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Introduction: Unlocking Tax Savings with 162 Trade or
Business Rental

Understanding IRS Section 162 is crucial for anyone involved in rental real estate. This section of
the Internal Revenue Code allows taxpayers to deduct ordinary and necessary expenses paid or
incurred during the year in carrying on any trade or business. For rental properties, this translates
to potentially significant tax savings, but navigating the complexities of "162 trade or business



rental" deductions requires careful planning and meticulous record-keeping. This article will explore
the opportunities and challenges associated with claiming these deductions.

Defining "Trade or Business" in the Context of 162 Trade or
Business Rental

The IRS doesn't offer a simple definition of "trade or business," making it a key area of contention.
For rental properties, the distinction often hinges on the level of activity and management involved.
A property managed passively with a property management company might not qualify as a trade or
business under Section 162 in the same way as a property actively managed by the owner who
actively seeks out tenants, performs repairs, and engages in marketing efforts. The more active the
involvement, the stronger the argument for qualifying expenses under Section 162.

Deductible Expenses Under 162 Trade or Business Rental: A
Comprehensive Overview

Numerous expenses associated with "162 trade or business rental" properties are potentially
deductible. These include:

Mortgage Interest: Interest paid on loans used to acquire or improve the rental property.
Property Taxes: State and local property taxes assessed on the rental property.
Insurance Premiums: Premiums paid for hazard insurance and liability insurance.
Repairs and Maintenance: Expenses incurred to maintain the property in good working order
(distinguishable from capital improvements).
Depreciation: A deduction for the gradual wear and tear of the property over its useful life. This is a
significant deduction for "162 trade or business rental" properties and requires careful calculation
based on the property's cost and depreciation method.
Utilities: Expenses for utilities like electricity, water, and gas used in common areas or provided to
tenants.
Advertising and Marketing: Costs associated with attracting tenants, such as advertising fees and
listing costs.
Property Management Fees: Fees paid to a property management company.
Travel Expenses: Expenses incurred in inspecting or managing the property, subject to specific IRS
guidelines.
Legal and Professional Fees: Reasonable fees paid to attorneys or other professionals for services
related to the rental property.

The Passive Activity Loss Rules and Their Impact on 162 Trade
or Business Rental Deductions

The passive activity loss (PAL) rules represent a significant hurdle for many "162 trade or business
rental" property owners. These rules generally limit the deduction of losses from passive activities,
such as rental real estate, against other sources of income. The exceptions to this rule are when the
taxpayer is considered materially participating in the activity or it qualifies as a real estate
professional. Material participation requires substantial involvement in the operations of the rental
activity, defined by stringent IRS guidelines. The real estate professional exception requires that the
taxpayer meet specific criteria concerning the time spent working in real estate activities.



Maximizing Deductions While Maintaining Compliance: Best
Practices for 162 Trade or Business Rental

To maximize tax benefits and avoid IRS scrutiny, meticulous record-keeping is paramount. This
includes:

Detailed Records of All Expenses: Maintain detailed receipts and invoices for all deductible
expenses.
Accurate Tracking of Rental Income and Expenses: Use accounting software or spreadsheets to
meticulously track rental income and expenses throughout the year.
Proper Classification of Expenses: Carefully classify expenses as either repairs (deductible) or
capital improvements (added to the property's basis and depreciated over time).
Professional Tax Advice: Consult with a qualified tax professional experienced in real estate taxation.
They can help navigate the complexities of Section 162 and the passive activity loss rules.

The Challenges of Claiming 162 Trade or Business Rental
Deductions

Claiming deductions under Section 162 for "162 trade or business rental" isn't without its
challenges. These include:

Proving "Ordinary and Necessary" Expenses: The IRS may scrutinize expenses, requiring taxpayers
to demonstrate that they were both ordinary (common and accepted in the rental business) and
necessary (helpful and appropriate for the property).
Substantiation Requirements: The IRS requires taxpayers to maintain detailed records to
substantiate all claimed deductions. Failure to do so can result in penalties.
Passive Activity Loss Rules: The PAL rules significantly restrict the ability to deduct rental losses
against other income, limiting the benefits of Section 162.
IRS Audits: Rental property owners are sometimes targeted for audits, requiring a thorough
understanding of tax regulations and the ability to provide sufficient documentation.

