3 kids on a modest income. Should I sell the property as a fixer upper or fix it up myself first? I could probably stretch my credit and cash to a few thousand dollars for repairs.

Answer: It will definitely pay you to paint the house and put down new floor coverings. Not knowing the extent of wear and tear, it is difficult to be very specific but, generally, you will gain more by fixing it yourself if you can stretch those dollars than by selling it as a fixer upper.

I recently reviewed a similar home where the seller put in $10,000 of repairs before marketing the property, but gained $25,000 more in sales price than if it had be sold as-is.

People buying fixer uppers (and remember – difficult to finance) want a bargain basement price to make their handyman efforts later worthwhile. Particularly in this market, the homes that sell first are the ones that show well.

Dear Dave: Why do both parties on a real estate transaction have to pay title insurance?

Answer: Sellers are obliged by law to insure that buyers receive clear title, and the State Division of Insurance regulates this industry. This is called Owner’s Title Insurance.

If you, as a homebuyer, borrow money to purchase the real estate, an additional party is now interested in clear title - i.e. your lender. The lender requires that you, the borrower, insure your lender against title problems. This is called Alta Title Insurance.

On a $300,000 property, the Owner’s title premium is $1,182, while the borrower will pay $430 for the Alta policy.

Dear Dave: We are buying a Hillside home with Well and Septic. These systems passed the tests for Municipal approval, but the septic leach field only just squeaked through, according to the Engineer that performed the tests. Are we still obligated to buy the home?

Answer: This is a really good question. According to the standard MLS Agreement to Purchase, you are obligated to buy the home since it contains no clause to the contrary.

Having a seasoned real estate licensee to represent you becomes important in such cases. Realtors who have been around for some years will add to your contract words such as ‘subject to buyer’s approval of well and septic test results’.

You could try arguing your case for a new septic, or at least an allowance towards future upgrade, but the standard contract simply requires Municipal approval.

Dear Dave: Why do Realtors include appliances (Range, Refrigerator etc.) on a separate Bill of Sale?

Answer: Your real estate transaction does not include Personal Property – i.e. Non-Real. Until recently, lenders were fussy if the contract said that appliances were included, so your real estate licensees learned how to avoid this problem by making non-real estate items the subject of a separate sale, usually for 1 to 10 dollars.

Unfortunately, the standard MLS document, like so many ‘standard’ documents, is inappropriately drafted for your needs. It does, in fact, include the range (part of the real estate) on the ‘standard’ Bill of Sale, as well as a string of other items, some ‘real’ and some ‘personal’ property.

In addition to the confusion and misinformation contained in standard forms, it is actually unnecessary today as most lenders have gotten over their paranoia about the plug-in, portable appliances (refrigerator, washer and dryer) being left in a home by sellers for the benefit of the buyer.

The separate Bill of Sale may be necessary if you are purchasing items of furniture beyond refrigerator, washer and dryer, for a negotiated cash-at-closing deal, but otherwise the Bill of Sale is unnecessary and, in fact, can harm buyers if your Realtor uses the standard MLS form.

Dear Dave: I know that there have been new IRS rules for selling your home for some time now, but I was having a talk to a friend, and I told him that you had to live in the home 2 years before you could get the tax exemption on any profit from selling. He said that wasn’t true. Please clarify.

Answer: If you sell your personal residence and make less than $250,000 profit as a single person, or $500,000 profit as a married couple, no capital gains tax will apply.

However, you must reside in the home for at least 2 of the last 5 years before the date of sale. This 2 year period need not be consecutive. If you meet this requirement, no taxes will be assessed on the profit gained up to the limits mentioned above.

Keep in mind that, if the property has been rented out for some of that 5 year period, and depreciation claimed, that tax deduction during the rental period would be subject to what is called ‘Recapture’. You can’t fundamentally obtain a tax deduction for an expense, and then later recover the expense, without paying the taxes that would have been due had you not claimed the deduction.

Most home sales, however, are of the simple variety. You buy your home, live in it 2 years or more, and sell. How many people make $250,000 profit? How many families make $500,000 profit? Not too many – So, Bingo, no taxes on your gain!

