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Tax Reform Update: 

A New Way to Reduce Taxes on Rental Income 

By Amanda Han, CPA 

Some of the most impactful 
pieces of new information 
released by the IRS were 
details on how rental income 
may qualify for the Section 
199A tax benefit. 
 
What is the Benefit? 
In short, the new Section 
199A benefit that came into 
effect for 2018 means that 
certain types of income may 
receive tax-free treatment on 
the first 20% of taxable 
profit. For example, if you 
are a landlord with taxable 
rental income of $100, the 
first $20 of that may be 
completely tax free and you 

only pay taxes on the 
remaining $80. 
 
Who Does This Benefit? 
For real estate related 
activities, we have always 
known that this benefit was 
available to realtors, real 
estate brokers, flippers, and 
real estate developers. Last 
week, the IRS finally released 
information to confirm that 
certain rental income may 
also be eligible for this tax 
break. 

What’s New? 
The recent IRS regulations 
provided “safe harbor” rules 

to define the criteria that 
could allow a taxpayer’s 
rental income to receive this 
20% tax-free treatment. Safe 
harbor simply means that if 
the taxpayer meets these 
rules, their rental income 
should be eligible for the 
Section 199A benefit 
calculation. To qualify for the 
safe harbor rules, the 
taxpayer must meet all four 
of the following 
requirements: 

 Have separate books and 
records for the rental real 
estate activities 

 Have over 250 hours of 
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way? Well, the answer is, “It 
depends!” 
 
The good news is that these 
new rules should not increase 
your tax liability in any way. 
 
If you have net taxable rental 
income after expenses and 
depreciation, it is very likely 
that these new regulations 
will allow you to pay less 
taxes on the rental income. 
Alternatively, if you are like 
most investors and expect to 
have a net rental tax loss after 
deducting expenses and 
depreciation, then this new 
benefit would likely not 
impact your tax bill for the 
year since there is no taxable 
rental income. 
 
As you can see, these latest 
IRS regulations are designed 
to help reduce taxes for rental 
property owners. Make sure 
to work with your advisors 
this tax season to reduce your 
tax bill and keep more money 
to invest and grow. 
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applicable to rental income. 
There may be other ways to 
demonstrate eligibility 
outside of these safe harbor 
rules, as well. 
It was not all good news, 
however. In the latest IRS-
issued guidelines, it was 
indicated that triple net rental 
real estate and a rental 
property also utilized by the 

taxpayer as a residence during 
the year would not be eligible 
for this tax benefit. House 
hackers: this may be a tax 
benefit you will have to miss 
out on. 
 
What Does This Mean? 
So, what does all this mean 
and does it impact you in any 

rental service activities 

 Have contemporaneous 
records to document these 
hours and services 

 Attach a signed statement 
to the tax return to indicate 
the safe harbor requirement 
has been met 
 
The 250 hours of rental 
service activities may be 
aggregated amongst your 
eligible properties so that you 
may not need to meet the 
hours requirement for every 
single rental property 
separately. Eligible services 
include time spent on 
maintenance, repairs, rent 
collection, payment of 
expenses, and activities in 
order to rent the property. 
 
The IRS also indicated that 
the eligible services do not 
need to be performed only by 
you as the property owner 
and can include services 
performed by employees, 
agents, and independent 
contractors, as well. 

The other good news is that 
eligibility for the 20% tax-
free rental income benefit is 
not connected in any way to 
real estate professional status. 
So, even if you are someone 
who does not qualify as a real 
estate professional, you may 
still be able to receive this tax 
benefit. 
 
Even if you are a 
passive investor in an 
apartment 
syndication, your 
allocated rental 
income may be 
eligible for this tax 
benefit. This should 
prove to be a great tax 
savings tool for 
BRRRR investors and those 
operating in the high cash-
flowing, short-term rental 
space. 
 
It is important to keep in 
mind that just because the 
safe harbor rules are not met, 
it does not automatically 
mean the tax benefit is not 
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 “Qualified Opportunity 
Zones” are creating quite a 
buzz lately. And for good 
reason! There’s major profit 
potential for real estate 
investors looking to take 
advantage of the capital 
gains tax credits that came 
along with the Tax Cuts and 
Jobs Act of 2017. 
 
