Tax Tricks & Tips,

By Michele Knight, CPA

In today’s economy of low interest rates and rising real estate values, renting out a second home can be a great source of income.  In addition to the actual income produced by the property, the tax benefits can be tremendous if you are knowledgeable about your available deductions.
I break out rental real estate deductions into 2 parts: obvious and hidden.  The obvious ones are…well…obvious.  These include mortgage interest, property tax, insurance, advertising, management fees and cleaning fees.  The less obvious expenses are those such as legal fees, tax preparation, and auto expense related to travel to/from your rental property or to pick up supplies for your property.  Always ask your tax preparer or attorney for a breakout of expenses to give you a record of their fees related to your rental property, so that you have proof of deduction in the rare case of an audit.
There is a third category of rental expenses, those that are depreciated over time.  Any improvements made to the property that will last more then 1 year, including the value of the property, landscaping, adding appliances, remodeling, carpeting, and additions must be depreciated over time.  Depreciation is a method of slowly accounting for the decreased value of an item, as the life expectancy of the asset decreases.  For example, a $1,000 refrigerator bought in 2000 would lose value each year it is used, and is estimated by the IRS to last 10 years.  The property owner can subtract 1/10th of the value of the refrigerator each year ($100) for the 10 years following the purchase of the asset.  

As a result of the many deductions allowed to rental property owners, rental properties are a great source of cash flow, with very little tax implications.  The taxpayer must pay income tax on the difference between rental income and total expenses, but thanks to depreciation and those hidden deductions, the income on paper is often minimal, although your wallet will be pleased.

Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

