Index

Accommodator for like-kind
exchange, 108-109
Accounting:
for leasing, 175-176
rental property, standard for,
189-195
See also Bookkeeping;
Recordkeeping
Acquisition indebtedness, 98-99
Activity grouping, 61-62
Alternative minimum tax:
calculating, 121
depreciation issues, 121-123
filing requirements, 120
overview of, 17, 119-120
passive losses under, 123
Amortization of note, 180, 191
Appreciation in real estate, 93

Basis:
calculating, 197-198
gain and, 104
recordkeeping related to, 185
sale of principal residence and,
140-141
Benefits of sale vs. rental, 165
Bookkeeping:
developer and, 36
monthly, 196
See also Accounting

Boot, receiving, 110-111
Bracket creep, 119-120
Business property, 59
Business structure:
C corporation, 68, 70-71
dealer status and, 24-25
limited liability company (LLC),
75-80
partnership, 73-75, 77-80
permanent files for, 186
property held by, 66-67
property sold inside, 50
S corporation, 71-73
titling options, 85-86
types of, 68, 69—-70
Business use of home, 141-142
Buying strategies:
amortization of note, 180
determining purchase
date/ownership, 157-160
examples of, 156-157
land trust, 177-178
land vs. building, 181-182
leasing, 155-156
mixing funds, 178-180
money from another source, 178
optioning, 157
outright purchase, 176177
seller financing, 178
“subject to” purchase, 177
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Calculating:
alternative minimum tax, 121
basis, 197-198
gain, 199
gain on sale of principal residence,
140-141
Capital gains, 49, 77
Capital gains tax, 16, 77
Capitalization:
calculating, 36
of direct costs, 31-32
of expenses, 184
of indirect costs, 32—-33
repairs vs., 194-195
rules for, 29-31
of service costs, 33-35
Capital loss, 49
Carrying back note, 200. See also
Installment sale
C corporation, 68, 70-71
Charging orders, 78-80
Charitable Remainder Trust (CRT), 130
ChattelAppraisals.com, 193
Classes of property, 52-53
CPA (certified public accountant), real
estate investment tax issues and, 5
Creditors, rights of, 78-80

Dealer (real estate):
defense for classification as, 24-26
definition of, 22, 23
IRS determination of status as,
23-24
Debit:
as asset protection, 95-96
preparing for, 95
as safest way to build wealth,
93-95

Deducting interest on home equity
loan, 97-99
Deposits from tenants, 192-193
Depreciation:
alternative minimum tax and,
121-123
catching up with past accelerated,
53-54
classes of property, 52-53
overview of, 51-52
recapturing, 199, 200, 203
rental property and, 193-194
selling property and, 54
Developer (real estate):
bookkeeping and, 36
definition of, 22, 29
direct costs and, 31-32
indirect costs and, 32-33
service costs and, 33-35
tax issues for, 26-28, 30
uniform capitalization rules and,
29-36
Direct costs, capitalization of, 31-32
Disposition of property:
creative, 164—165
sale, determining, 166-168
See also Selling property
Disregarded entity taxation, 76, 86
Distributing profits, 71-72, 78
Diversification, 210-211
Divorce and home exclusion, 139

Earned income, 8-9, 15
Equity:
interest on home equity loan,
97-98
lender and, 95-96
Estate planning, 131-132
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Estate tax, 18
Exercise of rent to own option, 170
Exit strategy:
cash cow, 126
gift, 127-129
from like-kind exchange, 129-130
paying off, 127
quick sale, 125-126
rent to own, 126
Expense:
capitalization of, 29-36, 184,
194-195
definition of, 7
on HUD-1 settlement statement,
183

Fact in tax law, 4

Family limited partnership, 128

FICA, 17. See also Self-employment
tax

Filing property deed, 90-91

Financial statement files, 186-187

Financial statement format, 190-191

Flips, 73, 125-126

Flow-through taxation, 68, 71, 73

Gain:
calculating, 199
capital, 49, 77
definition of, 104
hybrid, 49-50
installment treatment of, 106
ordinary, 48-49
on sale of principal residence,
140-141, 143
Garnishing orders, 79
General partnership, 73
Gifting, 127-129, 131-132, 198

