
I t  isn’ t  easy to make predict ions,  especial ly about the 
future.  But there is one predict ion we’re conf ident 
in making: you wi l l  have substant ia l  out-of-pocket 
expenses for heal th care af ter  you ret i re.  Personal 
f inance experts est imate that an average ret i red 
couple age 65 wi l l  need at  least  $300,000 to cover 
heal th care expenses in ret i rement.

You may need more.. .
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Heal th Savings Accounts: The 
Ul timate Retirement Account

I t  isn’ t  easy to make predict ions,  especial ly about the future.  But there is one predict ion we’re 
conf ident in making: you wi l l  have substant ia l  out-of-pocket expenses for heal th care af ter  you 
ret i re.  Personal  f inance experts est imate that an average ret i red couple age 65 wi l l  need at  least 
$300,000 to cover heal th care expenses in ret i rement.

You may need more. The t ime to save for these expenses is before you reach age 65. And the best 
way to do i t  may be a Heal th Savings Account (HSA).  Af ter several  years,  you could have a fat  HSA 
balance that wi l l  help pave your way to a comfortable ret i rement.

Not everyone can have an HSA. But you can i f  you’re sel f -employed or your employer doesn’ t 
provide heal th benef i ts.  Some employers offer,  as an employee fr inge benef i t ,  e i ther HSAs alone 
or HSAs combined with high-deduct ib le heal th plans.

An HSA is much l ike an IRA for heal th care.  I t  must be paired with a high-deduct ib le heal th plan 
with a minimum annual  deduct ib le of  $1,400 for sel f -only coverage ($2,800 for fami ly coverage). 
The maximum annual  deduct ib le must be no more than $7,050 for sel f -only coverage ($14,100 for 
fami ly coverage).

An HSA can provide you with three tax benef i ts:

1.  You or your employer can deduct the contr ibut ions,  up to the annual  l imi ts.
2.  The money in the account grows tax-free (and you can invest i t  in many ways). 
3.  Distr ibut ions are tax-free i f  used for medical  expenses. 

No other tax-advantaged account gives you al l  three of  these benef i ts. 

You also have complete f lexibi l i ty  in how to use the account.  You may take distr ibut ions f rom your 
HSA at any t ime. But unl ike wi th a t radi t ional  IRA or 401(k),  you do not have to take annual  required 
minimum distr ibut ions f rom the account af ter  you turn age 72. 

Indeed, you need never take any distr ibut ions at  a l l  f rom your HSA. I f  you name your spouse the 
designated benef ic iary of  your HSA, the tax code treats i t  as your spouse’s HSA when you die (no 
taxes are due). 

I f  you maximize your contr ibut ions and take few distr ibut ions over many years,  the HSA wi l l  grow 
to a t idy sum. 
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The general ly favorable federal  income tax 
rules for  partnerships are a common reason 
for choosing to operate as a partnership wi th 
mult ip le partners instead of  as a corporat ion 
wi th mult ip le shareholders.  The most 
important partnership tax benef i t  ru les can be 
summarized as fo l lows: 

•  You get pass-through taxat ion. 
•  You can deduct partnership losses 

(wi th in l imi ts) .
•  You may be el ig ib le for  the Sect ion 

199A tax deduct ion. 
•  You get basis f rom partnership debts. 
•  You get basis step-up for purchased 

interests. 
•  You can make tax-free asset t ransfers 

wi th the partnership.
•  You can make special  tax al locat ions. 

Partnership taxat ion is not al l  good stuff . 
There are a few important disadvantages and 
compl icat ions to consider:

•  Exposure to sel f -employment tax
• Compl icated Sect ion 704(c) tax 

al locat ion rules
• Tr icky disguised sale rules
• Unfavorable f r inge benef i t  tax rules

Limited partnerships are obviously t reated as 
partnerships for  federal  income tax purposes, 
wi th the general ly favorable partnership 
taxat ion rules ment ioned above.

