STR LOOPHOLE
TAX GUIDE

HOW HIGH-INCOME W-2 EARNERS USE
SHORT-TERM RENTALS TO OFFSET SIX
FIGURES OF TAXABLE INCOME

A Practical Guide to the STR Loophole,
Depreciation, and Tax-Optimized Property
Selection
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This guide is written for high-income W-2 earners
who:

» Earn $300,000+ annually

e Pay a meaningful amount in federal income taxes

» Want a legal, proven way to reduce taxable
income

» Are open to owning real estate but do not want to
become full-time investors or landlords

If you've ever asked:

e ‘Is there a smarter way to reduce my tax bill?"

* "How do people use real estate to offset W-2
income?"

e “Would buying a short-term rental actually move
the needle for me?”

You're in the right place.

WHO THIS GUIDE IS NOT FOR

Low- to moderate-income earners
Investors looking for quick flips or
speculative plays

People unwilling to be involved in
their investment

Anyone looking for aggressive or
questionable tax tactics

The strategies outlined here are completely legal, but
they require:

¢ Intentional property selection
» Proper execution
e Strong documentation



WHY SHORT-TERM RENTALS
ARE DIFFERENT

Most people assume real estate losses are passive and limited.
Short-term rentals are different.

When structured correctly, a short-term rental can be treated as an
active trade or business, allowing depreciation losses to offset W-2

income — something long-term rentals generally cannot do.

This distinction is commonly referred to as the STR Loophole.

THE BIG PICTURE WHAT THIS GUIDE WILL HELP
(IN PLAIN ENGLISH) YOU UNDERSTAND

Here is the simplified framework this By the end of this guide, you will
guide will walk you through: understand:

— Purchase the right short-term
rental

— Materially participate (without
quitting your job)

— Use depreciation and cost
segregation

— Create large paper losses

— Offset taxable W-2 income

The result is often six-figure tax

How the STR loophole works
What you must do to qualify
How much tax savings are
realistic

What type of property works
best for tax purposes

Why improvement value
matters more than market hype
Where people make expensive
mistakes

savings in a single year — without
sacrificing long-term wealth This guide is desighed to give you
creation. clarity — not replace your CPA.

DISCLAIMER
This guide is for educational purposes only. It does not replace:
e Personalized tax advice
o Areal-estate-focused CPA
o A compliant cost segregation study
The value of this strategy depends heavily on:
e Your income profile
e The property you buy

e How you execute and document the strategy

The goal here is to help you ask better questions, avoid bad purchases, and understand
whether this strategy is worth pursuing.




THE STR LOOPHOLE TAX GUIDE

A Crash Course for High-Income W-2 Earners

This guide is written for high-income W-2 earners who want to understand
—clearly and quickly—how purchasing a short-term rental (STR) can
legally offset W-2 income using existing IRS rules. It explains how the STR
loophole works, how much you might save, what you must do to qualify,
and what type of property you should buy to maximize results.

This is not tax advice. It is a strategic overview so you can make informed

decisions and have intelligent conversations with your CPA before moving
forward.

WHY STRS ARE DIFFERENT FROM
LONG-TERM RENTALS

Under IRS rules, a short-term rental is not treated as a passive rental
activity if:

e The average guest stay is 7 days or less, OR

e The average stay is 30 days or less and significant services are

provided (cleaning, turnover, guest communication, etc.)

When these conditions are met, the property is treated as an active
trade or business, not a passive rental.

Why this matters:

e Passive rental losses normally cannot offset W-2 income
e STR losses can offset W-2 income if you materially participate

This distinction is what people refer to as the “STR loophole."



How the STR Loophole Offsets

W-2 Income

() If structured correctly, an STR can create large
paper losses without cash losses through
depreciation.

Those paper losses can be used to offset:

o W-2 wages

e Business income
* 1099 income

e Capital gains

You do not need to qualify as a Real Estate
Professional to use the STR loophole.

Material Participation: The Key Requirement

To unlock the STR loophole, you must materially participate in the STR activity.
Most W-2 earners qualify using the:

100-Hour + “More Than Anyone Else” Test
You qualify if:
e You spend at least 100 hours per year managing the STR, and
¢ You spend more time than any other individual (cleaners, co-hosts, property
managers, etc.)

What Counts as Qualifying Hours What Does Not Count
¢ Furnishing and setup e Passive oversight
¢ Creating and managing listings e Time logged by a property
e Pricing and calendar management manager
e Guest communication o Hours before the property is
¢ Vendor coordination placed in service

e Turnover management
e Supplies and restocking
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HOW THE TAX SAVINGS ARE CREATED:
DEPRECIATION

The primary tax benefit comes from depreciation, especially
when combined with cost segregation.

