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Second Home Tax Considerations
The second home market in Vail continues to be strong.  Fluctuating financial markets and certain tax benefits have made real property an extremely attractive alternative, propelling many toward purchasing a second home sooner rather than later in their lives.  Investors of all ages also are now considering a variety of rental homes, perhaps with the idea of later trading that for a full time residence. 
Second homes may provide certain deductions on yearly taxes.  Items to track and review at year-end include mortgage interest, property taxes, repairs and maintenance, homeowner’s insurance, association dues, utilities and property management.  Specific criteria apply and, because the tax laws are ever changing and complex, we recommend a certified accountant or tax attorney to help you calculate and fully understand your individual tax benefits.

Points to Discuss:
· You may deduct the mortgage interest you pay on a second home, but not on an investment property.  Which category your home belongs in depends on how you use it.  To the IRS, a second home is one that you personally use at least 14 days per year, or at least one day for every 10 days its rented out, whichever is greater. 
· In the second home category, interest is deductible on mortgage loans of up to $1 million used to buy, construct or substantially improve your second home (or $500,000 if Married Filing Separately). 
· If you use your second home as a residence and rent it for 15 days of the year or more, you must report rental income.
· Although you can’t deduct mortgage interest for an investment property, you can deduct operating expenses (such as maintenance and property management) that exceed the rent you collect. 
· Real estate taxes and points you pay over the life of a mortgage to acquire a second home are deductible if you itemize deductions. Points you pay on a mortgage to acquire a second home are also deductible over the life of the loan.
· You may exclude up to $250,000 (or $500,000 if Married Filing Jointly) on the gain of the sale of your second home if you owned and used the home as your main home for at least 2 years during the 5-year period that ends on the date of sale.
· Consider your exit strategy ahead of time.  As a seller, Colorado requires a 2% withholding from the sales price for out-of-state residents, unless there is a loss.  A 1031 Exchange or LLC may be helpful.

Resources:

http://www.kiplinger.com/features/archives/2007/01/secondhome.html
http://www.hrblock.com/taxes/tax_tips/tax_planning/second_home.html
Please consult your tax advisor or attorney regarding your personal situation.

I am happy to provide you with local CPA and attorney names and contact information.
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