In essence, the Opportunity 
Zones tax bill introduced 
incentives to invest in the 
development of designated 
low-income areas throughout 
the country. The tax benefits 
are substantial, to be sure. 
But unsurprisingly, the ins 
and outs of this legislation are 
a bit difficult to digest. 
 
Here are the basics. 
 
Q: What are Qualified 
Opportunity Zones? 
A: Qualified Opportunity 
Zones (QOZ) are designated 
areas that provide tax 
advantages for real estate 
investors.  
 
Q: Who came up with this 
tax advantage?   
A: Believe it or not, Sean 
Parker—the founder of 
Napster and former president 
of Facebook—is responsible. 
The tech billionaire was 
seeking a solution to investor 
cash sitting on the sidelines, 
cash that he believed could 
otherwise be invested in 
underdeveloped areas. He 
worked with senators to 
introduce and pass the 
legislation in the Tax Cut and 
Jobs Act of 2017. 
 
Q: When are these tax 

benefits available?   
A: They become available 
when an investment is sold, 
and the gain realized is 
invested in a QOZ. Unlike 
a 1031 Exchange, the 
investment is not limited to a 
real estate for real estate 
exchange. The gains could be 
from the sale of a business, 
stocks, bonds, or any 
investment with taxable 
gains. 
 
It should also be noted, there 
is no requirement to reinvest 
the entire proceeds of the 
sale. You could potentially 
pocket cash and still defer all 
the gains by reinvesting only 
the gain portion of the 
proceeds.  
 
Even better, depending on 
the amount of time you stay 
invested in the QOZ, the tax 
on the deferred gain could be 
reduced by up to 15 percent, 
and the new investment could 
be entirely tax-free at 
disposition! Plus, you have 
180 days from the time of 
your investment sale to 
reinvest in a QOZ, giving you 
time to make that decision. 
 
Q: Why should a QOZ 
interest me?   
A: A QOZ allows you or 
your investors to exit a 
current investment with gains 
and defer capital gains taxes, 
resulting in potentially 
massive savings. If you own 
land or property in a QOZ, it 
may be worth more than you 
think. 
 
Q: How do I take 
advantage?   

A: Benefiting from a QOZ is 
easier than you might think. 
Simply sell an investment that 
has appreciated in value, and 
invest the gain in value into a 
QOZ.   
 
Q: Where do I find Qualified 
Opportunity Zones? 
The U.S. Department of 
Treasury, supported by the 
Community Development 
Financial Institutions Fund 
(CDFI Fund), has published 
both a list of Qualified 
Opportunity Zones and a map 
of all designated 
QOZs online. 
 
Q: Where is the best place to 
find more information about 
Qualified Opportunity 
Zones? 
The IRS has published 
an Opportunity Zones 
frequently asked questions on 
its website. 
 
Q: How do Opportunity 
Zones work? 
Here’s an example of how to 
take advantage of these 
economic opportunity zones 
and beat “the taxman.” 
John has successfully 
navigated the long and 
winding road of the lawn 
maintenance business. He 

started his company from 
scratch, so his original basis in 
his business was $0. After 
working “eight days a week” 
and achieving a certain level 
of success with his company, 
he sells it to Paul for 
$1,000,000. Great news for 
John, right?!  Now, I don’t 
want to spoil the party, but 
John’s $1,000,000 return on 
the sale of his business means 
he has to write a check for 
$260,000 to the government 
to pay his capital gains taxes.  
The euphoria John felt about 
selling his company quickly 
turns to frustration, as his tax 
reality settles in. He turns to 
his tax accountant, George, 
for help. George tells him 
about Qualified Opportunity 
Zones.   John calls a real 
estate investment buddy 
named Ringo. Ringo finds 
John a qualified opportunity. 
John buys the real estate.  
 
Below are John’s options and 
the corresponding tax 
consequences, depending on 
how long he holds the 
investment: 
 
If John holds the investment 
for five years, he would defer 
the capital gain of $260,000 
until the asset is sold. John 

What Are Opportunity Zones and Why Should Real Estate Investors Care? 