Limited partners general ly are not exposed 

to l iabi l i t ies related to the partnership or i ts 
operat ions.  So, you general ly cannot lose more 
than what you’ve invested in a l imi ted partnership—
unless you guarantee partnership debt. 

So far,  so good. But you must also consider the 
fo l lowing disadvantages for l imi ted partners:

•  L imited partners usual ly get no basis f rom 
partnership l iabi l i t ies. 

•  L imited partners can lose their  l iabi l i ty 
protect ion. 

•  You need a general  partner. 

On the plus s ide, l imi ted partners have a sel f -
employment tax advantage.

Partnership with Multiple Partners:
The Good and the Bad
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Since your partnership wi l l  have mult ip le partners, 
mult ip le issues can come into play.  You’ l l  need a 
careful ly draf ted partnership agreement to handle 
potent ia l  issues even i f  you don’ t  expect them to 
ar ise.  For instance, you may want to include

• a partnership interest  buy-sel l  agreement 
to cover partner exi ts;

•  a non-compete agreement ( for  obvious 
reasons);

•  an explanat ion of  how tax al locat ions 
wi l l  be calculated in compl iance with IRS 
regulat ions;

•  an explanat ion of  how distr ibut ions wi l l  be 
calculated and when they wi l l  be paid ( for 

instance, you may want to cal l  for  cash 
distr ibut ions to be made annual ly in ear ly 
Apr i l  to cover partners’ tax l iabi l i t ies 
f rom their  shares of  partnership income 
for the previous year) ;

•  guidel ines for  how the divorce, 
bankruptcy,  or  death of  a partner wi l l  be 
handled;

•  and so on. 

Key point.  No type of  ent i ty ( including a l imi ted 
partnership in which you are a l imi ted partner) 
wi l l  protect  your personal  assets f rom exposure 
to l iabi l i t ies related to your own professional 
malpract ice or your own tort ious acts. 

You have heard the horror stor ies about mai l  sent to the IRS that remains unanswered for months. 
Reportedly,  the IRS has mountains of  unanswered mai l  p ieces in storage trai lers,  wai t ing for  IRS 
employees to process them.

Because the understaffed IRS is having so much trouble processing al l  the documents i t  receives, 
you need to protect  yoursel f  when you send an important tax f i l ing due by a speci f ic  deadl ine.

I f  you can f i le a document electronical ly,  do so. The IRS deems such f i l ings as f i led on the date of 
the electronic postmark.

I f  you must f i le a physical  document wi th the IRS, don’ t  use regular U.S. mai l ,  Pr ior i ty Mai l ,  or 
Express Mai l .

Why not? When you mai l  a document wi th these methods, the IRS considers i t  f i led on the postmark 
date,  but  only i f  the IRS receives i t .  What i f  the U.S. Postal  Service doesn’ t  del iver i t  or  the IRS 
loses i t? You’ l l  have no way to prove the IRS got i t—and the IRS and most courts won’ t  accept your 
test imony that i t  was t imely mai led.

Don’t  take this chance. Instead, f i le physical  documents by cert i f ied or registered U.S. mai l ,  or  use 
an IRS-approved pr ivate del ivery service (general ly,  two-day or better service f rom FedEx, UPS, 
or DHL Express).  When you do this,  the IRS considers the document f i led on the postmark date 
whether or not the IRS receives i t . 

Make sure to keep your receipt .

Send Tax Documents Correctly 
to Avoid IRS Trouble
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I f  you have a home that you both rent out and use personal ly,  you have a tax code-def ined vacat ion 
home.

Under the tax code rules,  that  vacat ion home is ei ther

•  a personal  residence or
•  a rental  property.

The tax code classi f ies your vacat ion home as a rental  property i f

•  you rent i t  out  for  more than 14 days dur ing the year,  and
• your personal  use dur ing the year does not exceed the greater of  (a)  14 days or (b) 10 

percent of  the days you rent the home out at  fa i r  market rates.