INDEX

Global investing:
benefits of, 210-213
core profession and, 208
leverage of time and, 208-210
overview of, 207

Graduated tax rate, 7

Grant deed, 89, 90

Grouping activities, 61-62

Holding strategy, 126

Home, business use of, 141-142

Home equity loan, 97-99, 100

Home mortgage interest deduction,
97-99, 100

Homeowners insurance, 66

HUD-1 settlement statement, 182—-183

Hybrid gain or loss, 49-50

Impound account:

for installment sale, 203

mortgage company and, 181

for rental property, 192

for Rent to Own Program, 169

for “subject to” purchase, 177
Income:

“baskets” of, 8-9

definition of, 7

earned, 15

operating, 53

taxable, 10-11

tax-deferred, 11-14

tax-free, 12, 15-16
Indirect costs, capitalization of, 32-33
Inheritance, 198
Initial option payment, 169, 195-196
Installment sale:

accounting issues for, 200

deferred tax and, 12-13, 104-106
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Installment sale (Continued)

depreciation recapture for, 200, 203

example of, 201-202

gain from, 197

impound account for, 203

reporting requirements for, 203
Insurance, homeowners, 66

Interest on home equity loan, 97-99,

100
Intuit QuickBooks Pro, 186
Investment property, 58
Investor, types of, 21-22
IRS:
information from, 5
Private Letter Ruling, 166

Joint tenancy, 83-84

Landlords, tax loopholes for, 195
Land trust, 87-88, 177-178
Leasing:
accounting for, 175-176
buying compared to, 159
sandwich lease, 155-156, 159
Leverage of time, 208-210
Like-kind exchange:
basics for, 109-110
definition of, 13-14, 107-108
evaluating, 111-112
exit strategy from, 129-130
multiple properties in, 111
receiving boot, 110-111
rules for, 108-109
sale of property and, 165
title and, 86-87
Limited liability company (LLC):
overview of, 75-80
putting property into, 91-92

INDEX

tax return for, 179
trust and, 88-89
Limited partnership:
family type, 128
overview of, 73-75, 77-80
LLC, see Limited liability company
IO
Loopholes, purpose of, 213
Losses:
paper, 51-52, 62
passive, 9-10, 123
on principal residence, 142-143
real, 47-48
suspended, 51
turning into assets, 62
types of, 47
Loss from sale:
capital gain or loss, 49
hybrid gain or loss, 49-50
ordinary gain or loss, 4849

Marginal tax rate, 7
Material participation:
deducting losses and, 60-61
multiple properties and,
55
second residence and,
149-150
Minority discount, 128
Mortgage:
applying for, 96-97
on home, 97-98
sale of, 181
Mortgage interest, deductible, 97-99,
100
Multiple properties:
aggregating activities and, 55-56
in like-kind exchange, 111
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Operating income, 53

Opinion in tax law, 4-5

Option credits, 169

Optioning property, 157

Option lease, 175-176

Ordinary gain or loss, 48-49

Outright purchase, 176-177

Ownership, determining, 157-160,
167-168

Paper loss, 51-52, 62

Partnership, 73-75

Passive income, 9

Passive losses, 9-10, 123

Pension plan, buying real estate

through, 13, 112-115
Permanent files, 185-186
Personal property items, valuing,
181-182, 193

Portfolio income, 9

Possession, 167

Principal residence:
business use of, 141-142
definition of, 100
determining location of, 135-136
divorce and, 139
gain on sale of, 140-141, 143
hardship relief and, 138-139
loss on, 142-143
recordkeeping for, 144-145
selling and law, 136-137
two-year holding period, 137
unmarried partners as owners, 139

See also Mortgage interest, deductible

Probate, 85
Professional (real estate):
definition of, 23
qualified real estate activity, 37-39

