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In general, interest is not deductible.  But, a major exception to the rule of non-deductibility exists for “qualified residence interest” – that’s interest that is paid or accrued during the tax year on “acquisition indebtedness” or “home equity indebtedness” for any “qualified residence” of the taxpayer.   Interest deductibility is limited to the first $1,000,000 of acquisition debt ($500,000 for married persons that file separately) and $100,000 of qualifying home equity indebtedness.

It has been the general view that the $1,000,000 cap is a limit on both types of indebtedness in a single loan.   But, in late 2009 IRS said that a taxpayer can treat up to $100,000 in excess of the $1,000,000 limit as “home equity indebtedness” for deduction purposes.   "Now, IRS has reiterated its position in a Revenue Ruling.
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The Center for Agricultural Law and Taxation does not provide legal advice. Any information provided on this website is not intended to be a substitute for legal services from a competent professional. The Center's work is supported by fee-based seminars and generous private gifts. Any opinions, findings, conclusions or recommendations expressed in the material contained on this website do not necessarily reflect the views of Iowa State University.
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