THE VACATION

BY NANCY DUNNAN

A cottage on a sandy beach, a
condo in Spain or a ski house nestled
-in the mountains, A second home
may be the new American dream. .

But is it still a good investmient,
especially after tax reform? The rules
have changed, as we all know, but the
answer is "“yes,” provided you under-
stand the new’ guidelines and don’t
overpay. ;o :

In fact, the 1986 Tax Reform Act
was kind to homeowners but rather
‘harsh to traditional real éstate tax
shelters. Those designed to generate
Jarge paper losses or tax write-offs
1. were largely eliminated, leaving di-
rect investing in property as one of
& the few tax-advantaged investments
ileft..

Low mortgage rates make this a
good time to look at second homes.
In many areas prices are down by 10-
15 percent, or even more. And second
homes continue to offer a myriad of
advantages, not the least of which is
providing a vacation spot for your
family. However, you must plan its
use carefully.” _ :

Your first consideration should
be location, which is as important as
price. The best investments (and also
the most expensive) have unique lo-
cations. Yet if you're willing to be
flexible, you can shave dollars off the
" purchase price by being-near but. not

on the ocean, by being within hailing
distance of the ski lift but not di-
rectly adjacent to jt. '

Experts suggest looking for a
. house within two hours of a major
; City or metropolitan area. Anything
farther is too far to be an easy week-
end retreat, which in turn makes it
more difficult to rent or resell. Ex-
cellent buys can often be found in
towns immediately next to chic spots.
‘Eventually the overflow will boost
their property values. :

Your second consideration
should be the IRS, especially if you
plan to rent out your retreat to cover
costs. Under the new rulings, your
deductions will be baséd on whether
your second home is classified as
“residential” or "rental.”

Nancy Dunnan is a New York
Sinance writer.
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0 f you rent your vacation home
less than 15 days per year and use it
yourself or leave it vacant the rest of
the time, you don't even need to-re-
port that income to the IRS. And you

est, real estate taxes and certain cas-
1ty losses. - )

If you rent for 14 days or more
and use the house 14 days or more,
or 10 percent of the time it's rented,
then your rental expenses are also

cause they're deductible only up to
-the amount of your total rental in-
- come, ‘Of -course, your mortgage in-
terest and ‘property taxes are
deductible. -

If you rent for 15 days or more
‘ard your persona!l use is less thari 15
days or 10 percent of the time rented,
then your home’is rental property.
The expenses you incur in excess of
your rental income, as well as prop-
erty taxes and mortgage interest, are
deductible. - - '

‘Congress carved out an interest-
ing law that aids those with an ad-
Jjusted gross income of -$100,000 or
less. Those in this category who ac-
tively manage rental property are al-
lowed to deduct up to $25,000 in losses
against other income. The $25,000
limit is gradually phased out for those
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in the $100.000 and up bracket. By
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-duction is eliminated.

can still deduct your mortgage inter-

‘easier than you think. First of all,
deductible. Keep track of them, be-.
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the time it reaches $150,000, the de-

. To qualify as an active manager
is quite simple: You must own at least
10 percent of the property and make
decisions on tenants, rents and main-
tenance. Keep in raind that any losses
not currently deductible may be car-
ried forward -and used against pas-
sive income.

Financing a second home may be

consider buying with a friend, an-
other couple or a family member. This
could reduce your expenses by.50
percent. The most common and trou-
ble-free arrangement is a 50-50 djvi-
sion of down payment, taxes,
mortgage payments, costs and use of
space.

- Be sure to work out in whose
name the mortgage and title will be
held, how payments will be divided,
who may use the house and when,
how nonpaying guests will be han-
dled, what to do if one party wants
out, and how a default of payment
will -be taken care of. A contract
clause describing how disagreements
will be resolved is crucial. -

If you already own a house, you
may be able to refinance it at a Jower
rate than you're now paying. This
frees up cash for a down payment.
Most lenders will give up to 80 per-
cent of ‘a house's appraised value in
a mortgage. L
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