INDEX

qualifying as, 10
Real Estate Status Determination
Test, 42—44
recordkeeping requirements for,
39-40
tax issues for, 36-37
tax return and, 40
Property:
business structure and, 66-67
classes of, 52-53
filing deed, 90-91
multiple, 55-56
paying off, 127
planning losses for, 55
putting into LLC, 91-92
risk of holding, 65-66
See also Leasing; Rental property;
Selling property
Property management accounting
software, 189—-190
Property tax, 17-18
Purchase date, determining,
157-160
Purchase price, 166-167
Purchasing property, see Buying
strategies

Qualified real estate activity, 37-39
QuickBooks Pro (Intuit), 186
Quitclaim deed, 89-90

Real Estate Status Determination Test,

4244
Real loss, 47—48
Receiving boot, 110-111
Recordkeeping:
financial statement files, 186-187
overview of, 183
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Recordkeeping (Continued)
permanent files, 185-186
for principal residence, 144-145
requirements for real estate
professional, 39—40
temporary files, 183-185
See also Accounting
Reduced exclusion amount,
138-139
Refinancing, 10, 16
Rental activity, 56-58
Rental financial statement, 191
Rental property:
converting principal residence to,
145
creating, 163-164
determining, 164-165
standard accounting for, 189-195
strategy for highly appreciated,
143-144
vacation property and, 147-148
See also Rent to Own Program
Rent to Own Program, 126, 165,
168-170
Repairs vs. capitalization, 194195
Residence, see Principal residence;
Second residence
Risk of holding property, 65-66
ROTH pension plan, 116

Sandwich lease, 155-156, 159

S corporation, 71-73

Second residence:
definition of, 101, 147-148
material participation and, 149150
selling, 150-151

Section 1031 like-kind exchange, see

Like-kind exchange

INDEX

Section 1231 property, 49-50
Self-directed individual retirement
account (IRA), 113-114
Self-employment tax:
business structure and, 24-25
description of, 17
S corporation and, 71
Seller financing, 178
Selling property:
basis, calculating, 197-198
definition of, 164, 166-168
depreciation and, 54
evaluating decision, 103-104
gain, calculating, 199
gain or loss on, 50
like-kind exchange and, 107-112,
165
mistakes made on, 204
principal residence, 136-137
through pension plan, 112-115
vacation home, 150-151
See also Installment sale; Loss from
sale
Service costs, capitalization of, 33-35
Settlement costs, 182-183
State income tax, 18-19
Straight lease, 175-176
Strategy for taxes, 6-8
“Subject to” purchase, 177
Surrender in Rent to Own Program,
170
Suspended loss, 51

Take back a second, 105
Taxable income, 10-11
Tax-deferred income, 11-14
Tax-free income, 12, 1516
Tax rate, 7
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Tax system:
developer and, 26-28, 30
disregarded entity taxation, 76, 86
expertise in, 6, 208
flow-through taxation, 68, 71, 73
overview of, 4-5
professional and, 36-37, 40
types of taxes, 16-19
See also Alternative minimum tax;
Self-employment tax
Temporary files, 183185
Tenancy-by-entirety, 84
Tenancy-in-common, 84, 86
Tenant deposits, 192-193
Three Stage Tax Formula, 6-8
Title, transferring, 89-90, 167
Titling options:
business structure and, 85-86
like-kind exchanges and, 86-87
overview of, 83-84
WROS, 85

INDEX

Transferring title, 89-90, 167
Transfer tax, 18

Trusts, 87-89, 130, 177-178
Tvalue program, 180

Uniform capitalization rules, 29-36

Uniform Limited Liability Company
Act, 75, 78-80

Uniform Limited Partnership Act, 74,
78-80

Vacation property, 147-148. See also
Second residence

Valuing personal property items,
181-182, 193

Warranty deed, 89, 90
Wrap sale, 105
WROS (with right of survivorship), 85

Yardi software, 189—190
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