Abstract: A vacation home can provide a welcome retreat from the hustle and bustle of
everyday life. But that’s not all: It can also offer valuable tax benefits. This article sorts out the
rules for claiming a tax break.

Vacation homes: Do you understand the tax nuances?

Owning a vacation home can offer tax breaks, but they may differ from those associated with a
primary residence. The key is whether a vacation home is used solely for personal enjoyment or
is also rented out to tenants.

Sorting it out

If your vacation home is not rented out, or if you rent it out for no more than 14 days a year, the
tax benefits are essentially the same as those you’d receive if you own your primary residence. In
this scenario, you’d generally be able to deduct your mortgage interest and real estate taxes on
Schedule A of your federal income tax return, up to certain limits. Also, you may exclude all
your rental income.

But the rules are different if you rent out your vacation home for 15 or more days annually. First,
the rental income must be reported. Second, in this scenario, the IRS considers your vacation
home to be an investment property and, thus, allows deductions related to the rental of the
property, with certain limitations. In addition to mortgage interest and real estate taxes, these
deductions generally include insurance, utilities, housekeeping, repairs and depreciation. Also,
the deduction for certain categories of expenses cannot exceed the rental income.

If you exceed this number of days of rentals and use your vacation home for personal use, these
deductions will be limited by the ratio of actual rental days to the total days of use of the home.
Suppose, for example, that you personally use your vacation home for 25 days and rent it for 75
days in a year, so the home is used for 100 total days. Here, you would be allowed to deduct 75%
of the expenses listed above as rental expenses. Be aware that a portion of the mortgage interest
and real estate taxes may be deductible on Schedule A. In certain circumstances, however, the
personal portion of your mortgage interest may not be deductible.

Bottom line

If you want to maximize the tax benefits of your vacation home, limit your personal use of the
home to no more than 14 days or 10% of the total rental days. If you want to personally use the
home more than this, you can still realize some limited tax benefits. Contact our firm for details
about your specific situation.
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