
Depreciation might seem technical, but it’s one of the most effective ways to reduce your taxable rental
income. This tax strategy allows you to recover the cost of wear and tear on income-producing property,
such as short-term or long-term rentals, or other commercial properties, over time. While it’s a valuable
opportunity to reduce taxable income, there are specific rules to keep in mind.

What Properties Qualify for Depreciation?

Not all property is eligible for depreciation. To qualify, your property must meet the following criteria:

 Ownership: You must own the property. Having a mortgage does not disqualify you; whether the
property is financed or owned outright, you are considered the owner.

1.

 Income-Producing Use: The property must be used for rental or income purposes, such as in a
business or as a rental property.

2.

Determinable Useful Life: The property should have a defined lifespan, meaning it wears out, decays,
or loses value over time due to use.

3.

Long-Term Use: The property must be expected to last more than one year. Assets held for less than a
year do not qualify.

4.

What Properties Can’t Be Depreciated?

Certain assets are excluded from depreciation, including:

 Land: Since land doesn’t wear out or become obsolete, its cost cannot be depreciated. However,
specific land improvements, like landscaping or planting that may be destroyed or removed, might
qualify.

1.

 Excepted Property: This includes:2.
Property placed in service and then retired from use within the same year.
Equipment used during construction (the depreciation of such equipment is added to the
improvement’s cost basis instead).

Depreciation Methods: Straight-Line vs. Cost Segregation

When it comes to calculating depreciation, different methods can be applied. The most common are:

Straight-Line Depreciation:
This is the simplest method, spreading the depreciation evenly over the property’s useful life.
While easy to calculate, it’s not always the most strategic for tax purposes as it provides consistent
but smaller deductions each year.

Cost Segregation:
This advanced method breaks down the property into individual components (e.g., appliances,
fixtures, landscaping) with shorter depreciation periods.
By accelerating deductions, cost segregation allows for significant tax benefits upfront, making it a
powerful strategy for real estate investors.

UNDERSTANDING DEPRECIATION BASICS FOR
RENTAL PROPERTY OWNERS



The IRS requires that cost segregation studies be performed by qualified professionals, such as
engineering firms, to ensure accuracy and compliance. Attempting to perform a cost segregation
analysis on your own (DIY) is strongly discouraged, as errors can lead to penalties and disallowed
deductions. Consulting with a specialist ensures you’re fully leveraging this approach while
adhering to regulations.  RETSI has an exclusive network of highly qualified firms we can introduce
you to. 

When Does Depreciation Start and End?

This is a common area of confusion, even for CPAs. Depreciation begins when your property is ready and
available for its intended use—this is referred to as being “placed in service.” Note that it doesn’t depend
on when the property starts generating income. Here are a few examples:

If you buy and install a dishwasher in January, depreciation starts in January, even if tenants don’t
immediately use it.
If you make repairs to a rental property and list it for rent in July, depreciation begins in July,
regardless of when a tenant moves in.

Depreciation ends when:

You’ve fully recovered the property’s cost or basis through annual deductions.
The property is retired from service, such as when it’s sold, converted to personal use, abandoned, or
destroyed.

Converting Personal Property to Rental Use

Turning a personal property (like your former home) into a rental property introduces a new depreciation
timeline. Depreciation begins the day the property is ready and available for rental use. For example:

If you move out of your home in July, complete repairs in August, and list it for rent in October,
depreciation starts in October.

What Happens During Vacancies or Repairs?

Interestingly, even if your property is temporarily vacant (for example, during repairs or between tenants),
you continue to depreciate it as long as it remains part of your rental activity.

Final Thoughts

Depreciation is a key tool for maximizing tax efficiency in real estate investments. While the straight-line
method is straightforward, exploring strategies like cost segregation can unlock even greater tax savings.
Understanding the rules and timelines ensures you’re optimizing deductions while staying compliant. If
you’re unsure which approach is best for your situation, working with a tax professional or cost
segregation specialist can provide clarity and confidence.


