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Owning a second home

can create big tax brez

«es, Such as paymg a leasmg agent

. By JEFF BROWN
Knight thderﬂ" ribune Busmess News

Let’s see ... Here sa mce place

on the Outer Banks for a couple

’ hundred ‘thousand. And here’s one

at Lake Chautauqua for a httle
less
What am 1 domg” Shoppmg for

_summer places. ..

-Well, . not really shoppmg —
_daydreammg, as I amble. through? -
the sales listings on the internet. .

.Like milliofis of Americans, I've

-got lots of summer plans. And like

many others, I ‘sometimes. think

that, gee; it would be nice to have "
a summer place that’s really’ our -
own. You know — use it for the

family vacation every year ... Build
a real tradition .. Maybe rent it &
little to.offset expenses. . :

In fact, things are.coming to-
gether nicely these days for people.

thinking about purchasing seeond

homes. The real estate market. is..

hotter than.it’s been in years, espe-

- cially in popular vacation areas, so .
the odds -of making money on a

vacation property are improving.
And. thanks "to the tax law
passed last . summer,’ if you're

- clever and flexible enough you can
-earn profnt on a second home tax-

free. - .
“That’s absqutely avalid strate-

gy created by the tax law in. ’97 .
says Mark Watson, a “partner at.-

the accouniting and consultmg firm
KPMG' Peat Marwmk in Washmg-
ton, D.C..,

The’ Iaw allows a. couple whot:f
file a Jomt return ‘to earn a tax-free,.
profit of up tc $500,000 on the sale " |
of a principal resrdence while sm-:f
: gle taxpayers ' can’ ‘earn.‘up, tof_":‘;
$250,000 tax-free, To- quahfy, you
must have owned and lived ‘in the.
home for two of the five years pn-'
-or to the sale.

The home must be your pl‘ln(‘.l~ '

" pal residence, but it nieed. not be
~your ! “only”. residence. You couId-
. move to.the beach place for a cou-
‘ple. of years — after you retire,

perhaps — spend'a couple of years

".there, sell the home for a tax-free

profit, .then .move - back - to. your
home in the city. After another two
yéars, youcould sell-the city. home
for a tax-free gain as-well.

Watson says there are no hard

Thanks to the tax law
passed Iast summer, home
owners can earn proflt on a

second home, tax-free.

and-fast rules about what consti-

tutes .a principal residence. If the
issue comes up — which is not too
‘common — the IRS would look at
factors such as where you spend

most of your time, what address

you use on your driver’s license,.

where you receive your mail,-file

: your tax return -and so. forth. It’s
-mainly common: sense. Obviously,

it would be hard to declaré the
beach- place’ your principal resj-

- dence if you're going to a job -

every day 100 rniles away and own
a home six'blocks from the office.
- If you are cons1der1ng a second

‘home, there are oth_er tax matters

to keep in mind. -

- Generally, . the. mortgage. mter-
est and property tax paid on a sec-
ond ;home are. tax deductible . Te-
gardless Bf-how it’s used.’ But if

‘you’re - thinking . of fenting - the

property, the rules get tricky:’
i If you use the home yourself and

“rent.it. _out for no more than 14

days a year, the. rental income is

tax-free. But you are not ‘permitted
‘any deductions for rental expens-

tion gradually decreases to 2ero as-_

or cleaning crew.
® If you use the home yourself and
rent it for more’ than 14- days a

-year, the rental income becomies
_part of your gross income and is
- taxed.. But 'you should be able_ to -

deduct some rental expenses:

H If. :you-use it yourself for . more
-“than 14 days a year and rent it'for

more than - 14/ jt’s a- mtxed-use :

‘property. If expenses_exceed: in- -

come you cannot declare a.loss but'
can.- apply the ‘extra ‘expense.
agamst income in a future year. =~

- To'get the most- wide-ranging
tax “deductions, you must operate
the property as. a business, which
means. using it yourself for no
more than 14 days a.year. In that

‘case, virtually all rental expenses

are -deductible, ineluding repairs,
management fees, atilities, insur-
ance, advertising and depreaatlon
-If you acttvely Jparticipate in the
rental activities — making key de-
cisionis -about maintenance .-and
rental terms, for instance:
can deduct net’ rental losses of up
to $25,000 per yeas'if - -your adjust-
ed gross income. do€s not exceed
$100,000. That maximufh

AGl rises to $150,000. oy
Does a second - home m'ake
sense 'as an investment? It ‘can,
says Watson, if the location is hot
enough. You may have to. operate
at-a loss for'a number of 3 years but
not always he says
© Still, he says’ he tell chents
only to ‘buy second homes’ ‘they
want to use themselves; otherWtse
the-hassles and potential expenses
are too hard to Justlfy :

“Bas1cally, people should not

Jook at a vacation home as a way

of generating a tax-shelter or loss.
But rentmg a house is a great way

o semce a mortgage.”




