
MORTGAGE FORGIVENESS DEBT
RELIEF ACT OF 2007

Expansion of 80/20 Rules for Cooperative Housing Corporations

On December 20, 2007, President Bush signed the
Mortgage Forgiveness Debt Relief Act of 2007 (also
known as the Mortgage Relief Act).  It includes a
number of important tax changes not connected to
mortgage debt relief.  One very important change
should be of interest to cooperative housing
corporations: co-ops can qualify under two
additional tests.

Tenant-stockholders of cooperative housing
corporations (i.e., co-ops) are entitled to certain
important tax benefits.  All tenant-stockholders may
deduct amounts paid or accrued to the corporation to
the extent they represent the shareholder's
proportionate share or separately allocable share of the
real estate taxes and mortgage interest paid by the
corporation.

Under the old law, a co-op is a corporation that meets
the following four requirements: 

(1) It has one class of stock; 

(2) Each of its stockholders is entitled, solely by
reason of ownership of stock in the corporation,
to occupy a dwelling owned or leased by the
cooperative;

(3) None of its stockholders are entitled to receive
any distribution not out of its earnings and profits,
except on the co-op's complete or partial
liquidation; and 

(4) Under pre-Mortgage Relief Act law, 80% or more
of its gross income for the tax year in which the
taxes and interest are paid or accrued must be
derived from tenant-stockholders. 

Under the new law which is effective December 20,
2007, the Mortgage Relief Act adds two alternate
methods of meeting the 80% test in (4), above.  In
addition to the present 80% test, the fourth

requirement is met if, for the tax year in which the
taxes and interest are paid or accrued: 

? at all times during that tax year, 80% or more of
the total square footage of the corporation's
property is used or available for use by the
tenant-stockholders for residential purposes or
purposes ancillary to residential use;   or

? 90% or more of the corporation's expenditures
paid or incurred during the tax year are paid or
incurred for the acquisition, construction,
management, maintenance, or care of its
property for the benefit of tenant-stockholders.

This provision apparently addresses the problem that
some co-ops face because of the increasingly profitable
rental market.  As a result, co-ops charging market-rate
rent find that they are receiving too much commercial
rent (i.e., totaling more than 20% of gross income).

These two alternatives will make it easier for co-ops
to take advantage of the commercial rental market
and still qualify as a co-op. 

Items in this publication should not be considered official statements
of position, nor advice for individuals or organizations without
consulting a professional advisor.  This information is not intended to
be, nor can it be, used by any taxpayer for the purpose of avoiding
tax penalties. For more information, please contact the director in
charge of your account or tax director Joe Lee.
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