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real estate and cannot 
take them, you lose tax 
benefits. 
The good news is that if your 
rental shows a passive loss, 
you aren’t paying taxes on the 
rental income being 
generated. Hopefully, you 
actually made money and the 
passive loss is just a “tax loss” 
rather than a hard loss. If 
that’s the case, pat yourself 
on the back. You’re reducing 
your effective tax rate slowly 
but surely. 
 
When you have a passive loss 
from your rental activities and 
cannot use the loss due to 
high income, what happens to 
those losses? They become 
suspended until they can be 
used to offset future passive 
income or offset the gain on 
sale of an investment 
property. 
 

professional due to the “more 
than half your time” rule. 
 
This is an annual election, so 
on January 1, your prior year 
hours are wiped out and you 
need to start fresh. 
 
Once you qualify as a real 
estate professional, you must 
then demonstrate that you 
materially participated in 
your rental real estate 
activity. There are seven tests 
for material participation; the 
most common is the 500-
hour rule. So aim for 
spending at least 500 hours on 
your rental real estate if you 
want to take passive losses 
that would have otherwise 
been suspended. The key is to 
log and record your time as it 
relates to real estate.  
 
Myth #2: If you have 
passive losses from rental 

Myth #1: You must have 
a license to be a real 
estate professional. 
Qualifying as a real estate 
professional for tax purposes 
allows you to deduct passive 
losses generated from your 
rental activities that would 
have otherwise been 
suspended. To qualify for the 
real estate professional tax 
status, all you need is time.   
 
The rules are simple: Work 
750 hours in a real estate 
capacity, and more than half 
of your time must be in real 
estate. You do not have to 
work on your rentals in order 
to hit the 750 hour 
requirement. You can be a 
full-time real estate agent, 
property manager, 
contractor, etc. and meet the 
750-hour rule. However, you 
cannot have a full-time job 
unrelated to real estate and 
qualify as a real estate 
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You do not lose the tax 
benefits. The key is that you 
lose the tax benefits today, but 
those tax benefits will be used 
at some point in the future 
when the suspended loss is 
released. 
 
Because you can use the 
suspended loss at some point 
in the future, we want to 
continue aggressively writing 
off everything that we legally 
can. Again, there are no tax 
benefits today, but you will 
reap the tax benefits in the 
future. 
 
Oh, and you can and should 
always write off depreciation. 
It will increase your 
suspended passive losses that 
are being carried forward, but 
if you don’t write off 
depreciation, you will be in a 
ton of pain when you go to 
sell the property.  
 
Myth #3: Flipping 
income qualifies as 
capital gain. 

 Your flipping income will 
rarely be considered capital 
gain income regardless of 
how long you hold the 
property. The reason is you 
had intent to develop and sell 
the property—not develop, 
hold, and rent the property. 
 
For folks wishing to achieve 
tax savings by qualifying their 
flipping income as long-term 
capital gain, you need to 
finish your rehab and then 
rent the property out for a 
period of time. Only then 
will you be able to justify the 
intent to hold the property 
for investment purposes. 
 
Myth #4: Short-term 
rentals are reported on 
Schedule E. 
This is false (most times). 
Regular rentals are reported 
on Schedule E, as they should 
be. However, short-term 
rentals will generally be 
reported on Schedule C like 
an ordinary business would 
be. 

The reason is related to the 
transient basis rules. If a 
rental unit has an average 
rental period of seven days or 
less, it is considered transient. 
If the rental unit has an 
average rental period 
between 7 and 30 days and 
substantial services are 
provided, that rental unit is 
transient. 
 
If less than 80% of your gross 
rents on a property come 
from long-term tenants, you 
have a non-residential rental 
property. 
 
The difference between 
residential and non-residential 
is key. Residential rental 
property is reported on 
Schedule E. Non-residential 
rental property is reported on 
Schedule C, which subjects 
your income to self-
employment taxes. 
 
Myth #5: You can deduct 
costs incurred to rehab 
your rental units. 

You cannot deduct any costs 
incurred on your rental 
property until you place the 
property into service. Without 
placing the property into 
service, we are forced to 
capitalize costs and 
depreciate, generally over 
27.5 years. Placing the 
property into service means 
advertising the property for 
rent. 
 
The one exception to this rule 
is if you already own rentals 
in the same geographic 
location as the new rental you 
are rehabbing. You are then 
considered to already be 
operating in that general 
location, and thus you have 
flexibility in deducting your 
rehab costs rather than 
capitalizing without having to 
advertise the new property 
first. 
 
The benefit of placing the 
property into service prior to 
engaging in a rehab is 
profound. Doing so will allow 
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us the flexibility to deduct 
costs as operating costs (if 
they qualify) rather than being 
forced to capitalize and 
depreciate the costs. 
 
Capitalizing and depreciating 
the costs forces us to write off 
the costs over 27.5 years. 
Writing  off costs today is 
much better than over 27.5 
years. Plus, writing off costs 
today rather than capitalizing 
and depreciating costs saves 
us money when we sell the 
property. 
 
When you sell a rental 
property, you must pay 
“deprecation recapture” taxes 
generally equal to 25% of all 
the depreciation you’ve taken 
over the years. By capitalizing 
and depreciating our rehab 
costs, not only are we writing 
the costs off over a long 
period of time, but we must 
then pay a 25% tax on the 
depreciation amount that we 
have taken when we sell!  
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There are nuances to when 
you are allowed to advertise 
the property for rent. The 
property needs to be 
“substantially” complete, so 
we can’t advertise a shell for 
rent and think that all rehab 
costs will be deducted. 
But we can definitely 
advertise the property for 
rent prior to painting—prior 
to appliances and granite 
countertops, prior to fixtures 
and lights. 
 