Count actual  days of  rental  and personal  use. Disregard days of  vacancy, and disregard days that 
you spend mainly on repair  and maintenance act iv i t ies.

For vacat ion homes that are c lassi f ied as rental  propert ies,  you must al locate mortgage interest , 
property taxes, and other expenses between rental  and personal  use, based on actual  days of 
rental  and personal  occupancy. 

Mortgage Interest Deductions 
Mortgage interest  a l locable to personal  use of  a rental  property does not meet the def in i t ion 
of  qual i f ied residence interest  for  i temized deduct ion purposes. The qual i f ied residence interest 
deduct ion is al lowed only for  mortgages on propert ies that  are c lassi f ied as personal  residences. 

Tax Implications When Your
Vacation Home Is a Rental Property
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Schedule E Losses and the PAL Rules
When al locable rental  expenses exceed rental  income, a vacat ion home classi f ied as a rental 
property can potent ia l ly  generate a deduct ib le tax loss that  you can claim on Schedule E of  your 
Form 1040. Great!
 
Unfortunately,  your vacat ion home rental  loss may be whol ly or part ia l ly  deferred under the dreaded 
passive act iv i ty loss (PAL) rules.  Here’s why. 

You can general ly deduct passive losses only to the extent that  you have passive income from other 
sources (such as rental  propert ies that  produce posi t ive taxable income). 

Disal lowed passive losses from a property are carr ied forward to future tax years and can be 
deducted when you have suff ic ient  passive income or when you sel l  the loss-producing property.
 

“Small Landlord” Exception to PAL Rules
A favorable except ion to the PAL rules current ly al lows you to deduct up to $25,000 of  annual 
passive rental  real  estate losses i f  you “act ively part ic ipate” and have adjusted gross income (AGI) 
under $100,000. The $25,000 except ion is phased out between AGI of  $100,000 and $150,000.

The Seven-Days-or-Less and
Less-Than-30-Days Rules 
The IRS says the $25,000 smal l  landlord except ion is not al lowed

• when the average rental  per iod for your property is seven days or less,  or
•  when the average per iod of  customer use for such property is 30 days or less,  and signi f icant 

personal  services are provided by or on behal f  of  the owner of  the property in connect ion 
wi th making the property avai lable for  use by customers. 
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Real Estate Professional”
Exception to PAL Rules 
Another except ion to the PAL rules current ly al lows qual i fy ing indiv iduals to deduct rental  real 
estate losses even though they have l i t t le or no passive income. To be el ig ib le for  th is except ion, 

1.  you must spend more than 750 hours dur ing the year del iver ing personal  services in real 
estate act iv i t ies in which you mater ia l ly  part ic ipate,  and 

2.  those hours must be more than hal f  the t ime you spend del iver ing personal  services ( in 
other words,  working) dur ing the year.  I f  you can clear those hurdles,  you qual i fy as a real 
estate professional . 

The second step is determining whether you have one or more rental  real  estate propert ies in which 
you mater ia l ly  part ic ipate.  I f  you do, those propert ies are t reated as non-passive and are therefore 
exempt f rom the PAL rules.  That means you can general ly deduct losses from those propert ies in 
the current year.

Meeting the Material Participation Standard 
The three most l ikely ways to meet the mater ia l  part ic ipat ion standard for a vacat ion home rental 
act iv i ty are when the fol lowing occur:

•  You do substant ia l ly  a l l  the work related to the property.
•  You spend more than 100 hours deal ing wi th the property,  and no other person spends more 

t ime on this property than you do.
•  You spend more than 500 hours deal ing wi th the property.

In at tempt ing to c lear one of  these hurdles,  you can combine your t ime with your spouse’s t ime. But 
i f  you use a management company to handle your vacat ion home rental  act iv i ty,  you’re unl ikely to 
pass any of  the mater ia l  part ic ipat ion tests.
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