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A vacation home can provide you 
and your family with lots of good 

times. If you own a vacation home it 
could also provide you with many 
tax benefits to make your ownership 
less costly and more enjoyable. Here 
are some surprising tax advantages 
to home ownership you should not 
overlook.

Home And vAcAtion Home

Many people do not fully use their 
vacation home as much as they could 
and as time passes they might even 
use it less. Even with less personal use 
you still have to pay your mortgage, 
real estate taxes, insurance and main-
tenance costs.

obtain tax-free income from 
your home or vacation home. If 
you own and rent out your home or 
second home for 14 days or less a 
year, the rental income paid to you 
is not taxable. You are not even re-
quired to report it to the IRS on your 
tax return. Planning note: If your 
home or vacation home is located 
in a vacation area or where spe-
cial events draw high numbers of 
visitors at certain times of the year, 

•

you can rent it out tax-free for up to 
fourteen days and use the money 
toward your ownership costs or to 
pay some of your own travel costs.

deduct your mortgage interest 
on your home or vacation home. 
The mortgage interest deduc-
tion is a great tax benefit that can 
make your ownership less costly. In  
general, you can deduct up to 
$1 million ($500,000 if you are  
married filing separately) on the 

interest of mortgage borrow-
ing used to acquire your primary 
residence. This same limit applies 
whether you have one home or two.  
Loophole: Your second home may 
be a boat or a recreational vehicle.  

•
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the annual gift tax exclusion is  
$14,000 per donor. Added 
benefit: a husband and wife can 
agree to treat the gift as being 
made equally by each and in-
crease the exclusion to $28,000.

Loophole: donations to charity 
of appreciated long-term capital 
gain assets can be deducted on 
your tax return at the fair market 
value of the asset, which is often 
higher than your cost basis. Added 
benefit: You do not have to report 
as income on your tax return the 
appreciation in value of the asset.

entertainment expenses are not 
deductible unless the entertain-
ment has come before or followed 
a “substantial business discus-
sion”. Have a business meal with 
an associate before or after the 
entertainment event. Be sure to 
keep a record of the date, time, 
place and the business topic which 
was discussed. This supports a 50% 
deduction of the cost of the meal 
and the entertainment event.

When can i dispose of my person-
al tax records? Tax records must 
be kept for three years. However, 
if you understate your income by 
more than 25%, tax returns/records 
must be kept for six years. If your 
return is fraudulent or you did not 
file, there is no limitation. It is also 
very important to retain all records 
relating to the following: invest-
ments, home, stocks and bonds, 
collectibles, and retirement savings, 
for as long as you own them in 
addition to the limitation period.

Stress benefits. Remember that 
your prospect is thinking, “What’s 
in it for me?”

Be ready for objections. Have 
your answers prepared before you 
make the call.

Be enthusiastic. people buy when 
they’re enthusiastic about your 
product. Being upbeat is the best 
way to create enthusiasm.
don’t talk too much. Remember 
that most sales take place when 
the prospect is talking.

1.

2.

3.

4.

don’t oversell your product. It’s 
much better to identify a pros-
pect’s problems and show how 
you can help solve them. 

5.

Preparing for a Sales Call: 
A Five-Point Checklist

i   t’s not unusual for business owners  
   to borrow money from their com-

pany. However, it’s possible that the 
IRS might consider such a transaction 
as a corporate distribution and tax it 
as a dividend. 

If you borrow money from your  
company, the most important thing 
you can do to avoid the dividend tax 
problem is to document the trans- 
action in the same manner as a loan 
agreement. Include all the details in  
writing, including the rate of inter-
est, the term of the loan, repayment 
schedules, security, and all other  
relevant information. 

When the IRS considers the legitimacy 
of a loan it questions several aspects 
of the transaction:

How large is the transaction?
Is the loan secured?
does the corporation take steps to 
assure timely payment?
Is there proof that the borrower is 
repaying or intends to repay the 
loan?
To what extent does the borrower 
control the corporation?

In addition, if no dividends have been 
previously paid by the corporation, 
the IRS may look more closely at the 
transaction.

•
•
•

•

•

How to Make Sure a Loan 
from Your Company Isn’t 
Taxed as a Dividend
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ProPer PLAnning iS eSSentiAL 
to tHe SucceSS of Any BuSineSS, 
LArge or SmALL. 

f   ormal business plans are a way 
   of    life for larger firms, but many 

smaller companies operate without 
one, frequently because management 
is not aware of the many advantages 
of good planning.

a business plan is nothing more than 
the setting of goals and the devel-
opment of strategies that will help a 
business reach those goals. It’s a dis-
ciplined, orderly system of predicting 
where a business is going and how 
it will get there. Once it’s in place, all 
that remains is to measure a compa-
ny’s performance against its plan and 
change strategies when indicated. 

