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Tax season, which kicked off on January 27, often brings financial anxiety. However, savvy 

investors who leverage strategic tax advantages can turn filing into a profitable experience. 

One particularly powerful real estate strategy—house hacking—offers a unique 

opportunity to generate passive income, reduce living expenses, and secure valuable tax 

deductions. 

 

If structured correctly, house hacking can allow you to live rent-free while maximizing tax 

benefits, making it one of the most effective wealth-building strategies in real estate today. 

Understanding the key deductions available can make all the difference when filing your 

taxes. 

 

What Is House Hacking? 

House hacking is a strategy where homeowners rent out part of their residence—whether a 

room, a section of their home, or a separate unit—to offset mortgage payments and build 

wealth over time. With rising housing costs and fluctuating interest rates, this approach has 

become an attractive option for many Americans seeking financial flexibility. 

 

House hacking takes several forms, including: 

 

- Renting out a room in your home 

- Leasing a separate unit in a multi-family property 

- Converting a basement into a rental space 

- Installing an accessory dwelling unit (ADU) and renting it out 

 

This strategy has gained significant traction, particularly in recent years as traditional 

homeownership has become less affordable for many buyers. 

 

Why House Hacking Works 

According to mortgage broker Timothy Chase, house hacking is "one of the smartest real 

estate strategies for new investors." It enables individuals to break into real estate without 

fully committing to being a landlord, while also reaping substantial tax benefits. The ability 

to deduct certain expenses makes house hacking even more lucrative, allowing investors to 

maximize returns while reducing costs. 

 

Tax Breaks for House Hackers 

One of the biggest advantages of house hacking is the ability to claim tax deductions, 

reducing taxable income and improving cash flow. The tax treatment depends on how much 

of the property is rented out and whether the owner occupies the home for more than half 

the year. Below are some key tax deductions house hackers should take advantage of: 



 

 

1. Mortgage Interest Deduction 

If you itemize deductions, you can deduct mortgage interest on up to $750,000 of mortgage 

debt ($375,000 if married filing separately). This applies to the portion of your home used 

as your personal residence. 

 

2. Property Tax Deduction 

Homeowners can deduct up to $10,000 in state and local property taxes. However, the 

rental portion of the property is not subject to this cap, meaning house hackers can 

maximize deductions by properly allocating expenses between personal and rental use. 

 

3. Depreciation Deduction 

The rental portion of a house-hacked property is eligible for depreciation, allowing 

investors to recover the cost of the property over time. Residential rental property is 

typically depreciated over 27.5 years. For example, if you rent out 50% of a duplex, you can 

depreciate half of the building’s value (excluding land) over that period. 

 

4. Repairs and Maintenance 

Expenses directly related to the rental portion of the property—such as fixing a leaky roof, 

repainting rental areas, or replacing tenant-used appliances—are fully deductible. This 

reduces taxable income while maintaining property value. 

 

5. Utilities and Shared Expenses 

If you provide tenants with utilities such as electricity, water, internet, or landscaping, you 

may allocate a portion of these costs as business expenses. Proper record-keeping ensures 

you maximize deductions while complying with tax laws. 

 

6. Home Office Deduction 

For house hackers who also manage their properties, a dedicated home office may qualify 

for additional deductions. This can include a percentage of rent, mortgage interest, utilities, 

and maintenance costs. 

 

Selling a House-Hacked Property: Tax Implications 

When it comes time to sell a house-hacked property, tax treatment varies based on how 

much of the home was rented out. Under the IRS’s Section 121 exclusion, homeowners may 

exclude up to $250,000 ($500,000 if married filing jointly) of capital gains from the sale of a 

primary residence, provided they lived in the home for at least two of the past five years. 

 

However, only the portion of the home used as a primary residence qualifies for this 

exclusion. If half of the property was rented out, only the owner-occupied half is exempt 

from capital gains tax, while the rental portion is subject to taxation. Strategic planning—

such as living in the home longer before selling—can help mitigate these tax liabilities. 

 



 

House Hacking vs. House Flipping 

House hacking differs from house flipping in that it is a long-term investment strategy 

rather than a short-term profit play. While flipping focuses on quick renovations and 

reselling, house hacking builds equity over time while providing immediate financial 

benefits through rental income. House hacking also comes with ongoing tenant 

management responsibilities, while house flipping carries market risks and short-term tax 

implications. 

 

Final Thoughts 

House hacking remains one of the most effective strategies for reducing living expenses, 

generating rental income, and maximizing tax deductions. By taking advantage of available 

tax breaks, investors can turn this real estate approach into a powerful wealth-building tool. 

 

At BackOffice, we help clients navigate complex tax strategies to optimize their real estate 

investments. Reach out to us to learn how we can help you structure your investments for 

maximum efficiency. 

 


