
VOLUME 12, ISSUE 10 

© 

NHREIA does NOT render 
legal, accounting or other 
professional advice. It is 

your own responsibility to 
seek professional advice for 
any specific transaction or 

investment from those 
licensed to render such 

advice. NHREIA does not 
endorse  vendors or    

speakers. 

NHREIA 
P.O. Box 5962, 

Manchester, NH 03108 
nhreia@gmail.com 

ww.nhreia.com 
603-318-1330 

 

Facebook.com/
New-Hampshire-
Real-Estate-
Investors-
Association 

 

@NHREIA 

 

Linkedin.com/
groups/New-
Hampshire-Real-
Estate-Investors 

 

Next NHREIA Meeting 
 
 

6:30 PM, Wednesday, November 8, 2017 
Best Western Executive Court 

13500 South Willow St., Manchester 
Free for members; $20 for not-yet-members 

 
 

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 
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 

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 
professional due to the “more 
than half your time” rule. 
 
Those are all the 
requirements you need to 
qualify as a real estate 
professional for tax purposes. 
This is an annual election, so 
on January 1, your prior year 
hours are wiped out and you 
need to start fresh. 
 
But here’s the catch. Once 
you qualify as a real estate 

Myth #1: You must have 
a license to be a real 
estate professional. 

In order to put “real estate 
professional” on LinkedIn, 
you may indeed need your 
real estate license. But to 
qualify for the real estate 
professional tax status, all you 
need is time. 
 
For those that don’t know, 
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. For all my high 
earners out there, you know 
the pain of not being able to 
claim your suspended passive 
losses. The real estate 
professional status helps you 
get around that annoyance. 
 
The rules are simple: Work 
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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. 
 
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. Oftentimes I hear 
that people stopped writing 
off travel, transportation, 
meals, and home office just 
because they thought there 
were no tax benefits in doing 
so. 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. 

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. 
 
So, if you have a vacation 
home and all tenants stay on 
average for seven days, then 
100% of your rental income 
is coming from short-term 
tenants. Thus, you have a non
-residential rental property. 
On the flip side, let’s say you 
have a multifamily property 
where you generate $80,000 
from long-term tenants and 
$20,000 from short-term 
tenants. Here, you meet the 
80% test, so you have a 
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.  Schedule C 
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 
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 
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the costs forces us to write off 
the costs over 27.5 years. 
Everyone should be able to 
understand that writing off 
costs today is much better 
than over 27.5 years. 
 
But there’s a hidden 
benefit—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!  
 
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. Smart planning = 
tax savings. 
 
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. 
Contributions to a 529 plan 
are generally deductible on 
the state level and never 
deductible on the federal 
level. 
 
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. 
 
Instead, we 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. We 
don’t have to use the monies 
for a specific purpose, and we 
don’t get penalized if we 
choose to move the funds 
elsewhere.  
 
Myth #7: Following the 
BRRRR 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. 
 
So, you have a $100,000 
home with $40,000 in equity. 
You find a lender who will 
lend 80%, so you lock that 
note up, leaving you with 
$20,000 in equity and 
$20,000 in cash. 
The interest on the $20,000 
in cash is non-deductible until 
you apply it to a rental 
property or a business 
activity. Please make sure you 
plan for this; otherwise, 
you’re missing out on easy 
money. 
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PayNearMe.com or 
PayLease.com 
These similar services allow 
tenants without bank 
accounts to pay at local 
businesses like Wal-Mart or 7
-11. Currently, the tenant 
must pay a small fee ($4) for 
this service, but it is generally 
free (or low cost) to the 
landlord. 
 
Dwolla 
Similar to PayPal, tenants can 
use Dwolla to pay rent 
directly from their checking 
account for free. This was a 
little bit cumbersome to get 
set up, but once I got it going 
the process works pretty 
great. The only trouble I’ve 
had is that some banks don’t 
work with Dwolla (usually 
small community banks) so 
prepared for such an instance. 
 
Intuit Payment Network 
Intuit, the company behind 
TurboTax and QuickBooks, 
offers a payment solution that 
is extremely easy to use and 
that allows tenants to pay 
their rent directly from their 
checking account. Currently, 
payments are just $.50 each 

and we use this when the 
tenant’s bank doesn’t work 
with Dwolla. 
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An online squeeze page, 
otherwise known as a landing 
page or lead capture page is 
just that — a site that 
captures leads. It is a simple, 
one-page website that gives a 
brief description of what your 
business does and offers a 
place for interested 
customers to leave their 
contact information.  
 
A squeeze page is relatively 
easy to build, even for 
someone with no coding 
experience, as there are a 
number of free and paid-for 
templates to choose from 
online.  
 
Send people to your squeeze 
page through your direct 
mail, email, social media, or 
other marketing campaigns 
on queue, and you will begin 

 

Real Estate Investor Hacks 

to produce leads without 
even having to think about 
what to do next. Remember 
to keep the content on your 
squeeze page brief. That way, 
you can follow up with 
customers to provide in-
depth descriptions of your 
services.  
 
The best (and highest 
converting) squeeze pages 
often include: 
 
Video 
Create a short video to 
introduce yourself and your 
business that essentially 
reiterates the copy on your 
website (you want to appeal 
to both visual, auditory, and 
kinetic learners). 
 
A Call To Action 

Include a call to action that 
entices people to give you 
their information. Some 
examples include: “join”, 
“submit”, “subscribe”, or 
“sign up.” 
 
A Giveaway 
While some people are 
willingly ready to give away 
their email address to “learn 
more,” many are not. If you 
offer a free “downloadable” 
or e-book (something that 
costs you little to make), 
customers are more likely to 
give you their information. 

 - Paul Esajian 
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