deveLoPing A PLAn

The basic ingredient of a business 
plan is forecasting company perfor-
mance in four major areas: sales, costs, 

selling prices, and profits. Since these 
areas directly affect each other, they 
help management make critical busi-
ness decisions. For example, if costs 
are higher than forecasted, a price 
increase may be called for. But higher 
selling prices can reduce sales, which 
can have a negative effect on profits.

tHe BenefitS of PLAnning

When the four basic elements of a 
business plan have been forecasted 
and strategies to reach the plan goals 
are in place, company performance 
can be monitored on a regular basis. 
It’s the ability to measure performance 
that provides the many benefits of 
planning. Here are just a few:

You can identify problems quickly, 
often before they develop. You run 
your business instead of letting it 
run you. If, for example, costs are 
higher than you projected, you 
can increase prices before profits 
are damaged.

You can choose strategies that will 
minimize taxes because a plan 
gives you an ongoing picture of 
your business operations.

You can project personnel needs 
so you can hire and train work-
ers for future needs in an orderly 
fashion. You’ll know in advance 
when your workforce should be 
increased or cut back.
 

•

•

•

Your employees will be dedicated 
to reach the plan goals because 
they play an active role in setting 
those goals.

You’ll be able to control inventory 
much more efficiently, which will 
improve cash flow and smooth 
out production problems.

You’ll obtain financing faster and 
easier because a business plan is 
essential if you want to borrow 
for any extended period. In fact, 
lenders will insist that you submit 
a business plan so they can base 
their decision on information 
rather than speculation.

The plan you use the first year will 
be invaluable for developing your 
plan for the following year. When 
you compare your company’s ac-
tual performance with the plan’s 
projections, subsequent plans be-
come easier, more accurate, and 
more useful.

Some businesses can re-examine 
their plan annually or semi-annually, 
but a monthly review is usually more 
productive. Most of the information 
you need for plan reviews is available 
in your accounting records. Your ac-
countant can help you set up a system 
that will give you the information you 
need for periodic reviews.

•

•

•

•

Taking the Mystery Out of Business Planning
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The second home must have living 
accommodations and, if rented, 
must be used by the taxpayer for 
more than 14 days or 10 percent of 
the number of days that it is rented 
out at fair market value, whichever 
is greater. all real estate and proper-
ty taxes paid on your second home 
are also deductible.

vacation home tax deductions. If 
you purchase your vacation home 
for rental and your personal use 
does not exceed 14 days during the 
year your vacation home qualifies 
as rental property. as rental prop-
erty all the income you receive is 
taxable, but you can deduct all your 
expenses including taxes, mort-
gage interest, insurance, utilities, 

•

repairs, maintenance and deprecia-
tion. You can even deduct dinner-
ware, towels and bedsheets.

If at the end of the year your expenses 
exceed your income you can deduct 
up to $25,000 of your losses, on your 
tax return, if you actively participate 
in your rental activities. This can mean 
performing some duties, such as,  
approving new tenants or paying the 
bills. The loss deduction phases out 
when your adjusted gross income is 
between $100,000 and $150,000.

The rental loss deduction can turn your 
vacation home into a tax shelter. as 
your home appreciates in value, you 
are allowed to claim your losses even if 
you have positive cash flow. The depre-
ciation deduction provides an added 
paper deduction with no cash cost.

tax-free gain on sale. If your vaca-•

tion home increases in value and 
you are thinking of selling, you 
should consider converting your 
vacation home into your primary 
residence and take advantage 
of the $250,000 ($500,000 on a 
joint return) exclusion of gain on 
the sale of a primary residence.  
Strategy. You must move into 
your vacation home and use it 
as your primary residence for at 
least two years out of the previous 
five years before selling. Added  
bonus: Sell your primary resi-
dence and then move into your 
vacation home and sell it, this 
could give you two tax free sales. 
You must meet the ownership test 
(owned the home for at least two 
years, and during this period did 
not exclude gain from the sale of 
another home).

Tax Tips
don’t gift your home to your child

If you gift your home to your child 
while you’re still living, the IRS will 
consider the child to have received it 
on a “carryover basis”, which is your 
original cost plus certain adjust-
ments. When the house is later sold, 
the child will be taxed on the differ-
ence between the adjusted carry-
over basis and the sales price.

On the other hand, if you will your 
home to your child, the tax con-
sequences will be more favorable. 
You and your spouse can will up 
to $10,500,000 in assets free of es-
tate taxes, and if your child sells the  

inherited house, the taxable gain will 
be based on the difference between 
a stepped-up basis and the sale price 
– usually a substantial savings.

Job hunting expenses

When seeking a new job in your 
current line of work your job hunt-
ing expenses are deductible as an 
itemized deduction. The expenses 
are deductible even if you are out of 
work or the search is not successful. 
Included in job hunting expenses 
are resume costs, transportation, 
meal and entertainment expenses, 
travel expenses, and employment 
agency fees.
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