Conclusion

Successfully navigating the complexities of "162 trade or business rental" deductions requires a
thorough understanding of IRS regulations, meticulous record-keeping, and often, the assistance of
a qualified tax professional. While the potential tax savings are significant, the challenges are
substantial. By adhering to best practices and seeking professional guidance, investors can maximize
their deductions while remaining compliant with the law.

---

FAQs



What is the difference between a repair and a capital improvement in the context of 162 trade1.
or business rental deductions? Repairs are expenses incurred to maintain the property in good
working order, while capital improvements increase the value or useful life of the property and
are depreciated over time.

How does the material participation test affect my ability to deduct rental losses? If you don't1.
meet the material participation test, your rental losses may be limited by the passive activity
loss rules.

Can I deduct the cost of a new roof under Section 162 for 162 trade or business rental? A new1.
roof is typically considered a capital improvement, not a deductible repair under Section 162.

What records should I keep to support my 162 trade or business rental deductions? Keep1.
detailed receipts, invoices, bank statements, and any other documentation that supports your
expenses.

What happens if I don't accurately report my 162 trade or business rental income and1.
expenses? You may face penalties from the IRS, including interest and fines.

Can I deduct travel expenses related to my rental property under Section 162? Yes, but only if1.
the travel is directly related to the management or maintenance of the property and meets IRS
guidelines.

What is the difference between depreciation and amortization in the context of 162 trade or1.
business rental? Depreciation applies to tangible assets like buildings, while amortization
applies to intangible assets.

How do I determine the useful life of my rental property for depreciation purposes? The IRS1.
provides guidelines for determining the useful life of various types of property. Consult IRS
Publication 946 for details.



When should I consult a tax professional regarding my 162 trade or business rental1.
deductions? You should consult a tax professional before filing your taxes to ensure accuracy
and compliance, especially if you have complex financial situations.

---

Related Articles:

Understanding Depreciation for Rental Properties: A deep dive into the various depreciation1.
methods and how they impact your tax liability.

Passive Activity Loss Rules: A Comprehensive Guide: A detailed explanation of the PAL rules1.
and how they affect rental real estate investors.

Material Participation: What It Means and How to Qualify: A thorough examination of the1.
material participation test and strategies for meeting the requirements.

Tax Deductions for Homeowners vs. Rental Property Owners: A comparison of the tax benefits1.
available to homeowners versus rental property owners.

Record-Keeping Best Practices for Rental Property Owners: A practical guide to maintaining1.
accurate and organized records for your rental properties.

Common Mistakes to Avoid When Claiming Rental Property Deductions: An overview of1.
common errors and how to prevent them.

Tax Planning Strategies for Real Estate Investors: Advanced tax strategies to minimize your1.
tax liability and maximize your returns.



The Real Estate Professional Exception to the Passive Activity Loss Rules: A detailed analysis1.
of this exception and who qualifies.

How to Choose the Right Depreciation Method for Your Rental Property: A discussion of the1.
various depreciation methods available and how to select the most appropriate one for your
situation.
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Additional Resources
When Does a Rental Generate Qualified Business Income?
“Under penalties of perjury, I (we) declare that I (we) have examined the statement, and, to the best
of my (our) knowledge and belief, the statement contains all the relevant facts relating to …

Trade or Business Expenses Under IRC § 162 and Related …
82 cases involving a trade or business expense issue that were litigated in federal courts between
June 1, 2018, and May 31, 2019. The courts affirmed the IRS position in 61 of these cases, or …

Rentals as a Trade or Business - ascpa.com
One question not directly addressed in the proposed regulations is the ques-tion regarding under
what circumstances a rental is considered a trade or business. This is important because in …

Does My Rental Property Qualify for the New 20% Deduction?
The general rule is if the management of the rental property rises to the level of a trade or business
as defined in IRS Tax Code Section 162, then it qualifies for the deduction.