YOU CAN DEPRECIATE:
THIS MAKES THE LAND

e THE BUILDING VS. IMPROVEMENT
e INTERIOR COMPONENTS ALLOCATION ONE OF
e« SITE IMPROVEMENTS THE MOST IMPORTANT

VARIABLES IN THE
YOU CANNOT DEPRECIATE LAND. STRATEGY.

NEW CONSTRUCTION OR RECENTLY
WHAT CREATES RENOVATED PROPERTIES,
HIGH IMPROVEMENT NEW OR UPGRADED HVAC, PLUMBING,
VALUE? ELECTRICAL, NEW FLOORING,
CABINETRY, FIXTURES, APPLIANCES,
INTERIOR FINISHES AND SYSTEMS

WHY IMPROVEMENT VALUE MATTERS MORE THAN ALMOST ANYTHING
Every dollar allocated to improvements instead of land creates permanent tax
deductions. Properties with high improvement value and low land value produce
far larger depreciation deductions than land-heavy assets.

These components can often be reclassified into:
e 5-year property
e 7-year property
e 15-year property
Instead of depreciating over 27.5 years.
COST SEGREGATION
A cost segregation study breaks the purchase price into components with shorter
depreciation lives.
Typical outcomes on well-selected STRs:

o 25%-40% of the purchase price accelerated into shorter-life categories

This creates a large first-year paper loss that can offset W-2 income.



HOW MUCH CAN
A HIGH-INCOME
EARNER EXPECT

TO SAVE?

....................... EXAMPLE SCENARIO

Purchase Price: $1,000,000

» improvement allocation after cost segregation: 30%
Accelerated depreciation: $300,000

e Marginal tax rate: 37%

Approximate Tax Savings
» $300,000 x 37% = $111,000 in federal tax savings

This is a paper loss. The property can still be cash-flow neutral or
positive.

Actual results depend on:

e Purchase price

* Improvement-to-land ratio
» Cost segregation results

e Your tax bracket



If your primary goal is W-2 income offset, prioritize properties
with:

1. STR ELIGIBILITY:

Zoning and regulations that allow short-term rentals in areas
with strong nightly demand (average stay < 7 days)

2. HIGH IMPROVEMENT-TO-LAND RATIO:

Avoid land-heavy assets, Be cautious with premium lots
where land drives value
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3. RECENTLY RENOVATED OR EASILY UPGRADABLE:
Renovations increase depreciable components, Cosmetic
upgrades can materially improve tax outcomeS

4. ABILITY TO SELF-MANAGE:

Look for properties in areas where you can logistically self-
manage, avoid existing STRS with full-service property
management contracts that must be retained post sale

5. FAST TIME TO MARKET:

Ability to furnish and list quickly, especially important for
year-end acquisitions.



THE TAX-OPTIMIZED STR BUY BOX

If your primary objective is offsetting W-2 income, not just owning
an STR, property selection matters more than timing or market

headlines.

This is the ideal STR buy box from a tax-optimization perspective:

1. Price Range That Produces

Meaningful Depreciation

e Typically $700K-$1.5M+
purchases
Lower-priced assets often
do not generate enough
depreciation to materially
offset high W-2 income

2. High Improvement-to-Land

Ratio (Critical)

e Avoid land-heavy properties
(premium lots, teardown
land value, excessive
acreage)

Favor properties where the
structure and interior
systems drive value

Strong candidates include:
Recently renovated homes
Newer construction homes
with modern systems and
finishes
Properties with new HVAC,
electrical, plumbing,
windows, roofing
Condos and townhomes
(often lower land allocation)
Properties with multiple
interior systems and
finishes

Every dollar allocated to
improvements instead of land
increases depreciation and
first-year tax savings.

3. STR-Friendly Demand Profile

e Nightly or weekend-driven
demand

e Average stays of 7 days or
less

e Urban, event-driven, or
destination locations

4. Renovation or Upgrade
Opportunity

Light renovations before or after
acquisition can materially
increase depreciable
components.

Flooring, cabinetry, appliances,
fixtures, and systems enhance
cost segregation outcomes.

5. Ability to Self-Manage (At
Least Initially)

Avoid full-service property
managers if relying on the 100-
hour test.

Use cleaners and vendors—but
remain the decision-maker and
operator

6. Speed to Market

Ability to furnish and list quickly
Especially important for year-
end acquisitions where tax
timing matters