By Andrew Propst 

https://www.biggerpockets.com/renewsblog/2015/05/20/tax-benefits-real-estate-investing-rental-properties/
https://www.investopedia.com/terms/c/capitalgain.asp
https://www.biggerpockets.com/renewsblog/2015/09/24/1031-exchanges-real-estate/
https://www.cdfifund.gov/Documents/Designated%20QOZs.12.14.18.xlsx
https://www.cdfifund.gov/Documents/Designated%20QOZs.12.14.18.xlsx
https://www.cims.cdfifund.gov/preparation/?config=config_nmtc.xml
https://www.cims.cdfifund.gov/preparation/?config=config_nmtc.xml
https://www.irs.gov/newsroom/opportunity-zones-frequently-asked-questions
https://www.irs.gov/newsroom/opportunity-zones-frequently-asked-questions


The Investor’s Guide to Long-Term Capital Gains 

By Brandon Turner 

When you sell a property and 
make a gain, the IRS is going 
to want their share. 
However, that profit is taxed 
in one of two ways: Short-
term capital gainns and Long-
term capital gains. 
 
Short-term capital gains are 
gains made while holding the 
investment for one year or 
less, while long-term capital 
gains are gains made while 
holding the investment for 
over one year. As a rental 
property owner, it’s most 
likely you’ll have owned the 
property for longer than a 
year, so you’ll most likely 
only need to pay the long-
term capital gains tax, which 
can be much more favorable 
than the short-term tax. 
 
Currently, there is not special 
tax treatment for short-term 
capital gains, so you’ll simply 
be responsible for paying tax 
at whatever your regular IRS-
defined tax bracket is based 
on your 
income. For 
example, in 
2019, 
ordinary tax 
rates range 
from 10% to 

37%, depending on how 
much total taxable income 
you received during the year. 
 
On the other hand, in this 
same year, the long-term 
capital gains tax is either 0%, 
15%, or 20%, depending on 
what income tax bracket you 
are in. As you can see in the 
chart below, most married 
couples filing jointly in the 
10% and 12% income tax 
brackets can pay 0% taxes on 
some or all of their in long-
term capital gains, while 
those in the higher income 
brackets of 35-37% pay no 
more than 20% in long term 
capital gains, with most 
paying only 15%. 
 
In other words, let’s just say 
last year your neighbor made 
$60,000 per year as a self-
employed business owner. 
You also earned $60,000, but 
$40,000 of your income came 
from rents and the other 
$20,000 came from a 

property you sold. Your 
neighbor’s $60,000 was taxed 
at 22%, but he also had to pay 
15% in self-employment tax.  
You, on the other hand, paid 
$0 in taxes on the $20,000 in 
capital gains and no self-
employment tax on any of 
your income. The only tax 
due was your 12% income tax 
on the $40,000 in rental 
income, but with all the 
deductions (including 
depreciation, home office, 
car, and travel expenses)—
and possibly the Section 199A 
20% Pass-Through 
Deduction—you ended up 
paying next to nothing, while 
your neighbor lost almost a 
third of his income to the 
IRS. 
 
Same income amount, far 
different tax treatments due 
to real estate taxes. Man, it 
feels good to be a real estate 
investor. 
 

would then get a 10% 
discount on his gain for 
investing in a QOZ. This 
leaves John owing $234,000 
instead of $260,000, and he is 
able to defer the gain for five 
years.   
 
If he holds for seven years, 
the discount on his gain 
would be 15%. He would 
only owe $221,000.  
And, most impressively, if 
John holds the investment for 
10 years in a QOZ, he would 
pay ZERO tax on any gains 
on appreciation from real 
estate investments in the 
QOZ. 
 
Let’s say it plays out like this. 
John invested $1,000,000 
into a Qualified Opportunity 
Zone. He holds it for 10 
years, and sells it for 
$2,000,000.  
 
John defers tax on the original 
investment until the time of 
sale and receives up to a 15 
percent discount at that time. 
Plus, now he owes zero 
capital gains on the qualified 
investment portion of the 
sale, saving him $299,000 in 
capital gains taxes. The 
reason? It’s simply because he 
invested in a Qualified 
Opportunity Zone. 
AMAZING! 

https://www.bankrate.com/finance/taxes/tax-brackets.aspx
https://www.irs.gov/businesses/small-businesses-self-employed/self-employment-tax-social-security-and-medicare-taxes
https://www.biggerpockets.com/renewsblog/irs-code-section-199a-20-pass-through-deduction/
https://www.biggerpockets.com/renewsblog/irs-code-section-199a-20-pass-through-deduction/