When a rental real estate activity qualifies as a trade or …
For purposes of the pass-through deduction rules, a "trade or business" means a Code Sec. 162
trade or business, other than the trade or business of performing services as an employee. In …

SECTION 199A RENTAL REAL ESTATE TRADE OR BUSINESS …
This checklist is designed to help tax professionals determine the level of activity for the purpose of
evaluating a rental activity’s qualification for trade or business status under IRC section 162 …



In general. taxpayers of up to 20 percent of the taxpayer’s …
harbor for treating a rental real estate enterprise as a trade or business solely for purposes of
section 199A was released for public comment in Notice 2019-07, 2019-09 IRB 740.

Determining if Your Rental Real Estate is a Qualified Trade or …
In Code Section 162, the IRS states that for an activity to be considered a “trade or business”, there
must be “regular and continuous conduct of the activity” and its “primary purpose must be …

Rental Real Estate and the Code Sec. 199A Deduction
Mar 7, 2019 · Providing bright line rules on whether a rental real estate activity is a section 162
trade or business for purposes of section 199A is beyond the scope of these regulations.

Subject: Alan Gassman & Martin Shenkman - When is Rental …
While the definition of a “trade or business” under Section 162 and case law is complex and in many
cases quite fact specific, the analysis is much more complicated.

Part III - Administrative, Procedural, and Miscellaneous
Section 199A(d) defines a qualified trade or business as any trade or business other than a specified
service trade or business (SSTB) or a trade or business of performing services as an …

Trade or Business Expenses Under IRC § 162 and Related …
99 cases involving a trade or business expense issue that were litigated in federal courts between
June 1, 2016, and May 31, 2017. The courts affirmed the IRS position in 65 of these cases, or …

Trade or Business Expenses Under IRC § 162 and Related …
Internal Revenue Code (IRC) § 162 allows deductions for ordinary and necessary trade or business
expenses paid or incurred during the course of a taxable year. Rules regarding the …

Rental Real Estate and Net Investment Income Tax 7 - Keiter …
For NII tax purposes, the proposed regulations incorporate the definition of a trade or business
within the meaning of IRC Section 162.

Part I Section 162.--Trade or Business Expense ISSUE
LAW AND ANALYSIS Section 162(a) allows a deduction for all the ordinary and necessary expenses
paid or incurred during the taxable year in carrying on any trade or business. Section …

Trade or Business Expenses Under IRC § 162 and Related …
Internal Revenue Code § 162 allows deductions for ordinary and necessary trade or business
expenses paid or incurred during the course of a taxable year.2 Rules regarding the practical …

26 CFR 1.162-1. Business expenses. (Also Part I, §§ 162, 164, …
162 as ordinary and necessary business expenses incurred in carrying on a trade or business. On
September 5, 2018, the IRS released an FAQ addressing these concerns.

Trade or Business Expenses Under IRC § 162 and Related …
IRC § 162(a) requires a trade or business expense to be both “ordinary” and “necessary” in relation
to the taxpayer’s trade or business to be deductible. In Welch v. Helvering, the …

Part I Section 162.B Trade or Business Expenses Rev. Rul. 99-14
May a taxpayer deduct, under §§ 162 and 163 of the Internal Revenue Code, rent and interest paid
or incurred in connection with a A lease-in/lease-out@ (A LILO@ ) transaction?



Part I Section 162.—Trade or Business Expense - Internal …
Section 162(a) provides, in part, that there shall be allowed as a deduction all the ordinary and
necessary expenses paid or incurred during the taxable year in carrying on any trade or …
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