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ALERT: Prepayment of 2018-2019 State and Local Real Estate Taxes
May Not Be Deductible

December 27, 2017
 

Prepayment of 2018-19 Montgomery County real estate taxes may not result in reduced 2017 federal income tax
liability. Taxpayers who are considering prepaying their 2018-19 real property taxes in 2017 should take note of the
following:

Internal Revenue Code (“IRC”) section 164(a)(1), which allows a taxpayer to deduct payment of state and local real estate
taxes against taxable income, will be severely limited after December 31, 2017. Montgomery County has responded to
this change in the income tax law by announcing that it will accept prepayments of its real estate taxes for the tax period
running from July 1, 2018 through June 30, 2019. The county is doing this to facilitate real estate taxpayers taking a
reporting position that prepaid real estate taxes are deductible against 2017 taxable income. These prepaid taxes may
not be deductible in 2017 or will have very limited usefulness even if they are deductible for ordinary income tax
purposes because this deduction is disallowed in computing the Alternative Minimum Tax.

(a) Ordinary Federal Income Tax – IRC section 164(a)(1). The U.S. Tax Court and Fourth Circuit Court of Appeals, which
covers Maryland, have both ruled that a cash method taxpayer may not deduct prepaid real estate taxes in the year of
payment. Estate of Frederick R. Hoffman v. Commissioner of the Internal Revenue Service, 87 AFTR.2d 2001-2019 (Per
Curiam 4th Cir. 2001), aff’g TC Memo 1999-395. The Internal Revenue Service has issued administrative guidance that it
will seek to disallow deductions for prepaid real estate taxes that have not accrued prior to January 1, 2018.
IR-2017-210. Both the appellate opinion and the Tax Court opinion are unpublished and are not binding precedent in
future cases. Nonetheless, they may be predictive as to how the Tax Court and the Fourth Circuit will rule if this issue
comes before the respective courts again.

(b) Alternative Minimum Tax – IRC section 56(b)(1)(A)(ii). State and local real estate taxes on personal use property are not
deductible for the purposes of calculating Alternative Minimum Tax for the 2017 tax year. Many taxpayers who are in a
position to prepay 2018-19 Montgomery County real estate tax will be subject to the Alternative Minimum Tax which will
undo most of the benefit from any deduction allowed against the ordinary federal income tax.

Any taxpayer should consult with a tax advisor as individual circumstances will differ.

DISCLAIMER: The postings on this site were created for general informational purposes only and do not constitute legal
advice or a solicitation to provide legal services. Although we attempt to ensure that the postings are complete,
accurate, and up to date, we assume no responsibility for their completeness, accuracy, or timeliness. The information in
this blog is not intended to create, and receipt of it does not constitute, a lawyer-client relationship. Readers should not
act upon this information without seeking professional legal counsel.

This blog may contain links to independent third party websites and services, including social media. We provide these
links for your convenience, and you access them at your own risk. We have no control over and do not monitor the
content or policies (including privacy policies) of these third-party websites and have no responsibility for, and no liability
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with respect to, their content, accuracy, or reliability. Unless expressly stated, we do not endorse any of the linked
websites or any product, service, or publication referenced herein or therein. We will remove a link to any site from this
blog upon request of the linked entity.

We grant permission to readers to link to this site so long as this site is not misrepresented. This site is not sponsored or
associated with any other site unless so identified.

If you wish for Linowes and Blocher LLP to consider representing you, please go to the firm’s website at www.linowes-
law.com. One of our lawyers will be happy to discuss the possibility of representation with you. However, do not send us
information until you speak with one of our lawyers and obtain authorization to send information to us. We do not owe
any duty of confidentiality to any persons who send unsolicited email messages, mail, facsimiles, or other
communications to our firm, lawyers, or other employees without our advance and express authorization. Our receipt of
unsolicited information will not preclude us from representing any actual or potentially adverse party. In addition, any
potential legal representation of you by the firm will not commence unless and until a formal engagement letter is agreed
to and signed by you and the firm.
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