Myth #6: Using 529 plans 
is great for real estate 
investors. 
529 plans are good 
investment vehicles for folks 
who want to save for college 
but do not own investment 
real estate or a business.  
 
The problem is twofold: They 
stink in terms of tax 
minimization, and you can 
generally only withdraw 
funds for qualified education 
expenses without paying 
penalties. 
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I  advocate for the use of Roth 
IRAs for college savings 
vehicles. You are able to 
withdraw Roth IRA 
contributions tax-free and 
penalty-free at any time 
 
Myth #7: Following the 
BRRRR(RRR?) strategy 
allows me to refinance 
my property and 
continue to deduct 
mortgage interest. 
The much-talked-about buy-
rehab-rent-refinance-repeat 
(BRRRR) method is great for 
wealth building. It’s not great 
for taxes unless you have 
another property readily 

available to move the 
refinanced funds into. 
 
When you refinance a 
property and take cash out, 
we must “trace” the cash to 
see where it is applied. When 
you let it sit in your bank 
account or if you buy some 
sort of personal item with the 
cash, the interest applicable 
to that cash becomes non-
deductible from a tax 
perspective. We can only 
deduct interest on refinanced 
cash when it is applied to a 
rental or business activity. 
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What I’ve Learned About Landlord Anonymity Over 15 Years in the Rental Industry 
 

By Brian Davis 

“Why do landlords need privacy? 
Why does anyone need privacy if 
they have nothing to hide?” 
Landlords are small business 
owners. We deserve to draw 
our own boundaries and not 
have customers calling at all 
hours of the day or showing 
up at our homes. 
 
P.O. Boxes 
Use a P.O. box for all official 
landlord mail. P.O. boxes are 
cheap; you can rent one for as 
little as $5/mo. Nowadays, 
you can use a street address, 
rather than an obvious P.O. 
box address, even with 
official USPS P.O. boxes. 
 
There are private mail 
services that let you view 
your unopened mail online, 
and then select Shred, 
Forward, or Open & Scan. I 
use St. Brendan’s Isle, if 
you’re looking for a 
recommendation.  You can 
also authorize the USPS  or 
private mail service to sign 
for your certified mail/
packages. 
 
Anonymous Phone 
Forwarding 
By now everyone’s familiar 
with Google Voice and other 
anonymous phone numbers. 

Many are free.These phone 
forwarding services also let 
you quickly and easily switch 
forwarding off /on with a 
click of a button. So, if you’re 
going to bed and want to 
leave your phone on in case 
your teenage daughter has an 
emergency, but you don’t 
want tenants calling you at 
midnight, you can switch off 
access from the latter while 
remaining available to the 
former. 
 
Social Media 
Anyone who cares about 
privacy and who also wants to 
have social media accounts, 
has a very simple option 
available: Change your 
privacy settings so that only 
your friends can see your 
posts. 
 
You don’t want your tenants 
friending you on social media. 
If you absolutely must 
interact with your tenants on 
social media, do so as your 
official business page and 
manage it from a separate 
personal account with a 
nickname or pseudonym. 
 
Separate Bank Accounts 
I’m not going to spend much 
time here, but landlords 

should have separate bank 
accounts so that they don’t 
commingle their personal 
funds and their rental business 
funds. It keeps your 
accounting cleaner. It keeps 
your taxes cleaner. And if you 
choose to own your rentals 
under a legal entity, you’ll 
need separate accounts if you 
want any protection 
whatsoever. 
 
The “I’m the Manager” 
Trick 
Never, ever introduce 
yourself as the “owner” or 
“landlord.” You’re the 
“manager.” End of story. 
Otherwise, you give up all 
your privacy and anonymity 
in your first breath of 
introduction. 
 
But beyond simply 
maintaining anonymity as the 
owner, when you’re just the 
manager, you give yourself an 
extra layer of distance from 
all decisions (at least in the 
eyes of the tenants). You can 
say things like “Ok, I 
understand your request. I’ll 
pass it along to the owner and 
will get back to you.” 
 
Or here’s another one: “I’m 
sorry, but the owner’s policy 
is that she doesn’t allow 
boyfriends to move in 
without passing the tenant 
screening like every other 
resident.” 
 
Hiring a Property 
Manager 
When you a hire a property 
manager, you put one more 
degree of separation between 
you and the renters. They 

know the property manager’s 
name and number and mailing 
address. They don’t know 
yours. 
 
Legal Entities 
When you own your 
properties in your own name, 
all of the other measures in 
this article lose much of their 
potency. Anyone can go 
online and look up your 
property in public records, 
and there’s your name and 
mailing address. 
 
If you choose to own your 
property under legal entities, 
you give your anonymity a 
fighting chance. Yes, a name 
will still be on record for who 
filed the paperwork, and 
you’ll still need a resident 
agent. But a good asset 
protection attorney will 
structure your assets so that 
your legal entities are held in 
a trust, adding layer upon 
layer of protection. 
 
Is Asset Protection 
Bulletproof? 
No. Of course not. A 
determined litigator will still 
find you, if they really want 
you. But by making it difficult 
to determine who you are, 
much less what your assets 
are, much less how they can 
be collected against, you raise 
the barrier of entry to sue 
you. In other words, you can 
deter lawsuits before they 
happen.  
 
Maintain as much privacy and 
anonymity as you can. Not 
everyone needs to know 
every detail about you. 


