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TAX SECRETS

YOUR GUIDE TO MAXIMIZING DEDUCTIONS AND MINIMIZING YOUR TAX BILL

The short-term rental market is booming, offering incredible income potential for property owners. But with increased
income comes increased complexity, especially when it comes to taxes. Many short-term rental owners unknowingly
miss out on significant tax deductions, leaving hard-earned money on the table. This guide will equip you with the
knowledge you need to navigate the tax landscape and maximize your profits.

The Foundation - Understanding Section 280A

Section 280A of the tax code governs the tax treatment of rental properties. It distinguishes between personal use and rental use,
which directly impacts your deductions. A key concept is the 14-day rule, also known as the Augusta Rule. If you rent your
property for 14 days or less per year, the rental income is entirely tax-free. This is a fantastic opportunity for those near popular
events or vacation destinations.

Unlocking Deductible Expenses (15+ Days)

When you rent your property for 15 days or more, you can deduct all "ordinary and necessary" business expenses related to
your rental activity. This is where the real tax savings potential lies. Let's break down the categories:

» Property Expenses:

o Mortgage Interest: Deduct the interest portion of your mortgage payments. If the property is also used personally, you'll
need to prorate the deduction based on rental use. Example: If you use the property 50% personally and 50% for
rental, you can deduct 50% of the mortgage interest.

o Property Taxes: Similar to mortgage interest, prorate if applicable.

o Insurance: Deduct insurance premiums related to the rental activity (e.g., landlord insurance). Prorate if applicable.

 Operating Expenses:
o Utilities: Electricity, gas, water, trash removal. Prorate if applicable.
o Repairs and Maintenance: Costs to keep your property in good condition (e.g., painting, fixing appliances). Important:
Improvements that increase the value of your property are depreciated, not expensed.
o Cleaning and Supplies: Cleaning fees, toiletries, linens, etc.
o Advertising and Marketing: Listing fees, professional photography, website costs.
o Management Fees: Payments to property managers.

» Depreciation: You can deduct a portion of the cost of your property and its furnishings each year. This is a non-cash
expense that can significantly reduce your taxable income.

Depreciation Strategies for Short-Term Rentals

Depreciation allows you to recover the cost of your assets over time. The IRS has specific rules for calculating depreciation. For
short-term rentals, cost segregation can be a game-changer. It allows you to classify certain components of your property (e.g.,
flooring, appliances) as having shorter useful lives, leading to larger depreciation deductions in the early years. Example: Instead
of depreciating the entire property over 27.5 years, cost segregation might allow you to depreciate the carpet over 5 years.
Consult a tax professional for cost segregation advice.

Navigating Personal Use Rules

The IRS scrutinizes the distinction between personal use and rental use. If you use the property too much personally, your
deductions may be limited. Generally, if you rent the property for more than 14 days and use it personally for more than 14 days
or 10% of the total days rented, whichever is greater, your deductions may be limited. Accurate record-keeping is crucial here.
Example: If you rent your property for 100 days, you cannot use it personally for more than 10 days without potentially
impacting your tax deductions.
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State and Local Tax Considerations
Don't forget about state and local taxes! These can include:
« State Income Tax: Most states tax rental income.
» Sales Tax: Some states require you to collect and remit sales tax on short-term rentals.
» Occupancy Taxes: Many cities and counties impose occupancy taxes on short-term rentals.

Real-World Scenarios
Scenario 1: Long-Term Rental (160 Days)
« You rent your condo for 160 days and receive $30,000 in rental income. Let's break down the expenses:
o Mortgage Interest: $5,000 (Prorated if applicable)
Property Taxes: $2,000 (Prorated if applicable)
Insurance: $1,000 (Prorated if applicable)
Utilities: $2,000 (Prorated if applicable)
Repairs and Maintenance: $3,000
Cleaning and Supplies: $1,000
o Depreciation: $6,000 (Straight-line or accelerated; consult a tax professional)
« Total Expenses: $20,000
« Taxable Rental Income: $10,000 ($30,000 - $20,000)
» Important Note: This taxable income is added to your other income and taxed at your regular income tax rate.

0O 0O 0 o o

Scenario 2: Short-Term Rental (10 Days - Augusta Rule)
« You rent your house for 10 days during a local festival and earn $5,000.
« Because you rented for less than 15 days, this $5,000 is completely tax-free under the Augusta Rule (14-day rule). You do
not need to report this income to the IRS.

Scenario 3: Mixed Use (20 Days Rented, Some Personal Use)

You rent your vacation home for 20 days and earn $8,000. You also use it personally for 15 days.

Expenses (same categories as above) total $6,000.

Because you rented for more than 14 days, you can deduct expenses, but the personal use impacts the deductible amount.
Consult a tax professional to calculate the exact deductible amount in this scenario, as it depends on the exact ratio of
personal to rental use.

» Key Takeaway: Even with some personal use, significant deductions are still possible, but professional guidance is essential.

Understanding the tax implications of short-term rentals is essential for maximizing your profitability. This guide has
provided a starting point, but every situation is unique.

Ready to Make Your Best Money Moves?

At Checkmate, we understand that your real estate investments are big money moves. We're committed to
helping you maximize every dollar and achieve your financial goals. Ready to take your short-term rental tax
strategy to the next level? Our team of expert tax advisors specializes in helping short-term rental owners like
you unlock every-possible deduction and minimize your tax burden. We'll sit down with you, discuss your
specific goals, and develop a personalized plan to make the tax code work for you.

If you're ready to explore how Checkmate can help you and your business maximize your real estate returns

with short term rental savings, let's talk. Book a Call with Our Team Now!
GET STARTED
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