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Schedule E (Form 1040) 2006

John becomes a landlord!

This is a follow up article to MTax-114. John
purchased a Multi-Family property instead of
the single family residence in the prior article.

It cost him the same amount, $300,000, and he
financed the same amount, $250,000. John’s

plan is to occupy one unit and take in a tenant
in the second unit (this is a two unit property).

Rental properties bring forth new benefits and
new responsibilities. With his primary
residence, John could only deduct mortgage
interest and property taxes. With most rentals,
every expense towards the rental portion of
the property is deductible.

Take a look at schedule E (left). John took in
$14,400 in rent ($1,200/month for 12
months). He paid some advertising expenses.
He also paid for cleaning, insurance, lawyers,
repairs, supplies, utilities, and snow removal.
The portion of expenses that are allocated to
the rental unit get deducted.

John also had mortgage payments and real
estate taxes. ¥ of these get allocated towards
the rental property and the other half get
allocated towards his itemized deductions on
Schedule A.

John is also allowed to take depreciation
(Schedule E, line 20). Assets, such as rental
properties, must be deducted over a time
period (in this case 27.5 years).

If you look at line 26, John is showing an
overall loss of $6,849. This loss is a deduction
that John will take on his 1040 before arriving
at Adjusted Gross Income (AGI).
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Now we revisit Form 1040, line 17. John is
deducting his loss, making his AGI
$73,127!

That’s a basic tax shelter!

John is sheltering his rental and
employment income with deductions
generated by his rental property.

Where do the personal portion of interest
and taxes go? Right to John’s itemized
deductions.

John could realize bigger benefits by not
occupying one unit and renting out the
entire property. John needs a place to live.
A common rental setup with younger
mariners is to have a rental property and a
room mate in the owner occupied unit.
Several clients have room mates who sail
while they are off and vice versa. Bottom
line — there are many ways to incorporate a
rental property in your plan.

If John took in a room mate who paid, say $500/month, he would have covered his
mortgage payments between his tenant and his room mate. John has a home that’s
appreciating in value, and is essentially receiving a free place to live in the mean while.

Individual Summary (includes business deductions)

Gross Income — $90,020 (including rent income)

Taxable Gross Income - $73,127
Adjusted Gross Income — $73,127
Standard/Itemized Deduction — $19,208

Tax — $9,214

Original Tax - $13,351
Percent Difference — 31%



Overall Summary (including 401(k) and business deductions)

Gross Income — $90,020

Taxable Gross Income - $68,127
Adjusted Gross Income — $68,127
Standard/Itemized Deduction — $19,208
Tax — $7,939

Original Tax - $13,351
Percent Difference (tax savings) — 41%



